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UNEMPLOYMENT COMPENSATION

TUESDAY, APRIL 23, 1991

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:03 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan presiding.

Also present: Senators Breaux, Packwood, Chafee, and Grassley.
[The press release anhouncing the hearing follows:]

[Press Release No. H-14, April 16, 1991]

SENATOR BENTSEN CALLS HEARING ON UNEMPLOYMENT COMPENSATION, LEADOFF
WITNESS TO BE LABOR SECRETARY MARTIN

WASHINGTON, DC-Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, announced a hearing on America's unemployment compensation program.

Bentsen (D., Texas) said the leadoff Witness will be Secretary of Labor Lynn
Martin.

The hearing will be Tuesday, April 23, 1991, at 10 a.m., in Room SD-215 of the
Dirksen Senate Office Building.

"I want to take a fresh look at our unemployment compensation program in light
of America's rising unemployment rate," Bentsen said.

."We saw unemployment rise from 6.2 percent in January to 6.8 percent in March,
and in the coming months we can expect it to continue rising. Almost 500,000 Amer-
ican workers lost their jobs in February and March alone. We need to consider
whether, against this backdrop of rising unemployment, the unemployment compen-
sation program is meeting the needs of the people who must depend on it," Bentsen
said.

Bentsen said he wants to learn more about whether the program is meeting its
traditional objectives of providing income support for people who lose their jobs and
stimulating the economy whether the states' unemployment compensation trust
funds have enough funds to pay benefits during a deep recession, whether the states
have enough h funds to administer the program for both fiscal years 1991 and 1992,
and whether the extended benefit program needs to be changed to make it accessi-
ble to more workers.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN, A

U.S. SENATOR FROM NEW YORK
Senator MOYNIHAN. A very good morning to y6u, our guests and

our distinguished witnesses; and of course, first of all Hon. Paul
Sarbanes, U.S. Senator from Maryland, who will begin this hearing
of the Senate Committee on Finance on the subject of unemploy-
ment compensation.

This is an old matter for our committee, but one which we ad-
dress in a new circumstance. It may not be generally remem-
bered-and not everybody was around to do so-but the unemploy-
ment compensation program began with the Social Security Act of
1935.



That was a general provision, a comprehensive provision, the
most important I suppose in our history, which provides insurance
against an interruption in income.

Typcially, we think of Social Security as providing retirement
income for workers who have left the work force owing to age.

But we also have disability benefits for those "ho are disabled
and can't work during the normal working years and unemploy-
ment compensation for persons who lose their work or cannot find
work, particularly when, for example, there is a recession, as there
is today.

Over the years, this has been a stable system, operated jointly by
the Federal Government and the State employment offices.

I can recall 30 years ago, I became Assistant Secretary of Labor
for President Kennedy's administration. There were many issues
that pressed us in those days, but the one system that seemed to be
in place and working well and responding nicely to changes in the
economic climate was unemployment compensation.

Thirty years later, this is different. We look up and we find that
of all the insurance systems set in place by the Social Security Act
of 1935, none has been allowed to deteriorate, so much as unem-
ployment compensation.

In the 1970's, upwards up 75 percent of the unemployed would
find themselves covered in a time of economic downturn. Two dec-
ades later, that has dropped to 35 percent or something like that, a
situation never intended by this committee or Congress.

But it has happened. It is part of a general decline in institutions
and arrangements that troubles us all.

I don't know how anybody else on the committee feels, but I for
one really felt badly when I learned-as we all did last week-that
in 1990, for the first time in the history of our Nation, a decennial
census was worse than its predecessor.

And after two centuries of getting a better census every 10 years,
learning more about how to do the job well; we did it worse. And
now, we don't know how legitimate are the numbers on which we
allocate the most important thing we have in our country-repre-
sentation.

I don't wan4 to speak any longer as we have very able members
of the commiLdee here and then the distinguished witnesses. I be-
lieve, Senator Breaux, you were here first, and perhaps you would
like to make a comment'?

OPENING STATEMENT OF lION. JOHN BREAUX, A U.S. SENATOR
FROM LOUISIANA

Senator BREAUX. I think you have said it, Mr. Chairman. I am
anxious to hear the witnesses. My own State has some of the high-
est unemployment numbers over the last decade in the country.
We also have the lowest average weekly unemployment benefits in
the Nation. And I am anxious to hear what the witnesses have to
say. Thank you, Mr. Chairman.

Senator MOYNIHAN. You are very kind, sir. Senator Grassley?



OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. Mr. Chairman, thank you for the opportunity
to consider this issue of unemployment compensation and particu-
larly those problems that affect the unemployment insurance fund.
I have been told that around twelve States' unemployment insur-
ance funds are in trouble and that 10 of those are in very serious
trouble.

Now, fortunately for my State, it is not that way. My State of
Iowa has the 15th healthiest fund in the Nation. We have around
$525 million in reserve.

However, with growing unemployment, we can't take anything
for granted; and hence, I think it is very important that you hold
this hearing because, even in my State, just since last October,
Iowa's unemployment rate has risen from 3.9 percent to 5.9 per-
cent.

At the same time, the Unemployment Insurance Administration
account formula, I think, is biased against low population, low un-
employment States, such as my State. In fact, Iowa gets back less
than 50 percent of the amount of taxes paid into the administrative
fund. Last year, the Federal Government returned only $25 million
out of $54 million paid by Iowa employers.

I look forward to considering how the Nation's unemployment in-
surance fund can be used more effectively and applied more fairly.
I thank each of the witnesses that are going to participate here
today.

Senator MOYNIHAN. We thank you, Senator. Senator Chafee,
good morning, sir.

Senator CHAFEE. Thank you, Mr. Chairman.

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Mr. Chairman, first of all, I see that we are
going to have with us Secretary Lynn Martin, which is very nice;
this is the first time she has appeared before us, which makes it a
pleasure for all of us.

Mr. Chairman, my State has an 8.3 percent unemployment rate
right now. So, we are naturally deeply concerned about the unem-
ployment compensation system.

It is my understanding that there are many holes in the so-called
safety net that unemployment compensation is meant to provide
for. So, we look forward to hearing the testimony today and are
grateful for those of our witnesses who are appearing. Thank you.

Senator MOYNIHAN. We thank you, sir, and I certainly want to
acknowledge the presence of Secretary Martin. Yesterday, I presid-
ed at the Committee on Foreign Relations at which Secretary
Martin spoke and here we are this morning. Senator Packwood?

Senator PACKWOOD. No statement, Mr. Chairman.
Senator MOYNIHAN. In the interest of brevity and directness, we

go to our good friend and distinguished colleague, Senator Sar-
banes. Good morning, sir.



STATEMENT OF HON. PAUL S. SARBANES, A U.S. SENATOR FROM
MARYLAND

Senator SARBANES. Thank you very much, Mr. Chairman. Mr.
Chairman and members of the committee, I appreciate this oppor-
tunity to testify on the problems of the unemployment insurance
system during this recession.

Mr. Chairman, if I could have my full statement included in the
record?

Senator MOYNIHAN. It will be, and you proceed exactly like you
wish.

Senator SARBANES. I know the committee has an extended
agenda.

Senator MOYNIHAN. We do. Would you mind? I omitted to make
the point that you are Chairman of the Joint Economic Committee
and appearing in that capacity.

Senator SARBANES. Thank you, Mr. Chairman. In fact, the Joint
Economic Committee, at the beginning of this Congress, in their
course of reviewing the economic situation, considered the unem-
ployment insurance system as it related to the recession and how
well it was serving its countercyclical purposes.

Mr. Chairman, I think it is clear that the unemployment insur-
ance system is not doing the job of providing stimulus to the econo-
my in alleviating hardship in depressed areas. Therefore, I think
we need to consider in the Congress going back to the precedent of
previous recessions in extending unemployment insurance benefits
in economically distressed States.

I would like, first of all, to address the notion that this is a short
and shallow recession; and I want to take just a moment to set the
context in which we are dealing with this issue.

There is reason to believe, despite these predictions, that this
may develop into a more serious recession than is generally per-
ceived; and in fact, I heard coming in this morning on the radio
that the new orders for durable goods were --n 6.2 percent last
month, the sharpest drop since late 1987.

If we date the end of the last business cycle expansion as August
of last year, we have 7 months of recession to examine. In terms of
lost jobs, output, and income, this recession tracks the average of
the initial 7 months of post-war recessions; and the average length
of recessions in the post-war period has been just under a year. So,
these predictions of a quick upturn have to viewed in that context.

Over the last 7 months, businesses have reported a decline of 1.2
percent in payroll employment, exactly the same decline as oc-
curred during the first 7 months of the average post-war recession.
That is reflected in this chart. You can see that, while they don't
exactly track, the two lines are roughly at about the same point
now. In the last 7 months, 1.3 million payroll jobs have been lost
compared to 1.2 million lost in the first 7 months of the very deep
1981-1982 recession. That was the worst recession we had experi-
enced since the 1930's.

Likewise, this recession has been every bit as serious as those of
the past in terms of the number of workers laid off from their jobs.
The fraction of the labor force who have lost their jobs and are still



looking for work has risen from 2.8 percent in August to 3.8 per-
cent today.

Senator MOYNIHAN. Officer, would you please close the door?
There are persons who want to get in, and the room will be filled
with as many as can be accommodated; but we will not have dem-
onstrations. Excuse me, Senator Sarbanes, would you proceed,
please?

Senator SARBANES. That is a 1 per-cent point increase compared
to 0.9 in the last four recessions. In this graph you can see job
losers; while they ran under previous recessions, they now have in
fact crossed that line in terms of the number of job losers.

The two most widely watched indicators of the recession are
given more rose-colored impressions of this downturn. One is the
unemployment rate, which has gone from 5.6 percent to 6.8 per-
cent. The change in the rate, it must be understood, is a misleading
guide to the severity of the recession because it reflects growth in
the labor force as well as job losses. The labor force has been grow-
ing slowly in recent years. So, the ranks of the unemployed are not
being swelled by new entrants. In other words, if we had had labor
force entry as we have had in past years, the unemployment rate
today would be at 7.6 percent instead of 6:8 percent. Now, the de-
mogrAphics are such that we don't have that- labor force increase.
Therefore, the rate figure has not gone up; but the amount of the
increase, going from 5.6 to 6.8 percent, roughly corresponds to the
amount of increase in the previous recessions.

The final point I want to make is that there is no assurance of
an immediate turnaround, even though the forecasters' consensus
calls for the recession to end soon. This can be seen in this next
chart, which talks about the consensus forecast at the time of the
1981-1982 recession.

The red line traces the actual unemployment rate, which rose
from a quarterly average of 7.2 percent to 10.7 percent by the end
of the recession. Yet at virtually every point during the long climb
of the unemployment rate, the consensus forecast was for an immi-
nent improvement; and that is the green line. This shows you what
the 50 forecasters-the blue chip forecasters-were all predicting
as we moved through the last recession. And of course, what this
shows is that they invariably were underestimating the severity of
the recession which was taking place.

Now, let me just turn very quickly to the unemployment insur-
ance system itself, recognizing, as I think this very short exposition
does, that the recession we are confronting may linger for some
time yet and, in fact, be deeper and longer than the forecasts. In
any event, we must provide for that possibility; and a strengthened
unemployment insurance system, in my judgment, is the best way
to do it.

As a quick targeted program of income replacement for jobless
workers, the unemployment insurance system is ideally situated to
counteract the effects of recession. Funds are spent immediately
without lag of bureaucratic or political decisionmaking. The funds
are automatically spent in the locations of greatest distress, which
is a very important point. You don't draw it unless you are unem-
ployed; and therefore, by definition, it goes to the places where it is
needed the most.



The unemployment insurance system is not performing its stabi-
lization role as well during this recession as it has done in the past.
From the perspective of workers who have lost their jobs and
remain unemployed, the unemployment insurance system is replac-
ing the income lost during this recession only one-half to two-thirds
as well as in previous recessions. Figure 4 shows that the income
replacement ratio anticipated for this recession is much lower thaft
the last four recessions. This is primarily because of the failure to
have an extended benefits program that kicks in at the appropriate
time. As you can see from this chart, this is this recession; and this
compares the replacement of lost income to the worker in the re-
cession through the unemployment insurance system. The dark
part is the regular program; the shaded part is the extended pro-
gram, which we have made very little use of in this recession.

So, both the regular program is less, as you can see; and the ex-
tended program has not kicked in. If the current recession lasts
longer than the Administration forecasts, this replacement ratio
will decline further because more workers will exhaust their unem-
ployment insurance benefits.

Longer term benefits are now projected to make up only 4 per-
cent of the rise, as seen by this very tiny red shaded part in the
final figure. This is because the trigger for applying extended bene-
fits programs has been made much more difficult; and of course,
we no longer have a supplemental program which supported in-
comes in the last recession.

The number of workers who are unemployed longer than 6
months and exhaust their benefits rises sharply during a recession,
and continues to rise for several months after it ends. During the
first 7 months of this recession, 1.5 million have exhausted their
unemployment insurance benefits, a 28-percent rise over the 7
months of the previous year. The administration projects that 3.3
million workers will exhaust their regular unemployment insur-
ance benefits in fiscal year 1992, an increase of 1.4 million over
fiscal year 1989.

Unemployment insurance, as we know, provides income support
to workers for a reasonable period to find a new job. In normal
times, the States set a maximum income-support period of 26
weeks. In a recession, it is very difficult, and often impossible, to
find a job within 26 weeks; and over the last 25 years, the Congress
and the President have recognized in each of the previous reces-
sions extending for more than 6 months the need to enact tempo-
rary provisions to lengthen the period for receiving unemployment
insurance benefits, especially for States in the most depressed con-
dition.

In addition, the law has in it a permanent provision for extended
benefits of up to an additional 13 weeks during particularly ad-
verse conditions. I submit to you that the formula for triggering
those benefits needs to be examined by this committee. It is now
set in such a way that, in some States, the actual unemployment
rate would have to reach 15 percent before the extended benefit
trigger would be reached. In fact, since the enactment of the ex-
tended benefit program in 1970, the level of total unemployment
needed to trigger it in has been effectively raised by roughly 40
percent.



This is shown, Mr. Chairman, by the fact that the number of un-
employment insurance recipients, which until 1970 closely tracked
the number of job losers-in other words, unemployed who had in-
voluntarily lost their last job-no longer does so. And that is re-
flected in this chart. This line is the job losers; this line is unem-
ployment insurance recipients. As you can see, they closely tracked
one another. But now, a gap has grown between the job losers and
the unemployment insurance recipients.

Senator MOYNIHAN. And that appears to begin with the 1981-
1982 recession. Is that about right?

Senator SARBANES. That is right.
Senator MOYNIHAN. It is a big difference.
Senator SARBANES. That is when you have the very sharp differ-

ence.
Senator MOYNIHAN. Yes. There was one curve from 1967 to 1980;

and then, it ceases to be.
Senator SARBANES. That is right, essentially.
Senator MOYNIHAN. Yes.
Senator SARBANES. That is correct. So, the first recommendation

I have to make very strongly is that the trigger mechanism--
Senator CHAFEE. Mr. Chairman, I will tell you what I would be

interested in. Why does that big difference between job losers and
unemployment insurance recipients exists? What caused that situa-
tion to occur? As best I can read your chart from here, it started
occurring about 1978, didn't it? And then, this great gap appeared
in the 1982 recession.

Why is that? Did we change something, or what occurred?
Senator SARBANES. Two things happened. We changed the law in

the Congress to some extent, making it more difficult for job losers
to obtain unemployment insurance benefits; and the States, which
ran large deficits in their funds in 1981-1982 recession, tightened
up the requirements in order to try to move back out of that posi-
tion.

That is not a bad approach, or not an utterly illogical approach.
If you are operating in an environment that is not in a downturn,
if you are sort of moving out of it, you get something of a gap grow-
ing, although I think it is too much in any event. But of course,
when you go back into a downturn, as we now are into, that situa-
tion then is exacerbated both in terms of the human suffering,
since they are not able to find other jobs-they are not operating
in an economic environment in which other jobs are available-and
also as a countercyclical measure, you are not offsetting the income
loss. Therefore, in a sense, you are helping to contribute to the
downturn because you are not sustaining purchasing power.

Senator CHAFEE. But I recall some of the changes we made in
1981 or thereabouts; and as I recall they mostly dealt with whether
so-called casual employees or summer employees would be entitled
to workmen's compensation.

Now, there may have been other changes; but it seemed to me-
and somebody can correct me if I am wrong here-but it seemed to
me that what we were dealing with in those changes was the col-
lege student who would work in the summer X weeks and then was
unemployed for a variety of reasons, one of which may be he went
back to college.



But in any event, we said he couldn't collect; that was a very re-
stricted group, and I am not sure we are all wrong. Were there
other changes? Am I missing something? Because I must say, it is a
very dramatic gap.

Senator SARBANES. Yes. A number of States tightened up their
eligibility requirements, vell beyond what you are describing. I
think actually, at the Federal level, we tightened them up beyond
what you have just described, although what you have just de-
scribed was part of it.

And at the State level they also tightened it up. So, it was more
difficult to be eligible for unemployment insurance, and you get
this gap between the job losers and the people collecting unemploy-
ment insurance.

Now, if you are in an economy that has some expansion to it, it
is not as serious a problem because people may be able then to find
other work. They lose their job; they are not entitled to unemploy-
ment insurance, but they may be able to find other employment.

But when you are in a downturn, as we now find ourselves, it
becomes a crisis situation; and I think that is what has developed.

The extended benefit trigger that was enacted-just to give you
an example-after the sharp decline in oil prices in 1986, unem-
ployment rose above 9 percent in the major oil producing States.
Oklahoma and Texas never were able to trigger the extended bene-
fit program, even though they had what anyone would regard as
high unemployment levels in their States.

Senator BREAUX. But Louisiana did.
Senator SARBANES. I think Rhode Island has just triggered it re-

cently, finally. I think the level in Rhode Island was sufficient to
trigger the extended benefits. Louisiana triggered the benefits on;
but then, they triggered them off while their unemployment rate
was still at 10 percent. The extended benefit trigger is not working;
and I think it needs to be recalibrated.

Secondly, the failure of the unemployment insurance to act as an
effective countercyclical tool can also be seen in the budget num-
bers for the Extended Benefits Trust Fund. There is an Extended
Benefits Trust Fund. According to the Office of Management of
Budget, this fund began fiscal! year 1991 with $7.2 billion. It is pro-
jected to receive another $700 million in taxes and $600 million in
accrued interest during fiscal year 1991. During this recession year,
however, the fund will pay out only $140 million for benefits, one-
fifth of the taxes taken in. In other words, you have the Extended
Benefits Trust Fund that is r-ictually building up a surplus at a
time when they should be drawing down past surpluses to fund
adequate income replacement for laid-off workers.

If one regards this recession as a consequence and needing to be
addressed, it makes absolutely no sense that the payments int6 the
Extended Benefits Trust Fund should be significantly exceeding
the payments out of the fund.

Senator MOYNIHAN. Is there any historical equivalent of this? It
is astounding that we are building up a surplus in the Extended
Benefits Trust Fund at a time when there is a sharp rise in unem-
ployment due to the recession.



Senator SARBANES. Mr. Chairman, I haven't run those figures,
but I think it is correct to say that in past recessions, we d, w
down on those funds, . ,st as we should do in a recession.

Senator MOYNIHAS. Rather than build up funds.
Senator SARBANES. That is right.
Senator MOYNIHAN. It is a rainy day fund.
Senator SARBANES. It makes no sense to be building up the fund

even further ir the midst of a recession.
Now, part " this issue-a minor part of it-was joined when we

had the fight-actually, it wasn't really a fight-in the Congress;
and the Administration in the end was also amenable to providing
administrative funding dollars for the unemployment insurance
fund to cover the cyclical increases in the workload.

As you will recall, the claims had gone up, but the administra-
tive funds with which to handle the claims were not being provid-
ed. That led to a virtual breakdown in administration in some
States, people getting their checks 6 to eight weeks after they filed
the claim instead of 1 to 2 weeks after they filed the claim. There
were long lines, people unable to file their claims, a really very dif-
ficult situation in some States. We provided additional funding as
an emergency under the Budget Act, outside of the spending caps,
which the Administration recognized.

It makes no sense to have a program where benefits and claims
expand automatically with a deteriorating labor market, but the
administrative funds needed to process those claims remain frozen.
In fact, the amount of money in the fund for administrative costs
was well above the ceiling. In other words, we were building up an
excess there as well.

We need to address how to provide, in a more automatic way, for
those administrative costs in the course of revising the unemp~loy-
ment insurance system. That raises some difficult questions of ju-
risdiction between this committee and the Appropriations Commit-
tee, but I think it is important to try to work that out.

Let me simply close, Mr. Chairman, by again observing that we
have been experiencing a serious recession in terms of the number
of workers who have lost their jobs and are looking for a new job.
Over the last 7 months, unemployment-has fallen as fast as the av-
erage rate for the first 7 months of the post-war recession.

I think we need to strengthen this unemployment insurance
system, which really is our first line of defense against the reces-
sion. It is our most immediately effective countercyclical tool. It ad-
dresses very important humanitarian considerations in terms of
the hardships experienced by workers and their families.

I urge the committee, one, to reexamine the trigger mechanism
for applying extended benefits, to consider a supplemental insur-
ance program, as we have done in past years, to provide in a more
automatic way for the administrative funds necessary to adminis-
ter the system. The employers, after all, are paying these funds
into the system, and they have been willing to carry the tax
burden on the assumption that, in an economic downturn, the un-
employment insurance will help to meet the problems which their
workers confront in terms of providing for their family, and also
that it will provide something of a support in order to keep the
economy from going down further. We have heard from employers



who have complained about the failure of the system to use the
funds they have paid in for this purpose.

I very much commend the committee for scheduling these hear-
ings. My own view is that we need to take action. If we take action
and the recession proves to be short and shallow, then the benefits
will never be drawn upon.

That is one of the advantages of this system; you only draw on
the benefits if, in fact, you are unemployed. )f we strengthen the
system, and then the recession turns out to be short and shallow,
those strengthened benefits will not be called upon because, in
effect, the economy will have turned up.

If the economy doesn't turn up, then we need those extended
benefits; we need that strengthened system, and then it will be
called upon, and it will direct the money. Unlike most other pro-
grams, this program directs -the money 100 percent to the people
who need it because, by definition, it directs the money to the un-
employed.

Thank you very much, Mr. Chairman.
Senator MOYNIHAN. We thank you, sir. I wonder if you could

keep that chart up just one more moment? Mr. Chairman, you
present to us a very powerful proposition, which is that the fiscal
year 1991 began with $7.2 billion in the fund and then, in the
course of the fiscal year, will receive $700 million additional; that
is out of the economy. And then, there is $600 million in interest.

But it will only spend $140 million. Of course, the Federal Gov-
ernment getting the money will spend it for other reasons than the
trust fund indicates. Are we dealing here, sir, with a situation
where trust funds are being used for other purposes than they
were designed?

We encotuater this in the highway system; we encounter this in
the Social Security System; we encounter this in unemployment. It
seems to be a pattern. I don't want to suggest how you respond; we
want your views, not your confirmation.

Senator SARBANES. Well, yes, we are running up balances in
these trust funds far in excess of what is required as the sort of
working minimum. And we are doing it at the very time when we
ought to be drawing out of the trust fund, not putting into the
trust fund.

Senator MOYNIHAN. That is why we created the trust fund.
Senator SARBANES. That is why we created the trtist fund, and

that is why we built up the balances so that, when we go into an
economic downturn and we begin to get this rise in unemployment,
we are able to compensate the workers.

Let me emphasize again: This recession, in terms of the number
of people who have lost their jobs, tracks previous recessions. Now,
the unemployment rate is not as high as in previous recessions; but
that is because the number of new entrants into the labor market
has decreased because of demographic changes. But the number of
people losing their jobs and, therefore, needing unemployment in-
surance tracks the previous recessions. In that respect, this reces-
sion is not short and shallow compared with past recessions.

Senator MOYNIHAN. A very powerful remark; and I will just
make a comment to emphasize what you have said. The demogra-
phy, that is the number of people born 18 years ago and coming



into the labor force-18, 19, 20-is such that, in the 1990's, there
will be a tight labor force. The entrance will be about half the rate
of the 1980's.

And of course, those people typically have high unemployment
rates. You are unemployed if you are looking for work, even if you
have never had work. But in terms of this recession, the number of
people who have lost their jobs because their firms have gone out
of business, is very like those of the previous recessions.

Senator SARBANES. There is the chart.
Senator MOYNIHAN. There it is.
Senator SARBANES. Those are job losers as a percent of the labor

force, and this is in this recession; and this is in past recessions.
Senator MOYNIHAN. And that unemployment compensation ex-

plicitly had in mind the people who got laid off-people with a
solid attachment to the work force, who, through no fault of their
own are out of work.

This insurance is not only for them, but for the economy itself-
to maintain demand. If I have your numbers right, we are taking
$700 million away from employers and only putting $140 million
back into the economy as benefits.

Senator SARBANES. That is for the extended benefits.
Senator MOYNIHAN. Yes.
Senator SARBANES. That part of the trust fund.
Senator MOYNIHAN. Yes.
Senator SARBANES. Not for the entire trust fund, but for the ex-

tended benefits part of the trust fund. That is correct.
Senator MOYNIHAN. It makes no sense.
Senator SARBANES. Which underscores how difficult this trigger

is that we have now established for kicking in extended benefits. I
think the trigger is unworkable, and we need to develop a new
measurement for triggering in the extended benefits because, as I
pointed out, in Texas and Oklahoma, which had high unemploy-
ment levels, they never in fact triggered in the extended benefits.
In Louisiana, they triggered them in; but then, they triggered them
off when they had an unemployment rate still at 10 percent-a
State unemployment rate still at 10 percent. Something is wrong
with that mechanism, when you are looking at those levels.

Senator MOYNIHAN. I think you make your case, sir; and it may
be useful just to record that the Joint Economic Committee was
created by the employmentt Act of 1946.

Senator SARBANES. That is correct.
Senator MOYNIHAN. And here you are testifying. Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman. 1 think it is well to

point out that, as the distinguished chairman has mentioned,
under the Extended Benefits Program, it is hard to qualify current-
ly.

What he is suggesting is that you make it easier to qualify. I
would then point out as a supplement to that, and having worked
with this as a Governor, I know how quickly this does, the with-
drawals under that fund will accelerate at a dramatic pace.

Senator CHAFEE. And that t-und will disappear. And so, I believe
every proponent of change in connection with the current system is
suggesting an increased tax, an increased tax through a broadened



base. In other words, now it is the employer pays X percent on-
what is it?-the first $3,000.00.

Senator SARBANES. I believe it is that.Senator MOYNIHAN. $7900.00 I think.

Senator SARBANES. $7,000.00.
Senator CHAFEE. $7,000.00. And all of the people who have come

in with suggestions have suggested that that amount be increased
rather dramatically. I have here-and some of you will have to cor-
rect me-the Downey bill would increase the base by nearly 800
percent.

So, I think we have got to bear in mind what that is going to do
for the chances of a recovery; and these taxes, as we all know, are
paid by the employer. They are not paid by employees.

So, if you put that kind of a tax on an employer, what is it going
to do for the chances of a recovery? Obviously, that has got to be in
our minds as we debate this matter.

c r:ator SARBANES. Yes. Well, you have different stages of that,
and you have to make your calculations as you go along. I would
submit to you that there is sufficient money in the trust funds now
that you can make some changes and make a somewhat more gen-
erous insurance system without having increased taxes.

Now, if you make changes even further along, then you may
have to provide revenues. It all depends how far you go in terms of
strengthening the underlying program. You can make it somewhat
easier to kick in extended benefits and probably not have to resort
to taxes. If you go further along that path, you may in fact have to
find additional revenues; but that is all a matter of calculating
very carefully how much money you have in, what your payout
rate is going to be.

At the moment, it is very clear that in comparison with past re-
cessions, first of all, we are only providing one-half to two-thirds of
the income replacement. First of all, it is harder to get unemploy-
ment insurance now. So, many people who would have gotten it are
not getting it at all. Secondly, if they do get it, the amount of
income that is replaced is significantly less than in past recessions.

Senator CHAFEE, But that depends on the State. Each State sets
its benefits. At the national average, that may be true, but you
would have to look at the respective States.

Senator SARBANES. Yes, but I think it is true in almost every
State, if you check it out.

Thirdly, the time period for which you get the benefits is shorter
in most instances because it is the basic 26 weeks because the ex-
tended benefits have not kicked in; and there is no supplemental
benefit program now. We previously had a 13 week extended bene-
fit program, a 13 week supplemental benefit program, which made
possible 52 weeks. Previous recessions, as I said, have averaged in
the post-war period just under a year as the length of the recession
period.

If this recession proves out not to be short and shallow and par-
allels past recessions-approximately a year's time-many people,
even if they could get the benefits and even if they got the benefits
replacing a reduced level of income, will exhaust them and no
longer be eligible at a much earlier period of time.

Senator CHAFEE. Thank you, Mr. Chairman.



Senator MOYNIHAN. Thank you, Senator. Senator Grassley?
Senator GRASSLEY. Senator, I would like to ask you a question

about something that has come up on the taxing of unemployment
insurance. A witness that is going to be testifying in a later panel
says that he suspects that the taxation of unemployment benefits
deters some unemployed workers from applying for benefits.

My first point is whether or not you agree; and even with tax-
ation, it seems to me that it is so obvious that a worker is going to
have a lot more with unemployment benefits than without them.
So, why would a worker be deterred in applying for them because
of the issue of taxation of the benefits?

Senator SARBANES. I don't know the answer to that question. I
don't know whether, in fact, workers are deterred because they are
taxed.

Senator GRASSLEY. Well, this will be the testimony of this wit-
ness.

Senator SARBANES. I am sure they will develop the reasons for
that. I do know that on the taxation of the benefits, there was not
an adjustment upwards in' the amount of the benefits to take into
account the fact that they were being taxed at the time that they
were made taxable.

The net result was to reduce for people receiving the benefits the
effect of purchasing power. In other words, at the time that bene-
fits were made taxable, you didn't get an adjustment upward of
benefits to take that into account. Workers on unemployment in a
sense are receiving less real purchasing power because of the
taxing of the benefits.

Senator GRASSLEY. Thank you, Mr. Chairman.
Senator MOYNIHAN. Thank you. Mr. Chairman, Senator Sar-

banes, we thank you very much, sir. You have given us an assign-
ment that cannot be more explicit. We thank you for your data.
We will look to you for your assessment of how we do.

Senator SARBANES. Thank you very much, Mr. Chairman.
SENATOR MOYNIHAN. And we thank your staff for so ably pre-

senting all those charts.
Senator SARBANES. Thank you.
[The prepared statement of Senator Sarbanes appears in the ap-

pendix ]
Senator MOYNIHAN. And now, owing to our difficulty in schedul-

ing, Madam Secretary, you have been here waiting very patiently
from the beginning; and I know you are on a tight schedule. Repre-
sentative Levin has been kind enough to defer. So, would you come
forward directly and let us hear from you. We have Secretary Lynn
Martin, our distinguished Secretary of Labor; and would you per-
haps introduce your associate who is with you?

STATEMENT OF lION. LYNN MARTIN, SECRETARY OF LABOR, AC-
COMPANIED BY HON. ROBERTS JONES, ASSISTANT SECRETARY
FOR THE EMPLOYMENT TRAINING ADMINISTRATION
Secretary MARTIN. Yes, thank you, Mr. Chairman. It is a pleas-

ure to be here; and joining me is Assistant Secretary Roberts Jones
of the Department of Labor to answer questions that you may
have.



Senator MOYNIHAN. Good morning, Mr. Jones, and the commit-
tee welcomes you.

Secretary JONES. Thank you, Mr. Chairman.
Secretary MARTIN. We have got to stop meeting like this, Mr.

Chairman. People will talk. [Laughter.]
Senator MOYNIHAN. Yes.
Secretary MARTIN. It is a pleasure to be before you today; and,

Mr. Chairman, I understand you are not aware that Chairman
Bentsen and I had worked this out. As you know, I am appearing
before a lot of committees; and I think it is worthwhile for me. It
certainly was interesting to listen to Senator Sarbanes.

I will have to tell you we had agreed that I would be out of here
by 11:00 o'clock; and so, if I leave, it is not because of any lack of
desire on my part to spend additional time with you.

Senator MOYNIHAN. We understand. The sooner you start, the
more we will learn.

Secretary MARTIN. Having represented the city with one of the
highest unemployment rates in the Nation during the 1982 reces-
sion, I assure you I am exceedingly sensitive to the profound way
that unemployment affects not just the individual's life, but a fami-
ly's life as well.

The Labor Department is and will remain committed to seeing
that the programs it oversees are operated as effectively and hu-
manely as possible.

Some Members of Congress have suggested that the Extended
Benefit Program be expanded and administrative funding in-
creased. Such changes to the program are hardly reasonable to
even discuss when the other body has just provided $400 million
less than needed to administer the current program in fiscal year
1992.

The House budget resolution figures are totally unreasonable,
but were passed at the same time that the House is calling for
more money in the program. I am sure that increased fund may
well be the subject of Congressman Levin's testimony; and yet, I
am writing Congress about the severely reduced mark from the
current presidential request.

The administration believes that the unemployment insurance
program is continuing to effectively perform its prescribed and tar-
geted mission to provide temporary, partial wage replacement to
experienced workers who become unemployed through no fault of
his or her own and encouraging an early return to work.

As to the outlook for the current fiscal year, budget outlays for
the UI benefit payments are expected to be $25 billion in fiscal
year 1991, up from $17 billion in fiscal year 1990. The number of
those receiving benefits is projected to rise from 8.3 million in 1990
to 11 million in 1991.

It is clear from the data that, over the next year, the program is
expected to experience a sharp increase in activity; but I am just
hopeful that the Senate will repair that damage.

o. Senator MOYNIHAN. This is to the administrative funds that you
need to send out the checks.

Secretary MARTIN. Yes, that is right. Right now. The money for
UI administration fiscal year 1992.



So, while some may be talking about "let's give more," and ex-
panding the program, it seems to me that it just sort of staggers
the imagination that the House voted to provide less money than
the administration required for administering the current UI pro-
gram. And sometimes, it is the same people taking both positions,
which I find really remarkable; but I would hope that the Senate,
in its wisdom, wi)l repair that damage.

With respect to financing these added outlays, the unemploy-
ment insurance program is more solvent now than at any time
since 1973. State accounts totaled $40 billion at the end of 1990.

The vast majority of State accounts have sufficient funds to pay
for the increase in the number of claims, although we do estimate
that from four to six States may have to borrow funds during the
next 2 years to cover costs.

In general, while current high outlays will reduce balances over
the next several years, the trust fund will remain solvent.

Very quickly, let me focus on some other issues that you have
talked about.

The EB program, the gap between the total number of unem-
ployed workers and those collecting benefits, and administrative fi-
nancing.

The Extended Benefits Program is designed to provide benefits to
eligible individuals when unemployment in a State is relatively
high. Indeed, the Extended Benefits Program is responding to the
recent increases in insured unemployment in precisely the manner
to which it was designed, with nine States now paying benefits.

While this number is smaller than in past recessions, it reflects
the lower number of claimants expected during this recession,
which will serve to reduce the need for extended benefits.

The Administration believes the Extended Benefits Program is
operating effectively, and revisions will not be necessary; and this
gets us to the gap.

During the past few years, concern has been expressed about the
difference between the total number of employed individuals and
those who collect benefits, referred to as "the gap." It is important
to remember that some of the gap is normal because UI benefits
are generally paid to workers with substantial labor force attach-
ment, who have lost their jobs through no fault of their own.

A number of studies have determined that there isn't a single ex-
planation for the gap. Some of the factors included changes in the
very economic structure of the Nation; the fact that some individ-
uals who are eligible do not apply, and changes in the demographic
makeup of the labor force.

And lastly, administrative financing. The administrative financ-
ing of the UI program is meant to provide stable and adequate
funding for the cost of UI administration to the States. We are well
aware that the current recession has put an added strain on the
delivery of services to unemployment claimants and that some
claimants have experienced difficulties in having their claims proc-
essed.

The $150 million that was included for UI administration in the
supplemental appropriations bill will increase the total amount
available for fiscal year 1991 to $2.1 billion. We do believe this



amount is adequate. And if you want to ask some questions about
specific States, I will be happy to answer.

I should add briefly that I am going to be writing a few of the
Governors who have hiring freezes on, which is affecting the time
it takes for claims to be processed. Now, remembering that they
are totally reimbursed, we would hope that the money which is
there in the account can be used so that we can cut down process-
ing time in a few of those States where there are budgeting prob-
lems.

A few other States have internal mechanical problems-one with
a new computer system, one with a system that remains manual in
an age where that just really slows up claims. We are helping
those States.

Senator MOYNIHAN. The name of the States?
Secretary MARTIN. Michigan in the latter one, and the Governor

there has asked for help; and we are giving it. In the other case,
New Hampshire, I think, is having some problems with the new
computer system.

So, there are some specifics that no national bill would cover; but
in the one, we hope the problem will be rectified, and in -the other,
the Governor and his new commissioner have asked for the help of
the department and they are receiving it, to make sure the system
comes into this century.

I hope that I can work with you, Mr. Chairman, to make sure
that we have exactly what we need; and if I might for a second dis-
cuss an issue that Senator Chafee talked about.

And that was: many of us-and I use the "us"'-voted to enact
the changes that are incorporated in the current UI program. We
may now want to reexamine our votes, but the fact is we did vote
for the current program. The Reconciliation Act had the effect of
tightening the targeting of extended benefits. It raised the trigger
rate from 4 percent to 5 percent. It eliminated the national trigger.

Senator MOYNIHAN. Could I just ask you, Madam Secretary,
which Reconciliation Act that was?

Secretary MARTIN. Surely. Of 1981.
Senator MOYNIHAN. Of 1981?
Secretary MARTIN. Right, yes. It eliminated the national trigger;

it also added some solvency provisions for the trust fund. It put in-
terest on StatO loans, but it also said to the States that, if you raise
your State taxes, and if you take steps on the benefits side, we will
give you a break on the loans payback.

The reason for this-and it is easy now to look back and question
this when you see all this money in the loan fund-but if you
recall, after the 1983 recession, there were worries. And even
before that, there were worries about the stability of the funds.

By amending the program this way, it has worked; you can argue
because now the funds, as you so wisely pointed out, Mr. Chair-
man, are in good financial shape. And so, part of this involves the
health of the trust funds.

Lastly, and I don't need to talk to members of this Committee-
some of whom I know have served on the Budget Committee and
on a committee such as the Finance Committee-but the trust fund
is not used for other purposes. It is an accounting offset.



But let me be very clear. There is no money directed from that
fund to purposes other than U. In other words, you can't write the
check from that fund for anything else.

Now, it is an accounting offset, it is true; and I am not trying to
argue that. But I don't want anyone who would hear this to think
that money from that fund was specifically used for another pur-
pose; it is there in the unemployment trust fund.

Senator MOYNIHAN. The fund is invested in Federal securities.
Secretary MARTIN. Yes.
Senator MOYNIHAN. And the Federal Government sells the bond

and receives the money; then, the money itself is used as Federal
revenue.

Secretary MARTIN. But you and I would both agree that there
is-neither of us under current conditions have worries about the
fact that there wouldn't be money available for those benefits as
prescribed by law in the funds. And that is what you want to reas-
sure people about, Mr. Chairman.

Senator MOYNIHAN. I agree, and I think it is important that you
made that statement; but can I just ask you a question?

Secretary MARTIN. Sure.
Senator MOYNIHAN. How would you address the matter which

Senator Sarbanes, as Chairman of the Joint Economic Committee
raised, which is that revenues coming into the Extended Benefits
Trust Fund are large and outgoes are small during a recession?
How is that working?

Secretary MARTIN. Well, it is working.
Senator MOYNIHAN. That wasn't our plan.
Secretary MARTIN. It is part of what Congress said they wanted.

I mean, I would have to come back to this law Congress passed;
and that is the unemployment rate at which States would trigger
on extended benefits.

Senator SARBANES. I know, was trying to be careful with this;
and I certainly would never-he is such a bright, able guy-put
words in his mouth. But if you spend down that fund, Senator
Chafee is exactly right. You know, the money comes from some-
where.

And you can't talk about having a stable fund; and then, on the
other hand, say now that it is stable, let's spend the money out of
quickly. And then, let's increase the tax-in my view, you can't,
anyway-when the economy is in some jeopardy.

I know of few economists-in fact, I don't know of any off the top
of my head-who would say this woald be the time for a new em-
ployment tax. The person who has the small or medium business is
going to choose then not to rehire. In effect, you are just going to
exacerbate the problem, not cure it.

So, you know, he may have a different view of that. Again, with-
out him here, I don't want to suggest that this is his view. Howev-
er, the idea of these huge new employer taxes, at a time when the
economy has problems, is one that is extraordinarily questionable
in my view.

The wisdom of the Senate and the House will prevail on that
subject. I will obey the law as you pass it; but that is what the de-
partment is doing now.



Senator MOYNIHAN. A fair point. May I ask that you give us a
response in writing-I am sensitive to your time right now-on
this point that the Chairman of the Joint Economic Committee just
made, that $700 million will come into the Extended Benefits Trust
Fund this year and only $140 million will be paid out? I see Secre-
tary Jones is nodding.

Secretary MARTIN. I will be happy to provide an answer.
[The written response of Secretary Martin follows:]
It is true that the Extended Unemployment Compensation Account in the Unem-

ployment Trust Fund is expected to take in about $720 million ill revenues under
the Federal Unemployment Tax Act in fiscal year 1991 and pay out about $140 mil-
lion in extended benefits.

The Congress specifically established this trust fund account in 1970 to ensure
that funds would be available for the payment of extended benefits when the pro-
gram is triggered on in a State as prescribed by law. The amount in the account is a
function of both the taxes flowing into the account, and the ceiling on the account.
The program is now triggered on in nine States. Congress tripled the ceiling in this
account in 1987, allowing the previous amount to build up, and the account is now
at its current ceiling of $7.55 billion. Presumably, Congress acted in 1987 to preclude
the necessity of borrowing in the future from increasingly scarce general revenues
to finance the cost of extended benefits.

Therefore, the disparity between income and outgo in the Extended Unemploy-
ment Compensation Account is one that I believe was planned for by the Congress
in its attempt to emulate the ant and not the grasshopper in storing up in the good
times in preparation for the bad times.

Secretary MARTIN. Quickly, I am glad that the Joint Economic
Committee agrees. In effect, what that is saying is it is going to be
a mild, quick recession. We all want that, Mr. Chairman; we all do.
But one of the reasons for a fund is to protect oneself if it is not.

You can't have it both ways. You can't say, well, it is working
and we now have enough money there; let's spend it. Then, what if
you didn't have it next year? What if you didn't have it next
month?

So, we will be happy to answer the question but be very careful.
Senator MOYNIHAN. The question is why Extended Benefits are

not being paid out to the degree they are being taken in during a
recession.

Secretary MARTIN. Yes. I will be happy to answer the question.
May I respond just briefly, too, that we deliberately increase the
FTA tax-when I say "we," I am speaking in terms of the Congress
when I, too, was a member-and we put a very high ceiling on the
account. That is part of the law.

The point I am making is that, if you as a committee are looking
to change the law, we will be happy to comment on that; but the
fund is working as the law prescribes it should work.

Senator MOYNIHAN. Thank you, Madam Secretary.
Secretary MARTIN. And the reason I am leaving, if you want--
Senator CHAFEE. Could I ask one quick question for the record

before the Secretary goes, Mr. Chairman?
Senator MOYNIHAN. Sure.
Secretary MARTIN. Sure. I should add that Assistant Secretary

Jones is truly an expert, and I know how much he enjoys testifying
before the Congress, too. [Laughter.]

Senator CHAFEE. All right. Here is my question. The National
Chamber Foundation, which is the research and education- affiliate
of the Chamber of Commerce, recently submitted a report on the



macroeconomic effects of the Downey proposal to the unemploy-
ment insurance fund program.

According to the summary of this report-and I am just giving
you a summary-the Downey bill will do the following: one, cost
the economy approximately 127,000 jobs a year; two, it will cut
GNP by roughly $8 billion per year for the next 6 years; and three,
it will drive business profits down by nearly $6 billion each year.

Could you comment on that? Now, I know you have to go; so, if
you want Mr. Jones to speak for you, or if you want to do it writ-
ing, do whatever you wish.

Secretary MARTIN. All right. On this one, they used a DRI model.
The methodology is an interesting one over a broad sample. We
think it is probably fairly accurate-the methodology.

I should also add that it would cost businesses, who would have
to get the money from somewhere--new jobs, research, productivi-
ty increases-somewhere-$47 billion over 6 years. That is also in-
dicated in the survey.

So, it would probably do the exact opposite of what I would hope
that most members of the Congress would want it to do, which
would be to provide a thriving economy and more jobs. We think it
is a pretty good study; it is not ours.

But even- if one argues on the margins of some of it, the down
side of the costs of the Downey bill are extraordinary in nature;
and I will be glad to also send a fuller answer as we have looked at
it, and I have directed Secretary Jones and his department to look
carefully at the study.

Senator CHAFEE. Thank you very much. Thank you, Mr. Chair-
man.

[The written response of Secretary Martin follows:]
The Department agrees with the National Chamber Foundation study's conclu-

sion that the employer tax increase contained in the Downey bill would result in a
significant loss of job opportunities. The particular magnitude of the estimated job
loss, however, will vary depending on the model assumptions. The Department is
further examining the econometric models and other information that is available
to assist in evaluating the economic effects of the FUTA tax.

Senator MOYNIHAN. We thank you, Madam Secretary. Thank
you, Mr. Jones.

Secretary MARTIN. Thank you. See you tomorrow.
Senator MOYNIHAN. See you tomorrow.
[The prepared statement of Secretary Martin appears in the ap-

pendix.]
Senator MOYNIHAN. Now, we welcome once again our good friend

and colleague and a friend of the Secretary of Labor obviously,
Sander Levin.

STATEMENT OF ION. SANI)ER M. LEVIN, A U.S. REPRESENTATIVE
FROM MICItGAN

Representative LEVIN. Good morning, Mr. Chairman.
Senator MOYNIHAN. Good morning, sir.
Representative LEVIN. And your distinguished colleague from

Rhode Island. Let me first ask that my testimony be printed in the
record, first so it will be there and second so that I can be briefer
than the testimony.



Senator MOYNIHAN. By all means then, and it is so ordered; but
please, take your time. We are interested in hearing you.

Representative LEVIN. I would like to comment on several issues.
I was going to focus on two-the administrative funding issue and
also job search and job training as relevant to unemployment com-
pensation; but let me say a few words, if I might, on the extended
benefit issue since it has been raised so articulately on-both sides.

We are in this dilemma. In good times, we say there is no need
to reform the unemployment compensation system. In bad times,
we say we can't do it. The result is we never do so. And we come
into a recession with a system that is outgunned by the realities.

So, what is the answer? Well, there are several responses; and
you have heard some of them today. One of them is to assure ev-
eryone that the bad times are really good; that is one way to
handle it. There is no problem.

As has been testified here, the system is working effectively.
As I invited Mr. Jones at a hearing in the House some weeks

ago, I invite anybody who believes that to come with me to Madi-
son Heights, Michigan to the employment compensation office, the
MESC Office, and just talk to people on the line, often several
hours long,waiting for their unemployment compensation checks,
or waiting to talk to the employment service, or waiting to try to
talk to somebody there about a problem with their benefit check or
the lack of it.

All kinds of figures are thrown around; 72 percent of job losers
are covered. I suggest, as you will, that the committee go beyond
those figures and behind them because, included in most calcula-
tions, for example, are people who were laid off, exhausted their
benefits, and then are disqualified because they had earlier left a
job to take a better one.

A recent study indicates only 37 percent of the unemployed in
this country today are covered. It is the worst record of any indus-
trial nation.

Senator MOYNIHAN. And quite at odds with our previous experi-
ence.

Representative LEVIN. It is.
Senator MOYNIHAN. Fifteen years ago, it was about twice that.
Representative LEVIN. Exactly, Mr. Chairman. Exactly.
It takes close to 11 percent unemployment to trigger on. Why

should every State have to go through the experience of Michigan
in order to become eligible-or the employees therein eligible-for
beyond 26 weeks?

And I just say to everybody who says the system is working:
200,000 to 250,000 workers each month this year have exhausted
their benefits. Now, is that a system that is working?

These are people who work for a living. We are not talking about
people on the so-called "dole." These are people who have been
working and are laid off through no fault of their own.

So, I think to pretend that bad times are good is a rosy colored
view from Washington, DC that looks at people as numbers. And
everybody who says that should go to an unemployment compensa-
tion office in their own home town.

In terms of the cost, there will be a cost. The Downey bill, of
which I am one of the chief cosponsors, postpones the initial impact



on employers until 1992, when we presumably would be out of a
recession.

Maybe it should be trimmed down, but let no one say that it
should be just thrown to the side, that this Nation can't look at un-
employed-hard workers, women and men-and say: There is no
safety net for you.

Now, let me just quickly talk about two other issues that I
wanted to focus on. One is on administrative funding, and the
other is on job training and unemployment compensation.

What happened is this, Mr. Chairman; I will be very brief. I was
in my district office 1 day-I think it was on a Saturday; and I
picked up the phone, and this unemployed worker starts telling me
that he has been off work, as I remember it, 7 or eight weeks, has
several children. His creditors are after him, and he can't get a
check. -

I just had no answer. And it turns out that there were thousands
like him in Michigan and throughout the country. And at the same
time, we had $1 billion here in Washington set aside.

So, what am I going to tell him? Am I going to tell him-and you
are an expert on this issue-well, we need the $1 billion to cover
the deficit? Somebody else can tell him that; I am not going to tell
him that. I had no answer. And he energized me.

And I came back here, determined to look into it. John Thodis of
the Michigan Manufacturers Association is going to testify later be-
cause, here, employers and employees in Michigan have of one
mind, that it isn't fair to tax employers, send the money to Wash-
ington, and have them keep it for some other purpose, rather than
sending it back to the States.

It is just that simple. That is a strange form of federalism.
Let me just say a word about the notion: What are we doing ar-

guing about this when the House budget underfunds the adminis-
trative account for next year? There is a disagreement between
OMB and CBO on baseline; and the Budget Committee asked the
two to straighten this out.

If CBO turns out to be wrong and OMB right, we will have to
rectify that; but you know, that disagreement shows the veryoneed
to change the administrative funding so that it is on a mandatory
basis. I want to make just two points on that subject.

I was thinking about it. For food stamps, we don't rely on the
supplemental system for administrative funding. AFDC, we don't;
right, Mr. Chairman?

Senator MOYNIHAN. No, we do not.
Representative LEVIN. We don't because we don't want the re-

sponsibility of people starving while we wait for the Administra-
tion to recommend a supplemental and for us to pass it, as we did
in March, 5 months out after the beginning of the fiscal year. We
don't want that responsibility.

Why should unemployment compensation be different? Why
should we treat people who have worked hard for a living, laid off
through no fault of their own, leave them to the uncertainties of
the supplemental process in Washington?

Senator MOYNIHAN. If I can just offer the thought-and others
may or may share it-unemployment insurance is paid for in ad-
vance insurance and ought to be paid out automatically.



Representative LEVIN. I think so, and there has been some talk
of a reserve fund; and since the idea emanates from Michigan, I
think it is a pretty good idea.

But it really isn't adequate simply to set up a reserve fund for
administrative funding for a number of reasons, including that the
reserve fund has the problem that it bumps up against budget ceil-
ings.

And also, it is somewhat guesswork; and if you get into a difficult
situation, as we have in the last months, even that may be inad-
equate.

So, I hope very much that this committee wihL take the lead in
making the administrative portion of it mandatory. 9ne last word
on it.

It is said, well, then it- is just Washington shoveling out the
money to the States; and we don't have a control over efficiency.
This really isn't true because the Federal Government will set the
standards by which money-and it does-is allocated to the States.

So, so much for administrative funding. I hope that your commit-
tee will show the leadership and not be diverted by the notion that
the present budget is inadequate because it again just shows the
inadequacy of hundreds of thousands of workers laid off, relying on
the supplemental appropriation process here to get their checks.

On job search and training, Mr. Chairman, you and this commit-
tee have been in the past in the lead in linkage of training and re-
training and the welfare system. I think we need to take a look at
the unemployment compensation system-this is my own view-
and in a careful way, but a deliberate way, begin to more effective-
ly link unemployment compensation, income replacement, and job
search and job retraining.

Other nations do it and very effeci-ively. I don't suggest we do
this in a way that diverts from the basic income replacement bene-
fit. We take some modest steps in the Downey bill that would tie,
after 10 weeks, unemployment benefits to job search.

Essentially, we say that when it is pretty clear there will be long-
term unemployment, there ought to be a job search required. But I
want to say one word about that.

If we are going to require it, we have to make sure that the em-
ployment service is responsive. I was in this same Madison Heights
office 3 weeks ago or 4 weeks ago. Two workers were processing 500
cases through the employment service-impossible to do it effec-
tively.

The employment service designated personnel were being shifted
over to other parts of the office because they were inadequately
staffed; and the employment service phone operates through the
main number. They don't have enough money in the Madison
Heights office for a separate telephone number for the employment
service.

So, somebody who wants help finding a job has to go through the
general number, which as I said took us 5 hours to reach one
Friday morning. That really pays lip service to our belief-and le-
gitimate belief-in the value of work and putting people back to
work.

So, if we are going to step up-and I think we should-the con-
nections between the unemployment system and job search and re-



training, we are going to have to make sure that we fund the
system.

I leave with a feeling of urgency. I go back to the Madison
Heights office every few weeks because that is the real world; and I
want us to remember it and to reform the system.

For us to refer to 1981 as a defense for the sins of 1991, in my
judgment, simply uses the omissions, to put it mildly, of the past to
excuse inaction in the present.

Thank you very, very much for your time.
Senator MOYNIHAN. There, we have heard from the real world.

Could I say to you, sir, that 30 years ago, I came to Washington as
an Assistant Secretary of Labor under President Kennedy's Admin-
istration; and frankly, we would not have known what you were
talking about.

The U.S. Employment Service was something we were very
proud of. I mean, it was an active enterprise; it didn't take 5 hours
to get on the telephone. It worked. It was there. It was something
that had an esprit.

I mean, people said: We are the U.S. Employment Service. It
used to drive them crazy when people would say "I am going to the
unemployment office." This has been a decline in an institution.
What would Walter Reuther say? Let's get onto this; I couldn't
agree more.

I think your point about the automatic payment of insurance
benefits is good. I mean, what would you think if you put your
money in a bank in a savings account and went to draw it out and
they said it will take 4 weeks? I mean, what is that all about?

That money is insurance payments paid in advance, held for the
purpose; the receipt was to be automatic and prompt. What is
going on with our Government?

We thank you very much. Senator Grassley, I am sure you would
agree.

Senator GRASSLEY. Yes. My questions deal with the subject of
performance by the unemployment and job service, as much as
about the fund; but you know, basically, the question is what we
are doing. Are we getting our money's worth?

And as you are aware, Congressman, we currently have a book of
Federal rules and standards that States have to comply with re-
garding their unemployment insurance fund; but on the job service
side, there are no such standards.

So, how would you feel about setting up minimum standards for
the performance or placement for job service? I guess my question
would come from a point that, if we aren't being successful in help-
ing people find jobs, then we are failing. Making sure we get our
money's worth is basically my question from State-administered
services.

Representative LEVIN. Yes. I am very much in favor of doing
that.

I don't want to say that the State bureaucracy--if one wants to
call it that-always works perfectly any more than the Federal.
You know what the trend line has been for the employment service
the last years.

I don't have the fig .res for Iowa in terms of the dip, but I am
sure the situation there is as true as in Michigan. You have had a



diminution, a depreciation-to pick up your thought, Mr. Chair-
man-of the value of this service; and if it isn't working well
enough, change it-don't kill it.

I suggest you ask employers. I happened to spend a lot of time in
your State in 1987 and early 1988, when it was going through some
very difficult times. I don't think people understand the diversified
nature of Iowa; you know, we just think of the agricultural part,
and there is real deprivation there. -

And there needed to be a service that did not have two people
trying to place 500. So, I am in favor of setting standards but also
understanding what we have done to strangle the employment
service efforts in a number of ways.

Senator GRASSLEY. Let me run a thought by you on another sub-
ject as far as the soundness of the trust funds. If you would have
any opinion in regard to providing incentives that would help
States keep their trust funds solvent, and I would suggest-and you
might react to this suggestion but also have some of yours-what
about sanctions, such as increased employer taxes for States that
are negligent or poorly managing their program and their fund?

Representative LEVIN. We have had forms of sanctions in terms
of the interest system and in terms of the efficiency of these vari-
ous systems.

I am not opposed to rigor in a system; I am all for it, but I will
tell you the truth, Senator. What moved me was that call from a
cofistituent that morning, but also when I visited the Department
of Labor soon thereafter, or maybe it was earlier. It was around
the same time.

And I talked to the Civil Service personnel there, and trying to
get their explanations as to what the Federal Government had
done to the States. The truth of the matter is that, while we need
to make sure there is effectiveness within the States and the oper-
ation of their system.

And there is now an entry into Michigan, and I am all for taking
-a hard look at how well it is run. There is a new computer system
going in.

We can't ask for effective implementation of Federal laws if the
Federal Government that has the money for the implementation of
these laws undernourishes that system. We are talking out of both
sides of our mouth.

So, I think what you are saying is let's have rigorous standards;
but let's also have rigorous compliance with the spirit of Federal
law that says give the States the administrative funding they need.

Senator GRASSLEY. All right. Thank you, Mr. Chairman.
Senator MOYNIHAN. And thank you, sir.
Representative LEVIN. Thank you very much, Mr. Chairman and

Mr. Grassley.
Senator MOYNIHAh. We will be attentive to this testimony.
Representative LEVIN. Good luck. We look to you to join in, if not

lead.
[The prepared statement of Representative Levin appears in the

appendix.]
Senator MOYNIHAN. We have Mr. Anthony Snider here, a Phila-

delphia resident, who is part of the Philadelphia Unemployment



Project, and who has a brief testimony he would like to make. Mr.
Snider, we welcome you to the committee.

Mr. SNIDER. Thank you, Mr. Chairman.
Senator MOYNIHAN. Please proceed. We will put your statement

in the record, and you can summarize it or read it, as you like.

STATEMENT OF ANTHONY SNIDER, A PENNSYLVANIA TAXPAYER
Mr. SNIDER. Thank you, Mr. Chairman. Mr. Chairman, my name

is Anthony Snider. I am 37 years old, and I have been unemployed
for 5 1/2months from my job as a carpenter for Worgor Interior Sys-
tems.

I come before you with only 2 weeks unemployment checks left
until my benefits run out. I appreciate this opportunity to present
the views of the unemployed on the serious problem in the Na-
tion's unemployment insurance system.

I represent the Philadelphia Unemployment Project, an organi-
zation of and for the unemployed. Unemployment insurance is the
first line of defense for workers and our families when a bread
winner loses his or her job. It is supposed to be a key part of the
Nation's safety net, which helps us maintain a minimum standard
of living when we lose our jobs and our income.

There are thousands of unemployed workers who cannot find a
job and no longer have any benefits to help them get through the
recession. In 1975, benefits were provided for 65 weeks; in 1983, it
was 49 weeks.

We support H.R. 1367, the Downey bill, for 52 weeks of benefits
and a very important retroactive provision that would pick up
workers who exhaust their benefits after January 31, 1991. Twenty-
six weeks is totally inadequate with the economy the way it is
today.

When our benefits run out, we are told to go on welfare and
become a burden of other taxpayers. This is not what we want to
hear, when there is $8 billion sitting in a fund for the extended un-
employment benefits.

The President deemed it an emergency that the administrative
part of the unemployment offices needed $150 million to keep them
running. If that is the case, then we, the unemployed, must be the
emergency.

We, as taxpayers, demand that this money be given to the unem-
ployed now. We did not start this recession; we didn't ask to be laid
off. It is time the Federal Government takes care of the people in
its own country, instead of every other country in the world.

There are unemployed taxpayers here in this country who are
losing or have lost their homes, their cars and, in some cases, their
families, because they can't afford to pay their bills.

We are not asking for handouts. We are asking for extended ben-
efits of another 26 weeks or jobs to provide for those depending on
it. As workers and taxpayers, we demand that our tax monies be
spent here to help the laid-off workers who need it.

The President didn't ask the taxpayers if he could spend $30 bil-
lion to save the building and loans or if he could cancel the debts of
other foreign countries. He can save $100 billion to save Kuwait,
but he can't spend anything to help his own countrymen.



If the President thijiks the system is working, then he should ask
the 6.8 percent of the people in this country who are not.

I have sent out over 150 resumes and have filled out 50 to 60 job
applications since I was laid off. I have even read through the
phone books and called companies to ask if they were hiring, only
to be told that they have their own people laid off or the company
is closing.

Recently, I went to Boise Cascade in suburban Philadelphia,
which had five jobs to fill-in the warehouse. Over 2,000 people
showed up to apply for five jobs.

Kraft Food had a job fair for 20 temporary jobs in their Breyers
Ice Cream factory. Over 1,500 people applied.

The bottom line is: There are no jobs. I want to work and have
worked all my life. I was in the military for 14 years. I have man-
aged from 40 to 100 people at one time in the military and man-
aged $1 billion in aviation equipment in the service.

When I apply for a job, I am told I don't have management expe-
rience. Does this mean I wasted 14 years of my life? In a decent
economy, I would be working. With this recession, I will soon be
out of my benefits.

We, the unemployed, need the extension now. If the extension is
not granted, it will be the first time since the 1930's that the unem-
ployed workers have not received extension benefits during a reces-
sion.

Justice to the unemployed must be served in great haste so that
we may continue to serve our country as viable citizens.

I tank the committee for allowing me the opportunity to ad-
dress this urgent need for the extension of unemployment compen-
sation. Thank you.

Senator MOYNIHAN. We thank you, sir. [Applause.]
We would like to keep our proceedings in order.
Were you in the Air Force, Mr. Snider?
Mr. SNIDER. No, sir, I was in the Army and the Navy.
Senator MOYNIHAN. Yes. Please sit down. Could I ask you: Have

you asked for help at the U.S. Employment Service in Philadel-
phia?

Mr. SNIDER. Yes, sir, I have.
Senator MOYNIHAN. Representative Levin was just talking about

that. How did that go'?
Mr. SNIDER. I have asked help from there. I have asked help

from the VA. I filled out SF-171's for the Federal Government.
Every place I turn, there are no jobs. Either they are not hiring, or
they want to tell me that, because I have a military background, I
have no management experience. I have more management experi-
ence than most people that are running companies do. I have han-
dled a lot more money.

Senator MOYNIHAN. You made that point in your testimony.
Mr. SNIDER. Yes, sir.
Senator MOYNIHAN. That doesn't sound like a very sensitive U.S.

Employment agency, does it-to say that anyone who has had $1
billion worth of equipment under his responsibility has had no
managerial experience. I am sure we would like to know more
about that.



If you will just stay in touch, we will get in touch with that U.S.
employment agency and see what they can do. Meantime, you
came here to speak about legislation; you spoke very well. You
spoke very forcefully; you spoke from experience, which can be illu-
minating here in Washington. Thank you very much.

Mr. SNIDER. Thank you, sir.
Senator MOYNIHAN. And now, we will hear from a panel of rep-

resentatives of the labor movement: Mr. William Cunningham,
who is the Legislative Representative of the AFL-CIO; and Mr.
Alan Reuther, who is association general counsel of the Interna-
tional Union, United Automobile, Aerospace, Agricultural Imple-
ment Workers of America (UAW), both of Washington, DC.

Good morning to you both. Gentlemen, Mr. Cunningham, you are
first; and Mr. Reuther, you are next.

STATEMENT OF WILLIAM J. ('UNNINGIAM, LEGISLATIVE
REPRESENTATIVE, AFL-CIO, WASHINGTON. DC

Mr. CUNNINGHAM. Thank you, Senator Moynihan. We appreciate
the opportunity to testify before the Senate Finance Committee on
the Nation's unemployment insurance system.

As you know, Senator, the unemployment insurance system is
the first line of defense for workers and their families when the
worker loses his job. Unfortunately, the UI safety net is full of
holes. Coverage is tragically inadequate.

Appended to my testimony is a list of average recipients in each
State. New York is about 50 pe, cent; that is atypical.

Let me say that the focus on the UI system comes at the right
time in the process. The AFL-CIO Research Department projects
that the unemployment rate will remain high over the next 3
years. So, we will have this problem with us.

Even if the recession turns around, the unemployment figures
will lag behind. We believe it will lag for 3 years.

Senator MOYNIHAN. Yes, that happens. That happens.
Mr. CUNNINGHAM. Senator Moynihan, for us, we have several

issues that are of vital concern. Perhaps the most important con-
cern to us-and you have heard it mentioned before-is that only
37 percent of unemployed workers get unemployment compensa-
tion benefits.

As an entitlement program, this is seriously deficient. In my tes-
timony, I relate how many people are unemployed. For example, in
1990, 6.9 million persons were unemployed-but only 2.6 million
were getting UI benefits, only 37 percent of the jobless.

We believe that the changes that took place in 1981, basically to
reduce eligibility requirements to get the system under financial
control, are outmoded, and are now counterproductive and should
be changed.

We are fully aware that, when you raise eligibility standards,
this is g5ing to cost money. It is not done on the cheap; it is not
done by smoke and mirrors.

We would ask this committee to look at initial eligibility as one
of the important problems that should be addressed by a compre-
hensive rewrite of the unemployment compensation system.



I mention in my testimony-and it is there for review-what we
believe the new Federal standards, which I think is the way to go,
should be put in place. We would also note in passing that UI bene-
fits are low compared to where they should be over time. Again, we
understand that if you raise benefits in each State, this is going to
cost money, too.

Nothing in the UI system can be done on the cheap.
The Extended Benefits Program is something that everybody

wants to look at and work on. You understand and we understand
that we can't play around with the existing Extended Benefits Pro-
gram because, if we do, it will require action by the State legisla-
tures, which will delay resolution .of this issue into the indefinite
future.

So, we have to look at a different kind of program to rectify this
mistake.

The AFL-CIO sincerely believes that we should get rid of the in-
sured unemployment rate as the measure. It doesn't mean any-
thing to most people; basically, if you are writing news articles or
letters to get people to be aware of a program, you start using in-
sured unemployment rate and you say 2, 3, 4, percent, no one
knows what you are talking about.

We believe that the total unemployment rate should be used as a
new local figure for whatever program is done in the Extended
Benefits Program or in a short-term new Federal program.

Senator MOYNIHAN. You know, that is a very clarifying thought.
You can live with this subject for 30 years and you still find new
things. Now, what is this? There is the unemployment rate, and
there is the insured unemployment rate. How do things get fuzzy?
Why are the numbers different?

I know there is a reason, but it doesn't help to have two numbers
with respect to the same subject.

Mr. CUNNINGHAM. It also confuses the recipients of the program,
who don't know what you are talking about and whether the pro-
gram is on. If they know their State has a total unemployment rate
of, say, 6 percent and that was the new trigger, they would know
they would be eligible for a revised program under this.

When you say it is only 4.2 percent and they may be eligible, I
don't think they really know exactly what is going on. Confusion in
this system----

Senator MOYNIHAN. And the press does not report the insured
unemployment rate.

Mr. CUNNINGHAM. That is right.
Senator MOYNIHAN. They are pretty good about monthly report-

ing from the BLS of the unemployment rate; and that is what you
know. Well said.

Mr. CUNNINGHAM. Senator, you also know-and it was men-
tioned here earlier-that the unused money in the Extended Bene-
fits Program is a source of concern for everyone. I heard the Secre-
tary basically saying, well, it is not here and it is not there; and we
are buying debt and all the rest.

I mean, this money-just like Social Security money-is being
used currently to finance ongoing programs. We sincerely believe
that the money in this fund should be used to be paying unemploy-
ment benefits to workers.



Let me go to the administrative financing issue that is of serious
concern. Each year, or at least every other year--

Senator MOYNIHAN. You passed over some things. I have taken
the liberty of reading from your full text. You mention an article
by Gary Burtless of the Brookings Institution, who says: Brookings
reviewed the issue. For practical purposes, the Extended Benefit
Program has now virtually ceased to function.

Mr. CUNNINGHAM. That is correct. There are only nine States
that have triggered on. I would venture to say that there are more
States and areas within States which the high unemployment rate
should, by more sensitive triggers, have triggered on much earlier.

Senator MOYNIHAN. Yes, we thought we had done something
good there 30 years ago.

Mr. CUNNINGHAM. Yes. You have to remember in 1981, when
you made these changes and the system was in disarray, you basi-
cally ceded to the States the authority to ratchet down these bene-
fits and programs; and that is the problem.

The problem is that you can have a good financial system if it
doesn't pay benefits. I think what this debate is to look at the other
side. Should we be paying more benefits?-and what is the cost as-
sociated with that?-rather than just having a financially sound
system that doesn't cover a whole bunch of people.

Administrative financing: as you well know from delegations
that have come into your office almost on an annual basis looking
for emergency appropriations, we believe that there should be an
entitlement program set up for State administrative financing.

It makes absolutely no sense to us to have this fight each year
and look at it. Since the States have already paid the money to the
Federal Government for this, we think the money should be turned
around rather rapidly.

And we believe that an entitlement grant that is appropriated
automatically should be put in place. It should be parallel Social
Security office. If you had a Social Security office that couldn't pro-
vide services, I think the lynching crews would be heading to
Washington at great rate.

Why are unemployed workers any less deserving of a benefit and
service than people having Social Security benefits?

Senator MOYNIHAN. If I can just interrupt for one second?
Mr. CUNNINGHAM. Yes, sir.
Senator MOYNIHAN. You make a good point. This is an entitle-

ment. You don't get the entitlement by virtue of your having blue
eyes; you get it because monies have been paid into a fund to
ensure you against the risk of unemployment. When that insur-
ance is due, it is due.

It is not a benefit provided you; it is insurance paid to you. We
ought to be a little indignant about this. We say: You are entitled,
but we haven't got any money for postage.

Mr. CUNNINGHAM. I think that is a benefit side of the problem,
the other part of the problem. As I mentioned earlier, if you keep
on allowing the States to restructure their eligibility requirements,
you may think you are entitled to them; and if you do make it to
the front of the desk, you will find out that, for one or another of
the State requirements, basically you are not eligible for benefits.

And this is a frustrating part of the problem.
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Let me just turn to State solvency for a minute. It is hard at the
time of a recession to argue for State solvency. As Sandy Levin
pointed out, the only real hook we have--or the system has-now
is basically interest on loans paid by States.

But it seems to us that in a long-term solution to unemployment
compensation, which we are basically looking at now in terms of a
small package or a small package to basically handle this problem,
the idea of a prospective solvency package should be looked at.

Based on the GAO study, we are informed that if the recession is
very severe into 1991, 22 States will have to borrow more than $17
billion from the Federal Government; and of course, the Federal
Government doesn't have this loose change lying around. It will
have to borrow in turn from the private sector-the private
market-to do it.

Mr. Chairman, as you know, we support Congressman Downey's
bill as a good first effort to address these issues. The Downey bill
deals with eligibility standards, disqualification periods, the flawed
Extended Benefits Program, and inadequate funding of the State
Unemployment Compensation and Employment Service; but it does
not go into financial solvency.

We believe that the Downey bill is a good start. We understand
that the Senate is working on not a companion piece, but a differ-
ent way of looking at this.

Before I turn it over to my colleague, Mr. Reuther, Senator
Chafee mentioned the Chamber of Commerce study, which basical-
ly panned the Downey bill and said that it would cost inordinate
amounts of money and throw a lot of people out of work.

I assume that the model that they used was the same model that
basically said-and this is their positive spin; the Chamber's posi-
tive spin-that if they rolled back the capital gains tax, put IRA's
in place and, indeed, reduced the Social Security tax, the Federal
Government would get $109 billion by 1995.

What I am trying to say is that it really depends on how you
skew this model. I don't think anybody looking at it, no matter
where you are on capital gains-we are against it; we tend to be
neutral on IRA's-that no one objectively looking at these positive
things can credit them with not losing revenue in the short term.

And yet, the Chamber's model, which pans the Downey bill, basi-
cally says that this would indeed produce new revenue by 1995.

The point I am making here is that models are things that are
basically used by proponents and opponents; and we believe that,
on this issue, the Congress would be well served to keep focusing
on the unemployed individual.

Unemployment is probably a most traumatic time for anybody-
basically, heads of families, losing their job.

As you rework the unemployment compensation system, we
know you will, and we hope other members will, focus on the per-
sons who have lost their jobs and make sure they have benefits in
place for them when this occurs.

Thank you very much.
Senator MOYNIHAN. We thank you, sir. We won't be hearing

from the Chamber this morning, but John Thodis of the NAM will
be here; and we can arrange to do that later.



[The prepared statement of Mr. Cunningham appears in the ap-
pendix.]

Senator MOYNIHAN. Mr. Reuther, I believe this is the first occa-
sion you have appeared before our committee.

Mr. REUTHER. I have actually been here several other times, but
the first time on this subject.

Senator MOYNIHAN. We welcome you on this subject.

STATEMENT OF ALAN REUTHIER, ASSOCIATE GENERAL COUNSEL,
INTERNATIONAL UNION, UNITED AUTOMOBILE, AEROSPACE,
AGRICULTURAL IMPLEMENT WORKERS OF AMERICA (UAW),
WASHlINGTON, I)C
Mr. REUTHER. The UAW appreciates the opportunity to testify on

the critical subject of unemployment insurance. My colleague from
the AFL-CIO has already discussed issues relating to the Extended
Benefits Program and administrative financing.

We wholeheartedly agree with the positions articulated by the
AFL-CIO and by Senator Sarbanes and Representative Levin on
these matters. Our written statement goes into a discussion of
them in more detail.

Senator MOYNIHAN. We will put the statement in the record as if
read.

Mr. REUTHER. For purposes of my remarks here today, I would
like to focus on another critical issue, namely the need for Federal
standards relating to trust fund solvency, benefit adequacy, mone-
tary eligibility requirements, and disqualification provisions.

We are entering the current recession with our unemployment
compensation system in its worst shape ever. Trust funds in many
States have inadequate reserves; State and Federal legislative ac-
tions have cut the proportion of the unemployed eligible for unem-
ployment benefits; and benefits are too low to adequately assist
those who receive them.

If the current situation persists, only one in three unemployed
workers will draw benefits in the current recession. This is a de-
cline from 1980, when one-half of unemployed workers were paid
benefits. In about a dozen States, fewer than one in five unem-
ployed workers will receive a check.

Those workers who do receive unemployment benefits will re-
ceive an average benefit check of about $160.00 a week, which will
replace only about 35 percent of average weekly wages. Again, in
some States, the situation is far worse than the average.

Sadly, the shortcomings in the unemployment insurance system
are in large measure the result of legislative actions. During the
1980's, a majority of the States adopted tighter earnings require-
ments or tougher disqualification provisions to avoid or reverse sol-
vency problems. Some States froze or reduced unemployment bene-
fits.

The UAW believes the time has come to reverse the trends of the
1980's and restore our unemployment compensation system's abili-
ty to protect jobless workers and to counteract an economic down-
turn.

Unfortunately, unemployment insurance at the State level is not
debated in terms of the twin national purposes of the program-



providing a prompt wage replacement for unemployed workers and
preserving the level of economic activity during a downturn.

Senator MOYNIHAN. Yes.
Mr. REUTHER. Instead, State administrators, Governors, and leg-

islators typically view unemployment insurance in the context of a
business climate discussion. In effect, the States have been in com-
petition with one another to reduce their unemployment costs.

As a result of this competition, the last decade has seen a steady
deterioration in the unemployment insurance system's ability to
satisfy its twin purposes.

The national goals of the unemployment insurance system de-
serve national safeguards. Therefore, the UAW urges the adoption
of national standards to match the national go.-is in four interre-
lated areas.

During the 1980's, one of our Nation's longest p'criods of relative
economic stability, State trust fund solvency diu not improve dra-
matically. There is no State, to our knowledge, which has its trust
fund in a position to pay adequate benefits to a reasonable percent-
age of its unemployed workers through a severe national recession.

In the long term, underfunding the unemployment insurance
system helps keeps benefits low and provides a rationale against ef-
forts to improve the system. Accordingly, we believe Congress
should adopt a trust fund solvency standard to require States to
build up sufficient trust fund reserves during economic good times.

But simply adopting a trust fund solvency standard will not
move the unemployment compensation system in the right direc-
tion. Unless a Federal standard for benefit adequacy is also adopt-
ed, many States will reach solvency by simply restricting benefits.

In fact, there is some evidence that this is already the situation.
Seven States had high cost multiples over 1.5 in fiscal year 1990.
As indicated in Exhibit 2 in our testimony, of these seven States,
South Dakota and Oklahoma ranked in the bottom five States; and
Mississippi and New Mexico ranked in the bottom 11 States in
terms of the proportion of their unemployed receiving a benefit.

Senator MOYNIHAN. Yes.
Mr. REUTHER. In 1980, the National Commission on Unemploy-

ment Compensation recommended that Congress require States to
have a maximum weekly benefit not less than two-thirds of the
State's average weekly wage. The Commission further recommend-
ed that Congress require the States to pay weekly benefits which
replace on the average at least 50 percent of the individual's wage.
We urge this committee to adopt a similar approach.

In the past decade, the States have not only reduced or frozen
unemployment benefits; most have taken other legislative actions
which have limited access to benefits.

In its 1988 report, GAO found that 44 States adopted tighter
monetary eligibility standards or stricter disqualification provisions
between 1981 and 1987.

In order to further examine the effect of State law changes on
the decline in the receipt of benefits, the UAW examined the
States which paid the highest and lowest proportions of their un-
employed workers during the decade of the 1980's.

Six States paid less than one in four of their unemployed work-
ers a benefit, on average, for the years 1980 through 1989. Those



States were Virginia, Florida, Texas, South Dakota, Indiana, and
Oklahoma. In contrast, the top six States were Rhode Island,
Alaska, Massachusetts, New Jersey, Vermont, and Pennsylvania.

Senator MOYNIHAN. That is striking, that prosperous States such
as Virginia and Florida pay benefits to one-third the proportion of
unemployed workers that States like Rhode Island do.

Mr. REUTHER. We examined the State unemployment insurance
statutes for two factors which commonly restrict the unemploy-
ment insurance program: the monetary eligibility earnings require-
ments and the type of disqualifications imposed upon claimants.

Exhibit 4 in our testimony summarizes our findings. Comparing
the current legal situation in the States with the highest and
lowest percentages for receipt of benefits, it is immediately evident
that in general States with the lowest recipiency levels have higher
earnings requirements and stiffer disqualification penalties in their
State UI laws.

The UAW believes that Congress should enact a Federal stand-
ard to set a floor below which States cannot go in restricting their
unemployment insurance programs. In our view, a worker who
works 20 hours at the minimum wage for 14 weeks should be eligi-
ble for UT benefits.

It is important to keep in mind that low wage or part-time work-
ers will get lower benefits, often for shorter durations, than higher
wage workers with greater labor market participation. But these
low wage or part-time workers should not be completely excluded
from our unemployment insurance system. In addition, the UAW
also believes that Congress should set a national standard with re-
spect to disqualification provisions. We would support Federal leg-
islation prohibiting the States from using durational disqualifica-
tions, as has been recommended by the National Commission on
Unemployment Compensation.

In conclusion, Mr. Chairman, the UAW appreciates the opportu-
nity to present our views on the coverage and financing issues in
the unemployment insurance system.

We believe the adoption of Federal standards with respect to
trust fund solvency, benefit adequacy, monetary eligibility, and dis-
qualification provisions would be an important step to fairer treat-
ment of unemployed workers and the restoration of the unemploy-
ment insurance system.

We look forward to working with you and the other members of
this committee as you consider these important issues. Thank you.

[The prepared statement of Mr. Reuther appears in the appen-
dix.]

Senator MOYNIHAN. We thank you, Mr. Reuther. I can only
speak for myself, but I completely agree with you-and I am sure
with the AFL-CIO-on this question of national standards. And if
Frances Perkins were about, she would be here testifying the same.

The decision in the 1935 legislation to have a Federal program
but State standards with respect to unemployment insurance--but
not retirement insurance, which is Social Security-had to do with
theories at the time about public administration and different rates
of industrialization. There were still States predominantly agricul-
tural in their employment.



And as you may know, the curiosity is that there is almost no
such thing as unemployment in agriculture. You can be half
starved, but you are "employed."

Mr. REUTHER. Right.
Senator MOYNIHAN. And this was sufficient until the 1930's.

Well, that was at the beginning of the century; we are now at the
end of it, and we have a much more national, or international,
economy. National standards are long past due.

We would like to thank you particularly for the research you did;
those exhibits are very helpful to us and to the committee.

Thank you both, and we appreciate your coming.
I have a statement by Mr. Keith Brooks on behalf of the New

York Unemployed Committee, which I would like to place in the
record at this time, and I would like to thank the members of that
group. I hope to be seeing them later.

[The prepared statement of Mr. Brooks appears in the appendix.]

STATEMENT OF KEITH BROOKS. COORI)INATOR, NEW YORK
UNEMPLOYED) COMMITTEE

Mr. BROOKS. Mr. Chairman, I would like to have an opportunity.
There are 100 people here from New York, unemployed people,
who came down here at 5:00 o'clock this morning and would like to
be heard.

Senator MOYNIHAN. Fine.
Mr. BROOKS. These people have filed into the hearing room, and I

would like the opportunity to speak. It will only take a few min-
utes to address the committee on the issue.

Senator MOYNIHAN. Well, you are going to have to take your
turn. We had a gentleman from Philadelphia, and we didn't know
that you wanted to testify. You are entirely welcome in this room.
There are seats that aren't taken.

Mr. BROOKS. A request was made a couple of weeks ago to testify.
I think there is something inherently flawed in a hearing where
the very people who are most affected by it are shut out of the
hearing, whether intentionally or otherwise.

If we could take the opportunity to testify for a few minutes for
you to hear from some people from New York--

Senator MOYNIHAN. Now, sir, just be a little patient. I did not
expect to be chairing this hearing this morning; I was asked to do
so yesterday morning while I was chairing another hearing.

We will try to get to you. We are going to try to keep to our
schedule.

We just heard from the people from the AFL-CIO and the UAW.
We will now hear from the next panel of Mr. John Motley, who

is vice president for Federal Governmental relations, National Fed-
eration of Independent Business, Washington, DC; Mr. John G.
Thodis, who is president and chief executive officer, the Michigan
Manufacturers Association, Lansing, MI, representing the National
Association of Manufacturers. Mr. Thodis, did I pronounce that cor-
rectly, sir?

Mr. THODIS. Yes, sir.
Senator MOYNIHAN. All right. Now, Mr. Thodis, you have to

leave; so, we are going to put you on first.



STATEMENT OF JOHN G. THODIS, PRESIDENT AND CHIEF EXECU-
TIVE OFFICER, THE MICHIGAN MANUFACTURERS ASSOCIA-
TION, LANSING, MI, REPRESENTING THE NATIONAL ASSOCIA-
TION OF MANUFACTURERS
Mr. THODIS. Thank you very much, Senator. Mr. Chairman and

members of the committee, I am John G. Thodis. I am president
and chief executive officer of the Michigan Manufacturers Associa-
tion; and I am testifying today on behalf of the National Associa-
tion of Manufacturers, a board I also serve on.

MMA is an organization that was founded in 1902 in Michigan.
We have 3,500 members that employ 90 percent of the industrial
work force of our State.

I have submitted a written text for the record; I would like to
summarize, if I may.

Senator MOYNIHAN. It will be put in the record as if' read.
Mr. THODIS. All right. Thank you. I thank you for the opportuni-

ty to present NAM's views on the current state of the unemploy-
ment compensation program. We commend the chairman and the
members of this committee for holding today's hearing on this im-
portant issue.

The present economic climate facing the U.S. economy highlights
the debate over what, if anything, needs to be done to address the
relatively high number of unemployed individuals.

The current recession is expected to last through the end of the
second quarter of 1991, with a decrease in unemployment to follow.
Regarding the recession, businesses generally are optimistic.

Two-thirds of the 90 manufacturing companies surveyed at the
February 9, NAM board of directors meeting agreed that the reces-
sion will be shallow. As for the recovery, well over half predicted
steady but unspectacular growth.

Confidence in recovery is very important, leading employers to
invest, rehire, and create new jobs.

Congressional considerations to expand unemployment compen-
sation benefits to sectors of the economy that the program clearly
intended to exclude-workers who quit jobs, who are involuntarily
separated for cause, who have no attachment to the labor market,
who do not earn wages subject to unemployment taxes-are unwar-
ranted.

The system was never intended to provide benefits to every un-
employed individual. It was designed for benefits to be paid to ex-
perienced workers for temporary periods of time.

Benefit payments must be strictly limited to compensation for
periods of temporary, involuntary job- connected unemployment.
Unemployment of longer duration is outside the proper scope of a
program which is financed by a payroll tax system.

From time to time, the dynamic nature of our industrial econo-
ffhy may bring with it temporary and involuntary unemployment.
Unemployment is an intrinsic characteristic of our economic
system. Recessions come and go at periodic intervals. Some are pro-
longed; others are relatively brief.

Congress has always been sensitive to the hardship resulting
from troughs in the business cycle. In 1970, Congress enacted a per-



manent program to automatically extend UI benefits when unem-
ployment exceeded specific thresholds.

The Extended Benefits Program was marketed as an automatic
response that would activate and deactivate, as appropriate, obviat-
ing the need for congressional action. Over the years, however,
Congress has desired to make several temporary extensions beyond
the permanent program.

Temporary benefit extensions beyond the permanent Extended
Benefits Program enacted to mitigate the hardships of temporary
unemployment are costly and often untimely. They tend to prolong
spells of unemployment, and they are rarely delivered to those
most needy and deserving.

The Extended Benefits Program is not broken; and certainly, it
does not need reconstructive surgery, as some have suggested.
NAM, however, does realize that in times of economic recession,
there may be a need for extending the duration of unemployment
benefits in those States that have determined that the period of
temporary unemployment is of such duration to necessitate trigger-
ing of the EB Program.

The National Association of Manufacturers supports the present
unemployment compensation program that balances responsibility
for sound employment practices between the Federal Government,
States and employers, and efficiently delivers benefits to individ-
uals the program was designed to serve.

The UC program continues to operate as intended. Thus, given-
hopefully-the shallowness of the current economic recession, ef-
forts to expand benefits beyond its intended purpose are ill advised.

For the past 2 or 3 years, the UC program has been criticized for
its declining coverage rates resulting in less than one-third of the
unemployed workers actually obtaining coverage.

"Coverage" is a lexicon of the UC program; it has nothing to do
with whether a worker files a claim for benefits, nothing to do with
whether a covered worker is eligible for benefits, nothing to do
with the disqualification from receipt of benefits. There has been,
in fact, no decline in the coverage of the system. Over 98 percent of
all waged and salaried workers are covered.

I digress for a moment, Senator. When you made the observation
about the difference between the unemployment rate and the in-
sured rate, the unemployment rate that is covered by the media all
the time obviously, in my State of Michigan, is a sample of 1,000
households. That is how we come up with the unemployment rate
in the State of Michigan.

The insured rate is very, very accurate because it is an accurate
count of those people who have been laid off through no fault of
their own.

Senator MOYNIHAN. Oh, we don't disagree there at all, sir. I
might say to you that that is a pretty good sample, you know.

Mr. THODIS. Well, when we do political samples, we try to get
more than 1,000 households to see how the voters are going to vote
back home.

There is, however, a gap between the total unemployment count
and the number of unemployed actually drawing UC benefits.
There has always been a gap; and there are legitimate reasons for
this gap.



Studies have shown that over two-thirds of the unemployed did
not apply for benefits-a point missed by many critics. Of those
who do apply for benefits, between 52 percent and 93 percent re-
ceive benefits. This simple comparison seems to indicate that the
benefits are being paid at higher rates than the proponents of ex-
panding the system would like you and the committee to believe.

The UC program should be soundly financed, using experienced
rating as the basis for any unemployment compensation tax policy.

,The purposes of sound, experienced rating are to distribute costs,
provide incentives ior employers to stabilize employment, and gen-
erate the necessary active interest.

Now, program administration is one area where NAM, organized
labor, and State agencies all agree. Sufficient funds need to be ap-
propriated for proper and efficient claims administration. UC pro-
grams should encourage maximum employer interest and partici-
pation.

Efficient administration of State UC programs requires the coop-
erative exchange of information between responsible administra-
tive agencies and employers for the proper determination and adju-
dication of claims. Efficient administration also means the timely
adjudication of claims and payments of benefits.

Unfortunately, eligible unemployed workers have had to wait in
line for hours upon hours to file t'ieir claim and weeks upon weeks
to receive their first benefit check. This does not serve the employ-
er or the employee.

In my State, in Michigan, earlier this year it took 6 to seven
weeks for the first check. Now, most get it in 4 weeks. Now, there
aren't a lot of people that have a month's backup in their back
pocket.

Senator MOYNIHAN. No.
Mr. Tiioms. And that is unconscionable, what we are doing to

the unemployed who have to wait 4 weeks to get 3 weeks of their
prior checks. And the employer community does not support this.
It is inexcusable.

We have met our obligation to the Federal Government; we pay
our Federal UI taxes.

Senator MOYNIIAN. You have already paid the money.
Mr. ToDs. We have-paid it. And currently, over $2 billion is

available for program administration; but because of budgetary
sleight of hand, the States are inadequately funded.

The basic infrastructure. I would venture, sir, is that the employ-
ment security system is so broken down that the agencies cannot
respond in economic downturns. They do fine when the economy is
good; but they can't respond in economic downturns.

Employers pay, I am told, approximately $5 billion a year to the
Federal Government for UI taxes. About $2 billion goes back. I
would submit: Where is the other $3 billion, sir?

Senator MOYNIHAN. If he isn't careful, he might not get that
plane. [Laughter.]

Mr. THODIS. That is all right. It is worth it if it helps. NAM be-
lieves that if Congress appropriates adequate administrative funds,
the unemployment compensation program is currently providing
the benefits to the very individuals that the program is intended to
serve.



The program is not in need of reform, as some have suggested;
rather than expanding unemployment benefits, we, the NAM, be-
lieve that Congress should focus on efforts to increase U.S. competi-
tiveness and the growth of its economy.

This broader strategy will, by definition, reduce unemployment
rates through the creation of more jobs.

I thank you for the opportunity to appear before you today. It
has been an honor to be with you.

Senator MOYNIHAN. We thank you, sir.
[The prepared statement of Mr. Thodis appears in the appendix.]
Senator MOYNIHAN. Like sny committee, we particularly appreci-

ate the convergence of viev's that we have heard from Senators,
from representatives of labor, from the UAW, and now from you
that, whatever else, these are insurance payments, which are paid
in advance. And they uught to be made promptly. There is no
excuse for having persons wait 4 weeks for an unemployment in-
surance check, to which they are entitled and for which you, the
employers, have contributed to a fund.

This requires our attention. May I ask a question? I know you
have to hurry.

Mr. THODIS. No, I have time.
Senator MOYNIHAN. Would you consider getting us a little more

detail on this proposition you have here about a survey in which
two-thirds of the unemployed did not apply for benefits?

Mr. THODIS. Yes, sir.
Senator MOYNIHAN. If you could provide that in writing to the

committee at your opportunity?
Mr. THODIS. We will be very happy to provide your office or the

committee with that information.
Senator MOYNIHAN. The committee. We would like to put it in

the record.
[The response of Mr. Thodis follows:]
The average application rate of job losers, the group most likely to apply for un-

employment benefits is only 53 percent. For job leavers and workforce reentrants
the overall benefit application proportions are 11 percent and 13 percent respective-
ly. For these three categories the combined average unemployment insurance appli-
cation rate is only 34 percent. These 1989 and 1990 data indicate that only approxi-
mately one-third of unemployed individuals tried to receive benefits.

Source: "Decline in Unemployr:.ent Insurance Claims Activity in the '90's"; Pro-
duced by the U.S. Department of Labor.

Occasional Paper 91-2, written by: Wayne Vroman, January 1991.
Payment rate describes the ratio of people collecting their first benefit check after

filing-an initial claim. The likelihood that a beneficiary of the unemployment insur-
ance system will exist ranges on a state-by-state basis from 57 percent to over 90
percent for calendar year 1990.

Prepared by: Laurdan Associates
Source: U.S. Department of Labor/Employment and Training Administration/Un-

employment Insurance Service,

Senator MOYNIHAN. We thank you very much, Mr. Thodis. Mr.
Motle" I have got to be elsewhere. This is budget day, and my good
friend and yours, Senator Breaux, has agreed to chair the remain-
der of the hearing. I want to turn the scepter over to you, sir.

Senator BREAUx. A little symbolism here. Thank you very much,
Mr. Chairman. Mr. Thodis, you are excused. We are glad to have



you here, Mr. Motley. I understand this is also your birthday. I
can't imagine your wanting to spend it here. [Laughter.]

But we are delighted to have you on behalf of the National Fed-
eration of Independent Business.

STATEMENT OF JOHN J. MOTLEY III, VICE PRESIDENT FOR FED.
ERAL GOVERNMENTAL RELATIONS, NATIONAL FEDERATION
OF INDEPENDENT BUSINESS, WASHINGTON, DC
Mr. MOTLEY. Thank you very much, Senator Breaux. If Senator

Moynihan is heading to the floor to speak on behalf of his proposal
to cut Social Security taxes, I wish him Godspeed.

Thank you very much, and I thank the committee very much for
the opportunity for me to appear here today, on behalf of NFIB's
more than half million members across the country, on our
thoughts on the current unemployment compensation program.

I have a full statement that I would like to submit for the record
and then summarize orally for the committee. -

NFIB's view of the UI program is colored by three factors.
First, we believe that the program was meant to provide tempo-

rary assistance between jobs for those people who have lost their
employment for no reason of their own.

Second, we believe that the program should be and is intended to
be run primarily by the States, who have very broad authority to
make adjustments in that program, either to raise taxes to provide
additional benefits, or to otherwise adjust them in some way.

And last, the program is funded by what we believe to be a very
regressive payroll tax that has a proportionately larger impact
upon smaller firms than it does upon anyone else because we tend
to be labor-intensive.

While UI taxes have not gone up recently, in the 1980's, the
other part of the payroll tax burden on smaller firms has crept
ever upward; and that, of course, is the FICA tax-the Social Secu-
rity tax. It increased from about 5.1 percent on the first $25,000 of
income in 1980 to 7.65 percent on the firstt $53,400 worth of income
just a decade later.

If you combirte both of these taxes (FICA and FUTA), they
present a tremendous problem for smaller firms, especially in the
role smaller firms play as the job creators of the American econo-
my.

NFIB believes that the current UI system, if you define it as a
program which is supposed to provide temporary help to people be-
tween jobs, is working well. Changing the nature of the program
could cause serious problems.

In fact, changing the nature of the program to expand it to take
care of other purposes, we believe, would endanger the overall
health of th program.

Changing; the program in a recession would very likely have a
negative impact upon the economy, and changing the program by
dramatically increasing payroll taxes is very likely to, have a nega-
tive impact upon smaller firms and their ability to create jobs
which, in turn, will help lead us out of recession.

There have been a number of suggestions made to-change the UI
program. One is to expand the trust funds as an antirecessionary



measure, to make sure that the-trust funds have enough money in
them to take care of all possible demands that may be placed upon
them. The second is to increase the length of benefits available to
the unemployed.

NFIB believes that both of these suggestions are unnecessary at
this time; and I would like to briefly go into our reasons why.

First of all, the question of the adequacy of the trust funds is a
question that reasonable people can disagree on. In fact, Mr. Chair-
man, it is more like a balancing act.

Too much money being pulled out of the economy in taxes is
going to hurt the economy, especially during a recession. Too few
funds for the trust funds will mean that taxes will have to be
raised too much at any given time.

Most of the State funds will weather the current recession; and
the few that won't have two options. One, they can raise taxes tem-
porarily; or two, they can borrow from the Federal Government to
tide them over.

In terms of expanded benefits, Mr. Chairman, we do look at the
program as a temporary program to help those people who are be-
tween jobs. The program provides 26 weeks of benefits and an addi-
tional 13 weeks of extended benefits when unemployment is high.

According to the latest figures available from the Department of
Labor, 88 percent of those people who went on unemployment com-
pensation found new jobs before the 26 weeks were up.

Providing benefits for much longer periods will change the fun-
damental nature of the UI program. Its funding source, its struc-
ture, its delivery system are simply not suited to a longer program.

You and I believe the UI system is not meant to address a soci-
etal problems of the long-term unemployed or displaced workers in
this country. These problems very well may need addressing, but
not through the unemployment compensation program.

We do not believe that the program should be turned into a
social welfare program for the long-term unemployed. In conclu-
sion, Mr. Chairman, the current unemployment system provides 26
weeks of benefits for people who are out of work and between jobs.

In addition, the current system provides an extra 13 weeks of
benefits to workers who are out of work and happen to be living in
States where unemployment is high.

According to the Department of Labor, only 12 percent of the un-
employed were out of work for more than 26 weeks. The current
system was not designed to provide for, and cannot afford to pro-
vide for, individuals who are unemployed for very long periods of
time.

The Federal Goverfimei-i already has an intricate safety net of
programs designed to help those whose income has dropped below a
certain level. After current unemployment benefits end, workers
are not left totally out in the cold. They may be eligible for benefits
from AFDC, Medicare, food stamps, WIC, school lunch programs,
etcetera. The unemployment insurance system was not designed to
be a worker welfare program; and it can only be converted into
such a program at great cost to the national economy.

In the midst of a recession and gradually increasing unemploy-
ment, legislation boosting unemployment insurance benefits will
increase the cost of hiring workers. The last thing Congress should



do in the midst of an economic downturn is to increase a tax on
jobs.

Congress should be encouraging employers to hire more employ-
ees, not discouraging them from doing so. Thank you, Mr. Chair-
man.

Senator BREAUX Thank you very much, Mr. Motley, for appear-
ing on behalf of NFiB and-also being with us on this important day
for you. Happy birthday.

[The prepared statement of Mr. Motley appears in the appendix.]
Senator BREAUX. Let me ask the general question-and it may

have been brought up when I was not here: Is there an incentive
for some States to, in fact, enact lower unemployment benefits as a
means of creating some sort of a better business climate?

My own State, for instance, has the lowest unemployment bene-
fits in the nation; and that may be used to say, well, bring your
business to Louisiana because, if you have unemployed, you are not
going to have to pay very high unemployment insurance.

Does that present a problem for unemployed workers, that States
could begin to compete for who can have the lowest unemployment
insurance benefits?

Mr. MOTLEY. States, indeed, act in very strange ways when it
comes to competing with each other to entice businesses across
their borders.

The other side of the coin, Mr. Chairman, is that I think State
legislators generally tend to be very close to' the situation back
home. If anybody should feel for those who are unemployed, it is
the legislators who represent the citizens who live there.

It is sort of a time-tested tradition in the United States that the
government that is closest to home is the government that general-
ly tends to work best; and the further we get away, the more diffi-
cult it is to make things work.

We would very much agree with that premise.
Senator BREAUX. You would not support any type of a uniformity

on the national level as far as benefits tied to some per capita
income measure for the State?

Mr. MOTLEY. No, we would not support that, Mr. Chairman, not
at this time. I don't think we have taken a very close look at that
particular proposal, and we would be more than happy to do so;
but at this time, we wouldn't support that.

I don't know if we would oppose it either, although it would dra-
matically change the nature of the current system. And as I said,
we tend to feel that the current system works fairly well, if you
take a look at what it was designed to do.

Now, if we want to take a look at other things, then we can all
sit down and try to design a different type of system, a supplemen-
tal type of system. But the current system, if you take a look at
what it was designed for, we believe works fairly well.

Senator BREAUX. I think I heard Mr. Thodis say that there may
be a need to extend the benefits from a time standpoint. He didn't
come out, I know, in favor of it; but there was some implication-at
least I think I heard it correctly-that there may be a need to
extend the benefit period. I take it you disagree with that?



Mr. MOTLEY. We would disagree with it in the current situation.
I wouldn't come right out and say that there is never going to be a
need to extend the benefit period.

In particularly severe recessions, I think that is something that
Congress is going to have to take a look at; but this recession
doesn't look like it is going to be particularly severe.

The economic data that we collect on a monthly basis would indi-
cate that our membership is looking at the economy in a very posi-
tive way in the very immediate future.

Senator BREAUX. You pointed out about the no increase in unem-
ployment taxes over a substantial period of time; they have not
gone up, but Social Security taxes in fact have gone up, I guess
seven times in the last decade.

Mr. MOTLEY. Yes.
Senator BREAUX. Is that an indication of support for the premise

that Senator Moynihan is proposing on the reduction of Social Se- A

curity taxes?
Mr. MOTLEY. Yes. NFIB supports this Moynihan proposal. In ad-

dition, I think the problem that you have in trying to use the UI
program to pay for extended benefits is really how much can you
raise a payroll tax and not have a dramatic impact upon the cre-
ation- of jobs.

If you view a payroll tax as a hurdle that the employer has to
overcome every time he or she makes a decision to hire somebody,
then you have to assume at some point the hurdle is going to get
too high. And that is really going to have a tremendous impact
upon the ultimate decision of whether or not to hire additional em-
ployees.

One of the things that has made this economy so strong over the
last several decades is the fact that we do create jobs at such a
rapid pace.

If you compare the unemployment system in Western Europe,
which is what we are generally most compared to, and the United
States, the duration that people are out of work in the Western Eu-
ropean democracies is a tremendous difference-2 to 3 years in
some cases-because they are not creating jobs.

And they are not creating jobs because so much of the taxes that
they use to support their social welfare system over there are
pegged to the job itself. Therefore, the decision to hire is a momen-
tous decision over in Europe.

The decision to hire in the United States is much less so. I think
we are terribly concerned if the current trend continues that we
are going to reach the same situation, taking the great flexibility
that we have in our current system and doing away with it.

Senator BREAUX. I appreciate your response; and of course, the
committee appreciates your appearing on behalf of NFIB. We look
forward to having the benefit of your input and working with you
as we move along on this particular problem. Thank you very
much.

Mr. MOTLEY. Thank you, Mr. Chairman.
Senator BREAUX. Let me go ahead and ask the following wit-

nesses, who are scheduled, to please join as one panel. We will
bring up Mr. William Grossenbacher, who is administrator of the



Texas Employment Commission, representing the Interstate Con-
ference of Employment Security Agencies.

And also, at the same time, I would ask Dr. Gary Burtless,
Senior Fellow from the Brookings Institution and Dr. Robert Topel,
professor of business economics and industrial relations at the Uni-
versity of Chicago, to come on up, please. We will take the testimo-
ny from everyone.

You have all been here for a long period of time. If you could
summarize your statements, it would be very much appreciated.

Mr. Grossenbacher?

STATEMENT OF WILLIAM D. GROSSENBACHER, ADMINISTRATOR,
TEXAS EMPLOYMENT COMMISSION, AUSTIN, TX, REPRESENT-
ING THE INTERSTATE CONFERENCE OF EMPLOYMENT SECURI-
TY AGENCIES, ACCOMPANIED BY CHERYL TEMPLEMAN, UNEM.
PLOYMENT INSURANCE DIRECTOR
Mr. GROSSENBACHER. Mr. Chairman, I am Bill Grossenbacher. I

am the administrator of the Texas Employment Commission, and I
am the president-elect of the Interstate Conference of Employment
Security Agencies, which represents the administrators of the all
the various employment security agencies around the country.

I have asked Ms. Cheryl Templeman to come with me today, who
is UI associate with the Interstate Conference here in Washington.

To be very honest, it is very difficult not to be quite redundant
after all the testimony of the witnesses this morning. We have pre-
pared in-depth testimony, and we would ask that our written testi-
mony be included in the record.

Senator BREAUX. Without objection.
Mr. GROSSENBACHER. I would just like to take a few moments to

visit two or three issues that we think are very important for this
committee to look at.

One is the discussions on the number of unemployed individuals
actually filing and receiving benefits, the gap that has been dis-
cussed throughout this morning. What we would recommend is
that a review be made of the Federal legislation and the restric-
tions that were enacted in the early 1980's; and we have some ex-
amples of those laid out in our written testimony.

The position of the Interstate Conference is that those issues,
those policies and laws, actually be repealed or considered for
repeal by Congress.

Our second issue involves and also includes a discussion on the
Extended Benefits Program.

While there is really no consensus among the State administra-
tors on the various trigger levels for the Extended Benefits Pro-
gram, we would just like to place in the record and for the aware-
ness o' the committee that many of the States, in terms of working
on their trust fund projections and their revenue systems in the
various States, have based that on the current trigger mechanisms
and that, when Congress is looking at changing those or doing dif-
ferent things, experimenting with different triggers, that they re-
member that States need a year, and in some cases up to 2 years,
to react to those changes, based on the times that the State legisla-
tures meet.



The most critical issue that we would like to call the committee's
attention to has to do with the administrative financing issue.
Many of the comments that have been made this morning in terms
of the long lines in the employment offices-Representative Levin
talked about that-from someone who actually administers a State
employment security operation, the administrating finance is just
critical to us.

For the past 10 years, we have been reducing our staff, reducing
our automation, barely holding our own in terms of carrying out
these various programs for the unemployed.

We would ask that the Congress consider actually three things.
First, we would ask that it be considered that the UI trust funds

actually be moved off budget; and we know there will be opposition
to that. Second, in lieu of moving the trust funds off budget, we

-would ask you to consider moving the administrative funding for
the unemployment insurance operations from the discretionary to
the mandatory category. I believe that was mentioned earlier this
morning.

And third, we would ask you to consider some type of a reserve
fund in order to handle the fluctuations in unemployment work-
loads that occur around the country.

One other issue we would like to comment on has to do with the
solvency of trust funds. We spend a great amount of time working
with both our labor representatives as well as our business commu-
nity in fine-tuning our State unemployment insurance law.

For instance, in our State, we have a benefit escalator, but we
also have provisions to give tax credits to employers when the ceil-
ing of the fund reaches a certain level. I would simply caution the
committee in terms of national standards and so forth.

I would ask you to look at the kind of work that is actually done
at the State level to establish the solvency of the funds; and I think
the consensus of the Interstate Conference is that trust fund sol-
vency really should remain a State issue as opposed to a Federal
issue.

Thank you.
Senator BREAUX. Thank you, Mr. Grossenbacher. Dr. Burtless?
[The prepared statement of Mr. Grossenbacher appears in the ap-

pendix.]

STATEMENT ()F GARY BURTLESS, PI.D.. SENIOR FELLOW, THE
BROOKINGS INSTITUTION, WASHINGTON, I)C

Dr. BURTLESS. Thanks. I am glad for the invitation to testify
before this committee. I have prepared a lengthy statemer.- an-
swering the questions that were posed in Senator Bentsen's letter
of invitation; but I would like to just comment briefly on a few of
the main points.

The Nation's unemployment insurance system is in poor health.
Contrary to some reports, it is not a death's door, like some savings
and loans I can think of; but it is in poor health. It belongs in bed.

Changes in the system over the past decade have hurt the ade-
quacy of benefits, reduced the coverage of unemployed, and dimin-
ished the effectiveness of the program as an automatic economic
stabilizer.



The percentage of unemployed collecting regular State unem-
ploy ment checks has fallen; it has fallen about one-fifth compared
with the situation before the early 1980's.

Some of this decline occurred, as we just heard, because of
changes in the geographical location and industrial attachment of
the unemployed; some occurred because of the secular increase in
the duration of unemployment in this country so that more people
exhaust benefits.

But most of the decline is probably due to changes in State eligi-
bility rules and administrative practices and to the declining after-
tax value of benefits. For most people thinking of filing a claim for
unemployment insurance, there is a hassle that is involved; and
they weigh the hassle against the benefits they can expect to re-
ceive.

As the benefits have diminished because of benefit taxation, the
hassle might look less promising to some potential applicants.

It wouldn't be strictly accurate to say that the extended unem-
ployment benefits program belongs in a sick bed; a morgue would
be more appropriate. For all intents and purposes, the program has
disappeared.

It is a stealth program, a safety net that is so invisible that most
long-term unemployed workers fall right through it without even
knowing it is there.

Over time, the unemployment rate that triggers the program-
the IUR-has fallen about one-fifth relative to the civilian unem-
ployment rate; and the IUR, therefore, reaches the critical thresh-
old level needed to trigger benefits very late in a recession or never
at all.

If the program is triggered on, experience in your own State,
Louisiana, suggests that it triggers off while unemployment re-
mains very high. I happened to be in Louisiana during the week
that the Extended Benefits Program clicked off in the mid-1980's,
throwing tens of thousands of people off the unemployment rolls,
even though it was virtually impossible for many of them to find
work in the Louisiana business climate of the mid-1980's.

Over the past 12 years, unemployment compensation has been
made completely taxable. This reduces its after-tax value to the
people who claim benefits.

I entirely support the idea of including unemployment benefits
in the tax base; I think it increases tax fairness. But we should rec-
ognize that, by taxing benefits without adjusting their pretax
values, we have effectively reduced greatly the income protection
and countercyclical stimulus offered in the program.

The impact of the dropoff in the regular program, the virtual
elimination of the extended program, and the taxation of all unem-
ployment benefits can be described fairly briefly; -and I only repeat
what Senator Sarbanes said earlier: Compared with the income
protection and countercyclical stimulus available over most of the
post-war period, unemployment insurance now provides about one-
third less protection and less countercyclica' stimulus.

Because the system offers less protection, it is naturally less
costly. As a share of the total compensation that employers pay
their wage-and salary workers, the unemployment insurance tax
must be near an all-time low. Howls that the UI payroll tax is ex-



cessive and further increases threaten employment in this country
are based, I think, largely on ignorance.

I have an urgent short-term suggestion: Change the extended
benefits trigger. I have made a couple of recommendations in my
formal statement; but whatever you do, do something.

I would also recommend for your consideration for long-term
reform of the system thinking about a different financing mecha-
nism for unemployment benefits, one that gives States stronger in-
centives to build up healthy trust fund reserves during economic
expansions.

The wrong time to address the solvency issue of unemployment
insurance is during the middle of a recession. Reform at that point
only compounds the effect of the downturn.

Second, raise the wage base used in the UI payroll tax. In many
States, the earnings base is now as low as $7,000 per worker; in
only a handful of States is it as much as $14,000.

As a result, States impose a relatively high tax rate on the initial
earnings of new. workers that they hire. If, as most economists be-
lieve, the burden of the tax is ultimately borne by wage-earners
themselves, this means that it is a very regressive tax. It is an ex-
tremely regressive way to pay for this program.

Even more strangely, qince employers must pay a relatively high
rate on initial earnings, the current structure of the tax perversely
discourages employment when the economy is struggling to recov-
er, when employers are attempting to put new workers on their
pay rolls.

So, it seems to me that we should raise the tax base in unem-
ployment insurance to at least $25,000 and lower the rate; that
would seem to me to be a sensible proposal.

Finally, consider giving States firmer guidance in establishing
benefit levels, eligibility standards, and payroll tax schedules.
States now have scandalously wide differences in the benefits they
pay, in the eligibility criteria they impose, and in the tax schedules
that they impose on employers.

Between 1979 and 1989, only one in five of the unemployed in
Texas, Florida, and Virginia received benefits. The percentage re-
ceiving benefits was more than twice that level in California, Penn-
sylvania, and a number of other States.

Weekly differences in the benefit checks that unemployed work-
ers can draw are almost equally wide. These differences don't arise
because the States are struggling with one another to offer good in-
surance protection. They arise because States are competing with
one another to get employers to locate in the State.

Now, this might work for an individual State so that the State
might get an additional employer. But for the Nation as a whole, it
cannot work. We are not going to get any additional jobs or any
additional companies in this country because an employer happens
to locate in Wisconsin instead of Tennessee or in California instead
of Texas.

In a rational system, I think we would try to minimize this inter-
state competition so that the system offers an adequate level of in-
surance.

Consider what the Social Security system would look like if we
permitted every State to offer its own retirement program and



have its own independent tax base for financing old-age retirement
benefits. I don't think the elderly or the disabled would like that
kind of a system, and I don't see why we impose it on the unem-
ployed.

Thank you.
Senator BREAUX. Thank you, Dr. Burtless.
[The prepared statement of Dr. Burtless appears in the appen-

dix.]
Senator BREAUX. Dr. Topel?

STATEMENT OF ROBERT H. TOPEL, PH.D., PROFESSOR OF BUSI.
NESS ECONOMICS AND INDUSTRIAL RELATIONS, UNIVERSITY
OF CHICAGO GRADUATE SCHOOL OF BUSINESS, CHICAGO, II.
Dr. TOPEL. Thank you for inviting me to testify. I was given a

broad mandate by the person who invited me to testify. He asked
me to come to Washington and say whatever I want about the un-
employment insurance system.

It is difficult for a professor to say no to that kind of an invita-
tion; so, here I am.

A substantial part of my research over the last 10 years has been
devoted to understanding unemployment, including the important
role played by the unemployment insurance system. That system
was put in place to soften the blow of job loss by creating a con-
tinuing source of consumption income for recently displaced work-
ers.

In many ways, the system is a success. Yet based on the research
findings from a number of sources, I believe that the unemploy-
ment insurance system in the United States is badly in need of
reform.

My testimony, which I have included separately, addresses two
major shortcomings of our current unemployment insurance
system.

First, the current system provides insurance for small losses
where insurance is least needed, while leaving uncovered the large
losses caused by long spells of unemployment. Since long unem-
ployment spells have recently become a much more important com-
ponent of overall unemployment, this aspect of the system should
cause concern to policy makers.

Second, our current methods of financing unemployment insur-
ance offers substantial subsidies to employers who engage in lay-
offs. This means that unemployment insurance causes unemploy-
ment in a very real sense. The subsidy to unemployment is an arti-
fact of the way State systems have financed unemployment insur-
ance since the 1930's. The subsidy can be reduced or eliminated
without affecting the benefits that are available to displaced work-
ers or by increasing taxes paid by employers.

In light of these shortcomings, I propose two basic reforms of the
unemployment insurance system. These are long-term reforms that
are not targeted specifically at the current recession or at the issue
of whether benefits should be temporarily extended to the long-
term unemployed. I believe that the current policy debate is exces-
sively focused on the short term, to the detriment of the effective
operation of the UI system.



These reforms are designed to make unemployment insurance
operate as a more effective source of income insurance for workers
who have lost their jobs. They would not increase the tax burden of
unemployment insurance or the cost of running the system. In fact,
they would probably reduce unemployment insurance taxes, and
unemployment as well.

The first reform is to reallocate benefits over the duration of peo-
ple's spells. Most of the discussion today has focused on extending
benefit programs. I think that discussion focuses too closely on the
current situation while ignoring the fact that long spells are
always the most costly unemployment spells that people can expe-
rience.

Many unemployment spells are very short. Evidence and
common sense suggest that they are not very costly to those who
experience them. Other spells, however, are quite long, lasting 6
months or more; and they are very costly. These spells are common
among more senior workers who have displaced from a long-term
employment relationship. Paradoxically, our current system pro-
vides more insurance for the first type of spell than for the second.
I believe that the UI system should provide greater coverage for
the long-term unemployed, and I am confident that this coverage
can be achieved without increasing taxes.

As it turns out, each $1 increase in benefits available to the long-
term unemployed will cost only 25 cents in reduced benefits for the
short-term unemployed.

In light of that tradeoff, I propose an increase in waiting periods
to collect unemployment insurance benefits to a month, with the
savings to be used to extend UI coverage for the long-term unem-
ployed for as long as 1 year. This change would significantly im-
prove the role of unemployment insurance as an insurance pro-
gram for people who have been displaced from long-term employ-
ment relationships.

The shift in the timing of benefits would be budget balancing; so,
there would be no increase in program costs. Other incentives that
are created suggest that total costs would actually fall.

My second proposed reform deals with financing. I believe that
we should enhance the experience rating of unemployment insur-
ance tax rates now paid by employers so that tax contributions to
unemployment insurance funds are more closely tied to benefit
withdrawals.

As I noted, current systems of financing subsidize benefit pay-
ments of persistently high unemployment firms. This subsidy in-
creases unemployment for two reasons.

First, high unemployment firms pay less in taxes than their
workers collect in benefits. So, unstable industries are encouraged
to expand.

Second, the system provides incentives for every employer to
engage in temporary layoffs.

I propose simple changes in methods of experience rating that
would reduce or eliminate those subsidies. A substantial body of re-
search suggests that these changes would reduce unemployment,
which means that they enhance overall productivity and welfare.
This also means that they would reduce the overall cost of' running
the unemployment insurance system.



That is the end of my remarks. Thank you very much. ,
[The prepared statement of Dr. Topel appears in the appendix.]
Senator BREAUX. I thank the panel for being with us all morning

and for your presentations.
Let me ask anyone to comment on the question that has been

mentioned by other witnesses, as well as yourselves. My own State
of Louisiana-and Texas is very similar-went through some very
difficult times during the decade of the 1980's with unemployment.
We had the highest in the Nation for almost 10 years.

I noted that in 1987, Louisiana had qualified for the Extended
Benefits Program, and then we became unqualified, yet our unem-
ployment was still way up; over 10 percent of the State was unem-ployed.

Witnesses have talked about a change in how we calculate that.
Mr. Grossenbacher, do you agree with that?

Mr. GROSSENBACHER. Well, Mr. Chairman, we had the same situ-
ation as you talked about in Texas. At the height of our recession
in 1986, which I think was the year we paid out over-I guess we
had borrowed over-$1 billion to make our Ul payments, we never
triggered cn EB, even though we had a double digit total unem-
ployment rate.

I think perhaps there may be some serious consideration of going
back to the triggers that were in force prior to this last congres-
sional change.

Senator BREAUX. Would that be just considering the total unem-
ployment as opposed to the gap comparison?

Mr. GROSSENBACHER. Well, I think it would go back to lowering
the triggers by 1 percent. That might be what we would like to see
from a Texas perspective. There is a lot of discussion about using
the TUR versus the IUR and so forth.

The only problem I have with using the total unemployment rate
is that, in Texas-and I think it was mentioned earlier-I think
that rate is determined by about 1,500 households in the State of
Texas on the survey, and that TUR tends to jump around an awful
lot on a monthly basis.

Perhaps if you wanted to use the TUR and set it up for a longer
*erm look of, say, 'i months or something like that, perhaps you
could do it. But. I have some real reservations about the TUR as
the trigger.

Senator BREAUX. Well, our total unemployment in Louisiana has
come down; but I am not so sure it is because of the new jobs as
much as it is that people have just left the State and gone some-
where else to look for jobs.

Dr. Burtless or Dr. Topel, do you have any thoughts on that
point?

Dr. BURTLESS. Well, if we had the extended unemployment insur-
ance triggers that were in effect before October 1982, seven States
that do not now have the Extended Benefits Program turned on
would have it turned on. And those States include California, New
York, and New Jersey.

They are 3 of the 10 largest States, including the largest two. So,
obviously, this would have a very major impact; it would probably
much more than double the number of people currently collecting
extended benefits.



So, moving back to the old trigger would help; but the thing we
have to remember, when we look at this list of States that would
be triggered on, is that there is still a great inequity.

And that-inequity is that States like Louisiana and Texas, where
the qualifying requirements for unemployment insurance benefits
are harder than they are in the northeast and in the upper Mid-
west, would seldom reach the trigger levels, even under the law
that was in existence before 1982.

I have to question, as a Federal taxpayer, whether it really
makes sense for Federal taxes to be spent for a program that pri-
marily benefits people in States where there are relatively gener-
ous qualifying requirements for regular unemployment benefits be-
cause, in the end, that is what moves the insured unemployment
rate.

It is the degree of difficulty that the unemployed workers have
in qualifying for State benefits in their local area.

Senator BREAUX. And you point out that unemployment insur-
ance is in poor health and that the extended benefits belong in the
morgue already.

Dr. BURTLESS. Well, I think there are now eight States in which
the program is in effect-the Extended Benefits Program is in
-effect. So, it has certainly perked up a lot in the last 3 months.

But even so, I think the number of States offering benefits is
way, way below where it would have been had the same fraction of
unemployed been receiving regular benefits as we saw before 1981.
For example, in the 1970 recession and the 1974-1975 recession,
and in the 1.980 recession, far more States offered extended bene-
fits.

So, I think, yes, it is near death's door.
Senator BREAUX. Mr. Grossenbacher, what about the suggestion

of Federal guidelines? I have some concern about States cc mpeting
for industries by having lower unemployment benefits or rates or
triggering mechanisms.

Is it appropriate for the Federal Government to have more de-
tailed guidelines for the States in setting standards?

Mr. GROSSENBACHER. Mr. Chairman, speaking from a Texas per-
spective, we would prefer to leave that to the individual States.
You know, in my experience, I have seen our benefits in Texas or
our law go from conservative to somewhat liberal, going back and
forth.

And I think a lot of' discussion and a lot of thought goTnto that,
as I mentioned before, between organized labor in out, State, as
well as the Texas Association of Business. I really don't think there
is a plot to reduce benefits in order to attract industry to the State
of Texas.

I think when we sit down and look at our unemployment insur-
ance law, there is a fair give and take between business and labor
and particularly during the recession, when we had to begin the
rather tough payback to the Federal Government for our borrow-
ing.

The compromise was about a 300-percent increase in UI taxes
and a 2-year freeze on benefit escalation. That was the agreement
that was reached between business and labor in our State.



As I say, as that went off and we became solvent, now we have
an agreement that we reinstated our benefit escalator. Our weekly
benefit amounts are among the highest in the country, I think; I
think it is something like $224.00 a week.

Also, there is the fact that, at this point, we are fortunate that
our trust-fund is about $1.3 billion; and we have a provision to give
back in tax credits to employers in the amount over that billion
dollar ceiling.

Again, that was a conscious decision that was hammered out be-
tween business and labor and seems to work well. You know, I
can't speak for all the States; but in general. I think the system of
having the individual States set their own laws and their own
limits has been a good one.

Senator BREAUX. Dr. Burtless, I know your recommendation on
that. Dr. Topel, do you have a thought on the Federal guidelines
for some of these triggering mechanisms and standards?

Dr. TOPEL. Like all economists, I will tell you there are costs and
there are benefits. I have been in situations with State administra-
tors where they have confessed to their efforts to attract business
to the State by manipulating the tax rates.

So, on the one hand, there is not much of a gain, as Gary Burt-
less has pointed out, in terms of aggregate employment across the
Nation in terms of lok ation of firms within particular States.

At the same time, the competition among the States is something
of a brake on any tendencies to increase spending rapidly on unem-
ployment insurance systems.

And so, it operates as an incentive for State legislators to keep
the total costs of the program down. So, it goes both ways.

I wanted to make one other point that echoes earlier discussion;
and that is that if we are going to have extended benefit programs
that are based on the total unemployment rate, the number of indi-
viduals in many small States is quite small, given the current way
that we collect unemployment statistics.

And so, for them to change the triggering mechanism in that
way, it is going to involve a substantial revision of the way we col-
lect unemployment statistics in the United States, nvt unemploy-
ment insurance statistics but the way we count the unemployed
and the size of the samples that we would have to use to do that.

Senator BREAUX. All right. I think all of you have made some
very good suggestions, particularly our two professors; and Mr.
Grossenbacher, you have given us some pragmatic suggestions. We
appreciate Your being with us and your testimony before the Fi-
nance Committee.

With that, this will conclude our hearing this morning. We
thank all of the witnesses.

The committee will stand adjourned until further call of the
chair.

[Whereupon, at 12:50 p.m., the hearing was adjourned.]





APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF KEITH BROOKS

The New York Unemployed Committee (NYUC) has been denied permission to ad-
dress the April 23 U.S. Senate Finance Committee hearing on unemployment prob-
lems.

Two busloads of NYUC members will be leaving at 5 am on Tuesday morning in
order to attend the 10 am hearing in Washington. The buses will leave from the
Unemployment office at 4th avenue and Dean street in Brooklyn.

Responding to the Finance Committee denial to let the unemployed testify, NYUC
member Nelson Valentin said "they are Foing to hear from everybody except the
real experts on unemployment. They don t want to hear from the people who are
behind in their rent, who have exhausted their unemployment benefits, or who have
not received a check in a month. But that is why we are going to Washington-to
make sure they get the message from the unemployed themseh'es!'

It is also a sad commentary on how our government views the unemployment
problem that the Senate is first holding hearings on the problem at this late date,
notes another NYUC member, Joan Shepard. While a bill has been introduced in
the House of Representatives (H.R. 1367) to provide more weeks of benefits and
make other changes in the unemployment insurance system, the Senate has yet to
ac.'.

Over 200,000 people used up all their unemployment benefits last month nation-
wide. While these people are left without a job or source of income, $8 billion sits
almost untouched in a special Federal account for extending unemployment bene-
fits. The quickest way to access this account would be for the Congress and the
President to declare this an emergency item. "We demand that our elected officials
recognize the miserable failure of the unemployment insurance system to deal with
the needs of jobless workers during this recession and declare this is an emergency
item" said NYUC coordinator Keith Brooks.

U.S. Senator Patrick Moynihan, who sits on the Finance Committee, has agreed
to meet with the NYUC after the hearings.

NYUC members include blue collar and white collar, union and non-union work-
ers. The cost of the trip has been funded by the Newspaper Guild of New York,
Communication Workers of America Locals 1180 and 1150, Local 802 American Fed-
eration of Musicians, United Autoworkers Local 259 and other donations.

NEW YORK UNEMPLOYED COMMITrEE DEMANDS CONGRESS AND PRESIDENT DECLARE THE
PLIGHT OF THE UNEMPLOYED A NATIONAL EMERGENCY

We would all rather oe working today, but we came to Washington DC today to
attend these hearings because we want to make sure that our elected officials get
our message first hand-the Unemployment Insurance system stinks. It is failing
miserably to provide protection to jobless workers in this recession. With over
200,000 people exhausting all benefits every month, the 26 weeks of unemployment
benefits available is simply not enough.

It is an outrage that while we fall behind in our rent, put off medical care, and
scrape to survive without a job or source of income, that there is an $8 billion dollar
fund intended for more weeks of unemployment benefits that only six states qualify
for.

And it is an outrage that while we sometimes wait 4, 6 even 8 weeks for our
checks because of understaffed and overburdened unemployment office staffs that
over $1 billion sits unused in another fund intended for running the centers.

(53)



We demand that this money, already collected through a tax on employers, imme-
diately be made available to the unemployed. The quickest way to gain access to
this fund would be for the Congress and the President to declare this an emergency
item. This is an emergency item-WE ARE IN A STATE OF EMERGENCY WITH-
OUT A JOB OR SOURCE OF INCOME!

It is time for Congress to wake up and take action. It is an outrage that the
Senate is first holding hearings on the unemployment problem at this late date-as
if they do not know there is a problem.

It is also an outrage that the unemployed have been shut out and denied the op-
portunity to testify at these hearings today. But they cannot ignore the problem-
and they cannot ignore the unemployed. We are here to make sure our demands for
more WEEKS OF UNEMPLOYMENT BENEFITS, TO GET OUR CHECKS ON
TIME, AND FOR REFORMING THE UNEMPLOYMENT INSURANCE SYSTEM
are clearly heard.

We do not want to hear any nonsense about how this recession is already over.
And shame on those whose attitude is to wait for the recession to end-instead of
really putting maximum pressure on our government to protect the unemployed.

We ca!l upon the U.S. Senate, the House of Representatives and President Bush
to immediately declare the need for extending benefits and reforming the unemploy-
ment insurance system an emergency budget item. RELEASE THE $8 BILLION
FUND NOW!

PREPARED STATEMENT OF GARY BURTLESS'

OVERVIEW

The nation entered recession in the last quarter of 1990. But the country's unem-
ployment insurance system entered this downturn in worse shape than ever at the
start of a recession. The s3,stem was designed to serve two critical functions. It
should provide workers with essential income protection during temporary spells of
unemployment. And by helping to sustain the consumption of jobless workers, it
should give the economy a needed counter-cyclical boost during periods of high na-
tional unemployment.

Changes in the system over the past decade have reduced the adequacy of unem-
ployment benefits and diminished the effectiveness of the program as an automatic
stabilizer. The percentage of unemployed now collecting insurance benefits is about
one-fifth below levels that were typical beTore te 1 rly 1980s. Moreover, the value
of unemployment insurance shrank in the past decade as a result of the decision to
make benefits completely taxable. In the short run, Congress and the President
should shore up the system by reforming the way we provide extended benefits to
the unemployed in slack labor markets. Over the longer term, the program should
be strengthened by reform of its financial structure and increased harmonization of
eligibility and benefit formulas across states.

In the remainder of my testimony, I discuss why the protection offered by unem-
ployment insurance has fallen so much in the past decade, how Congress can
revamp the system in the next few months to make it work better during the cur-
rent recession, and what steps could be taken in the long run to improve the effec-
tiveness of the system. I begin with a brief discussion of the labor market effects of
unemployment insurance.

EFFECTS OF UNEMPLOYMENT INSURANCE

Unemployment insurance 1JIl offers vital income protection to experienced work-
ers who become jobless because of involuntary layoff. In spite of the crucial econom-
ic role played by the program, it suffers from a somewhat unsavory reputation
among a few economists, journalists, and policymakers. This is because unemploy-
ment benefits can prolong spells of joblessness among workers who are eligible to
receive benefits. Workers collecting a weekly unemployment check might not devote
as much time or effort to finding a new job as workers who do not collect benefits.
Even more important, insured workers might reject a job offer that an uninsured
worker would accept, because the income cushion provided by UI permits them to
be choosier in accepting a job. Economists say that these behavioral effects of unem-
ployment insurance represent "adverse incentives" of the program.

I Senior Fellow, The Brookings Institution, Washington, D.C. I am grateful to Suzanne Smith
of Brookings for help in preparing this testimony. The views expressed are solely my own and
should not be ascribed to the staff or trustees of the Brookings Institution.



Policymakers were aware of adverse incentives when they designed the current
system. To reduce the influence of these incentives, Federal and state legislatures
imposed two important conditions on insurance. First, benefits can only be paid to
unemployed workers who can demonstrate they are available for and actively seek-
ing work. And second, benefits can be denied to workers who reject an offer of "suit-
able" employment (meaning a job roughly equivalent to the job that was lost). These
two conditions are notoriously difficult to enforce in practice, so the American
system of unemployment insurance possesses one other notable feature: Benefits are
generally limited to only 26 weeks. Unemployment lasting longer than 26 weeks is
not ordinarily compensated in this country. By international standards, this level of
protection is very brief. Virtually all other industrialized countries offer at least a

ar of unemployment insurance benefits, and in several countries the duration of
nefits is much longer.
In spite of these limitations on American benefits, many economists and policy-

makers suspect that unemployment insurance contributes to the high level of unem-
ployment we now suffer. A variety of analysts have exumined the size of the adverse
impacts of unemployment insurance and concluded that more generous benefits do
indeed prolong average durations of unemployment among insured workers. A good
guess is that a 10-percent increase in weekly benefits prolongs the average duration
of unemployment by around one week. A one-week increase in the potential dura-
tion of benefits (from, say, 26 weeks to 27 weeks) would increase the average length
of an insured unemployment spell by about one-tenth of R week, or perhaps a bit
more. An honest assessment of jobless benefits must therefore conclude that some of
the adverse consequences that economists worry about do in fact occur.

These adverse consequences do not take us very far, however, in explaining the
current level and trend in national unemployment. Only about four in ten unem-
ployed workers collect unemployment benefits, and nearly all of the insured became
jobless because of a layoff that was in no way caused by the existence of the pro-
gram. Thus, if insurance were eliminated altogether, the level of joblessness would
fall only slightly. Furthermore, if some of the insured unemployed experience
longer spells of unemployment because of the existence of the program, it must also
be the case that some uninsured unemployed workers experience shorter spells, be-
cause they are more likely to land a job that has been turned down by an insured
unemployed worker. In a labor market with a long queue of workers seeking jobs, a
job vacancy that is rejected by a worker collecting benefits will be quickly snapped
up by an uninsured worker desperate to find employment.

More fundamentally, it is the goal of unemployment insurance to permit insured
workers to reject unsuitable job offers. We provide jobless benefits in this country
(and in other advanced industrialized economies) precisely because our workers
must acquire costly skills that can often be applied only in relatively specialized oc-
cupations or jobs. When workers lose these jobs because of a downturn in demand, it
is advantageous for them and for the wider economy if they carefully seek out the
best opportanity to apply their specialized skills. If there are two unemployed work-
ers and two job vacancies, it is economically efficient to subsidize the workers to
sort themselves into the two job openings so that their skills are put to best use and
their earnings are maximized. The two workers benefit and the wider economy
gains if the best possible match between workers and vacancies occurs. Further-
more, the insurance protection provided under UI encourages workers to undertake
investments in specialized skills that otherwise might be regarded as excessively
risky. On balance. I think that some economists (and most editorial writers at the
I Wall Street Journal) tend to exaggerate the adverse effects of unemployment insur-
ance and ignore the vital function it plays in protecting skilled and semi-skilled
workers against the hazards of job loss. Sadly, they also ignore the program's effi-
ciency promoting impact on the labor market.

IECILINING U1 COVERAGE

Whatever the effects of unemployment insurance, positive or negative, they have
shrunk in recent years. In the 1980s joblessness rose to new post-war highs, but the
share of unemployed workers drawing unemployment benefits fell to new lows. The
percentage of jobless workers collecting benefits has risen modestly in the past
couple of years, but still remains well below the level prevailing before the mid-
1980s (see Figure 1).

The proportion of unemployed collecting benefits declined for several reasons.
First and most important, fewer unemployed workers now apply for benefits when
they lose their jobs. In part the drop in applications is due to a change in unemploy-
ment insurance eligibility requirements, which are established both at the state and
national levels. In addition, some unemployed workers may have decided against ap-



plying for benefits as the after-tax value of those benefits fell. Finally, the nature of
unemployment has changed over time.

The unemployed are now drawn from different industries, geographical areas, and
demographic groups than was the case through much of the post-war period. For
example, as the nation's population has moved toward the south and west and out
of the northeast and midwest, a shrinking fraction of the unemployed have held jobs
in states with liberal eligibility requirements. Workers losing their jobs in many
southern and western states are less likely to collect benefits than jobless workers
in the northeast and upper midwest. (The recent jump in the fraction of jobless col-
lecting benefits is partly due to the sharp increase of unemployment in New Eng-
land and the mid-Atlantic states, where liberal eligibility requirements are
common.) However, careful analysis of the regional distribution of unemployment
has shown that this factor can explain only a small part of the decline in insurance
coverage over the past decade. The percentage of jobless workers collecting unem-
ployment insurance payments has dropped in every region and nearly every state in
the union.

A much more important reason for the drop in the percentage of unemployed col-
lecting benefits is the change in UI law and regulation that has occurred snce 1976.
Some important legal changes occurred at the Federal level, but many changes were
instituted at the state level as state governments responded to shortfalls in their
unemployment insurance trust funds by scaling back on benefits. Many of these
changes affected the eligibility of unemployed workers to receive insurance benefits.
For example, several states have increased their base period earnings requirements,
reducing the chances that part-time or intermittently employed workers will
become insured. Workers receiving pensions or severance pay are also more likely
to be denied insurance benefits or to receive smaller benef>, ,hen they qualify.

STATE UI RESERVES

Why did so many states take the unprecedented step of tightening eligibility re-
quirements in the midst of a severe recession? One reason is that most states en-
tered the 1980-82 recession with relatively small trust fund reserves. As the trust
funt.i were depleted by soaring joblessness, state legislatures were forced to boost
pay.--,1 taxes or slash benefits in order to restore their programs to solvency. In the
previous recession of 1974-76, many states had freely borrowed from the Federal
Treasury to keep benefit payments flowing. But under legislation passed in 1981,
the Treasury began imposing interest charges of up to 10 percent a year on new
borrowing. The interest charge placed greater pressure on states to take immediate
steps during a rfc_-ession to ensure that their trust funds did not fall far out of bal-
ance.

States were not obligated to restrict eligibility or slash benefits, of course. They
might have raised the payroll taxes imposed on employers. In fact, many states did
so. But in the anti-tax climate of the last decade, it became difficult for legislators to
raise taxes enough to keep their systems financially healthy. Moreover, as labor
unions have weakened, the voice of the unemployed has become much fainter in
most state capitols. The views of business lobbying groups remain very influential.
The net result is a bias against raising taxes and in favor of restricting benefits.

One hopeful aspect of the current situation is the relatively strong condition of
most state 13I trust funds. This is primarily the result of the very long economic
recovery over the second half of the 1980s rather than a carefully considered policy
on the part of state governments. An analysis by the Department of Labor's Unem-
ployment Insurance Service shows that most states entered 1991 with healthier re-
serves than was the case in 1980. Thus, state legislators will not find themselves
pressed to trim benefits quite so early in the current recession. Nonetheless, re-
serves are lower than they were at the start of the 1970 and 1974-76 recessions, and
the anti-tax climate is even stronger at the state level today than it was in the early
1980s. If state trust funds face insolvency during the next couple of years, I expect
that many state governments will turn to the same remedy they used in the 1980s:
curbs on UI eligibility.

Whether states decide to raise taxes or reduce benefits, however, the macroeco-
nomic consequences will be the same. If legislatures act to shore up UI reserves in
the middle of the recession, the counter-cyclical stimulus provided by the program
will be reduced. The appropriate time to boost reserves is during an economic ex-
pansion, not a contraction, but the anti-tax climate of the 1980s worked against the
accumulation of adequate reserves.

I should emphasize, however, that much of the current concern about the adequa-
cy of UI reserves is misplaced. Some observers needlessly worry that reserves will
prove inadequate to pay for benefits in the current recession. They believe that



shortfalls in state funds will mean that benefit checks will not be written or that a
costly Federal bailout of the state funds will be necessary. Based on the past history
of the program, neither concern appears well-founded. Even if a state trust fund is
exhausted, benefits in the state will continue to be paid, possibly with a loan from
the Federal Treasury. States will eventually repay the Treasury with funds raised
under the unemployment insurance payroll tax imposed on employers within the
state. Contrary to popular belief, the situation is in no way analogous to the savings
and loan fiasco. Unlike an insolvent savings and loan, a state can impose taxes on
employers to restore its unemployment insurance trust fund to solvency.

The more relevant concern is that states will act with undue haste to raise taxes
or reduce unemployment benefits, even as state economies tumble further into re-
cession. A payroll tax hike or benefit cut can actually delay economic recovery by
discouraging new hiring and reducing consumer spending in a state. For that reason
it is much better to build up healthy reserves during an economic recovery than to
try to rescue a depleted trust fund in the middle of a recession.

TRENDS IN COVERAGE UNDER STATE Ul PROGRAMS

The percentage of jobless workers collecting regular UI benefits has dropped by
roughly 20 percent compared with the level that prevailed before 1980. This esti-
mate is based on analysis of trends in the percentage of unemployed workers who
are most likely to be eligible for benefits under the rules in effect before the 1980s.
In the U.S. system of unemployment insurance, benefits are not provided to all job-
less workers. New labor market entrants and most reentrants into the job market
are not eligible to receive benefits, because the program insures only those workers
with recent employment in a covered job. In addition, workers who voluntarily
leave their jobs may not be eligible for benefits or may be eligible only after a speci-
fied waiting period, such as 6 or lu weeks. This means that the overwhelming ma-
jority of workers eligible for benefits will be those who are unemployed because they
are on temporary layoff or because they involuntarily lost their last jobs. As noted
earlier, the regular state U! programs limit jobless benefits to the first 26 weeks of
a spell of unemployment. Thus, the group of unemployed most likely to be insured
are involuntary job losers who have been unemployed for fewer than 27 weeks.

Figure 2 shows the number of regular unemployment insurance claimants meas-
ured as a fraction of the number of involuntary job losers unemployed fewer than
27 weeks. In previous research, I found that this coverage ratio remained quite
stable over the thirteen years from 1967 through 1979. Over that span of years,
there were about 108 recipients of regular state UI for every 100 job losers unem-
ployed less than 27 weeks. This ratio fluctuated somewhat over the business cycle,
as can be seen in the figure, but it was otherwise reasonably stable.

Beginning in 1980 the ra io of regular UI recipients to short-term job losers fell
very sharply. This coverage ratio reached an all-time low in the third quarter of
1984, when it fell to just 71 insurance recipients for every 100 job losers. Since 1984
the coverage ratio has recovered somewhat, until now there are about 85 regular UL
claimants for every 100 short-term job losers. In spite of its recent recovery, howev-
er, the ratio remains well below its level during the 1960s and 1970s and even below
its level during the 1980 recession. The current recession is one in which the unem-
ployment insurance system could provide benefits to a historically low percentage of
job losers.

TAXATION OF BENEFITS

In addition to legal changes that directly affected workers' eligibility for regular
benefits, several other changes reduced the value of benefits and hence the attracti-
veness of applying for compensation during very short spells of joblessness. An anal-
ysis by the House Ways and Means Committee, for example, shows that Federal tax-
ation of UI benefits reduced their value to unemployed workers by 16 percent.2 Be-
cause most states with an income tax system use the same tax base defined in the
Federal system, many U! claimants now pay state as well as Federal taxes on their
benefits. Thus, the combined income tax rate on unemployment insurance benefits
probably ranges between 18 and 20 percent on average.

Although it is certainly equitable to include U! benefits in the tax base, taxing
benefits without raising benefit levels is equivalent to a sizable benefit cut. Until
1979 unemployment compensation was exempt from all income taxes, and between
1979 and 1986 benefits were taxable only for taxpayers with incomes above certain

2 Committee on Ways and Means, US. House of Representatives. 19,90 Green Book Washing-
ton, DC: U.S. Government Printing Office, 1990), pp. 467-68.
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thresholds. 3 The benefit cut not only reduces income protection offered to jobless
workers, it also diminishes the effectiveness of unemployment insurance as a
counter-cyclical stabilizer. I suspect that it also deters some unemployed workers
from applying for benefits.

EXTENDED UI BENEFITS

The extended benefit UI program offers additional insurance protection beyond 26
weeks of unemployment for workers who have exhausted regular benefits and who
live in states with high unemployment. The drop in thepercentage of unemployed
job losers collecting regular benefits has directly affected the insured unemployment
rate (IUR), which serves as the basis for triggering extended UI benefits. If I am
correct in estimating that the number of regular UI claimants has fallen by one-
fifth, then the IUR is also about one-fifth too low relative to the civilian or total
unemployment rate (TUR), which provides a more accurate gauge of current labor
market conditions.

The relationship between the insured and total unemployment rates is shown in
the two panels of Figure 3. Although the IUR and TUR tend to move in parallel
fashion over the business cycle, they have drifted apart since 1955. Before 1980, this
drift could be easily explained by the changing composition of the civilian unem-
ployed-who were younger, less likely to be job losers, and increasingly drawn from
industries with low levels of insurance coverage-and by changing regulations about
the insurance coverage of employed workers. After 1980, however, the sharp decline
in the IUR relative to the TUR has been almost entirely due to the sharp drop in
the fraction of new job losers collecting benefits.

As a result of the drop in the IUR, the extended benefit program has virtually
ceased to function. At the moment, only a half dozen states offer extended benefits
even though many more states have total unemployment rates exceeding 7 percent.
When the employment situation in a state deteriorates, its total unemployment rate
rises, but its insured unemployment rate often does not rise by enough to trigger
extended benefits. The result is that the extended benefit program either fails to
trigger on or triggers on late in an economic downturn. Moreover, even where ex-
tended benefits become available, the IUR can be expected to fall below the critical
threshold relatively early in an economic recovery. Many beneficiaries are thus
dropped from the insurance rolls even though the job market remains very weak.

The extended benefit program also contracted over the past decade because of sig-
nificant changes in Federal law passed in 1981. Before 1982 the extended benefit
trigger rate was computed by including recipients of both regular and extended ben-
efits in the count of insured unemployed. (Thus, the trigger rate used before 1982
was not identical to the IUR, which-excludes recipients of extended benefits from
the numerator.) Since extended benefit recipients are now excluded, the level of in-
sured unemployment needed to trigger the extended benefit program has effectively
been raised. Also, before 1981 the extended benefit program could be triggered in all
states if the national insured unemployment trigger rate exceeded 4.5 percent.,,The
national trigger rate was eliminated by the 1981 legislation. Beginning in October
1982, extended benefits have been available only in states in which the IUR exceeds
5 percent and is at least 120 percent of the rate over the previous two years. Some
states also provide benefits when the IUR reaches 6 percent, regardless of the rate
in previous years. These trigger t.ites are one percentage point higher than the com-
parable rates in effect before 1982.

The legislative reforms of 1981, along with the sharp drop in the number of regu-
lar UI claimants, had a calamitous effect on the extended benefit program. At the
end of 1982, when the civilian unemployment rate reached 10.8 percent-a post-war
record-only fourteen states with particularly high insured unemployment rates of-
fered extended benefits. By October 198:3, with unemployment still hovering above 9
percent, only two states and Puerto Rico offered extended benefits. In contrast,
during the 1974-76 recession, when unemployment reached a high of only 9.0 per-
cent, all 50 states offered extended benefits for prolonged periods. As a practical
matter, the extended benefit program no longer operates as an effective counter-cy-
clical stabilizer. Except in extraordinarily severe recessions, the program is unlikely
to offer benefits to a sizable number of workers.

3 The Revenue Act of 1978 taxed U1 benefits received by some middle-income and all high-
income taxpayers, while the Tax Act of 1982 (TEFRA) reduced the income thresholds for tax-
ation of benefits to $12,000 for single filers and $18,000 fnr married couples filing jointly. The
1986 Tax Reform Act made all unemployment compensation subject to taxation under the per-
sonal income tax.
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POLICY IMPLICATIONS

An important implication of these developments is that the unemployment insur-
ance system has become a much weaker source of counter-c.yclical stimulus during
economic downturns: (1) The effectiveness of the extended benefit program has been
cut at least in half as a combined result of the legislative changes passed in 1981
and the continued weakness of the IUR as a measure of the labor market situation;
(2) The stimulus provided by the regular 26-week program has dropped by one-fifth
because of the decline in the number of claimants relative to the number of unem-
ployed job losers; And (3) The stimulus provided under both the regular and EB pro-
grams has dropped by an additional 15-20 percent as a result of the taxation of ben-
efits. In comparison with the ievel of counter-cjlical stimulus available during the
196ls and 1970s, the stimulus provided by the current system has dropped by at least
a third. The income protection available to jobless workers has dropped by a similar
amount.

Reform of extended benefit trigger. Because the IUR is a poor indicator of the con-
dition of the job market, it is a faulty instrument for triggering state-level extended
benefit programs. The current trigger is like an oral thermometer that registers a
temperature that is 4 or 5 degrees below the patient's actual temperature. The pa-
tient might be burning with fever, but the defective thermometer could show a
healthy temperature of 98.6 degrees. Under these circumstances, a sensible doctor
would throw out the thermometer and try to obtain a more accurate assessment of
the patient's condition. We should do the same with the extended benefit unemploy-
ment rate trigger.

Given present limitations in state-level unemployment data, the best trigger
mechanism must depend on a combination of information about overall unemploy-
ment, as reflected on the Current Population Survey, and state-level insured unem-
ployment, as indicated by the TUR or some other statistical series maintained by
state UI systems. One possibility is the Bureau of Labor Statistics' estimate of state-
level unemployment rates. This estimate is available on a timely basis, although it
suffers from somewhat questionable reliability. As a practical matter, I would sug-
gest that we rely on the BLS estimate of the state unemployment rate, which is
based on data from the Current Population Survey as well from the state unemploy-
nent insurance system. When the state unemployment rate rises above, say 7 per-
cent, states could be required to offer, at least seven weeks of extended benefits.
States with BLS-estimated unemployment rates above, say, 9 percent should be obli-
gated to offer seven more weeks extended benefits in addition to the seven just men-
tioned.

A simpler reform would be to reduce the current insured unemployment trigger
rates enough to make the extended benefit program approximately as generous as it
was before 1981. Reducing the critical threshold rates about 1.5-1.8 percentage
points would accomplish this goal. One weakness of this procedure is that the ex-
tended benefit program would remain vastly unequal across the 50 states. States in
the south and west typically have lower insured unemployment rates than states in
the north and midwest because they make it more difficult for job losers to collect
regular unemployment benefits. Thus, in a recession that is equally severe all across
the nation, Massachusetts and Michigan might offer extended benefits when Florida
and Texas did not. To eliminate this inequity, it is necessary to move away from
insured unemployment statistics in triggering extended benefits.

But the first necessary step is to get the extended benefit program working again.
We should try to avoid a repetition of the experience of the early 1980s, when the
extended benefit program shrank even as unemployment-especially long-term un-
employment-rose to new post-war highs.

Long range reform. In the long run it would be worthwhile to consider alterna-
tives to the current method of financing unemployment insurance and of setting eli-
gibility requirements and benefit levels. Experience over the past 15 years suggests
that state legislatures are reluctant to build up their UI reserves during economic
expansions by enough to weather deep recessions. When a severe recession occurs,
state governments often resort to immediate payroll tax hikes or benefit cuts to
keep their programs solvent. Either action reduces the effectiveness of unemploy-
ment insurance as an automatic stabilizer. A benefit cut also adds unnecessary
hardship to the plight of the unemployed. A long-term remedy to this problem is to
give states substantial incentives to build up their trust fund reserves during good
times, for example, by penalizing states with low reserve ratios if their unemploy-
ment rates have remained low over several years. On the other hand, states with
low reserve ratios or negative balances in their trust funds should be assured that
in recessions the U.S. Treasury stands ready to loan money to replenish reserves-at



comparatively low interest rates if the state has experienced high unemployment
over a substantial period.

In addition, it would be useful to raise substantially the wage base currently used
to assess unemployment insurance payroll taxes. In many states, the tax base in-
cludes only the I rst $7,000 of a worker's earnings. In only a handful of states does
the wage base exceed $14,000. Thus, states impose relatively high tax rates on ini-
tial earnings rather than lower rates on a much larger base. If the burden of the
payroll tax is borne by workers in the form of lower compensation, as most econo-
mists suspect, this means that a disproportionate share of the tax is borne by low-
wage or intermittently employed workers. The tax is regressive, and it perversely
discourages employers from hiring extra workers when the economy improves. In
my view, the tax base should be raised to at least $25,000 in all states.

It would be desirable within the next year or so to consider a thorough overhaul
of unemployment insurance. Congress and the President, perhaps with the help of a
broadly representative study commission, should ponder whether there are ways to
reduce the wide disparities in benefit levels, eligibility standards, and payroll tax
formulas that now exist in the 50 states. Many of these disparities unfortunately
arise because states feel they must compete in attracting business, usually through
a low payroll tax rate. The differences between programs seldom arise because
states are competing with one another to offer workers good protection against the
hazard of job loss. Yet an effective unemployment system must strike a reasonable
balance between the goals of keeping costs low and offering enough income protec-
tion to minimize the suffering of jobless workers and their families.

A vital task for policymaking in the coming year is to restore the ability of the
nation's unemployment insurance programs to deal with severe recession. A worth-
while start on this task would be a modest reform of the triggering mechanism for
extended unemployment benefits.
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Figure 1. Share of Unemployed Workers
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Figure 2. Number of Regular Benefit Claimants
for Every 100 Short-Term Job Losers, 1968-90
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Figure 3. Insured Unemployment Rate Versus Civilian Unemployrnat Rate
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PREPARED STATEMENT OF WILLIAM J. CUNIN1GHAM

Mr. Chairman, I appreciate this opportunity to presen' the views of the AFL-CIO
on problems of the nation's unemployment insurance system.

Unemployment insurance (UI) is the first line of defense fo' workers and their
families when the worker loses his or her job. It is a key part o. the nation's "safety
net" which helps workers and their families maintain a minimum standard of living
when workers lose their jobs and their income. By helping to maintain consumer
buying power, UI benefits serve as a counter-cyclical stimulus when the economy is
in recession.

Unfortunately, the UI "safety net" is full of holes. Coverage of workers is tragical-
ly inadequate. Since 1984, just one-third of the unemployed have been getting UI
benefits. The long-term jobless have been largely uncompensated. And U! Income
replacement rates continue to be far below adequate levels.

Reform of the UI system is urgently needed to deal with current high levels of
unemployment and with persistent long-term joblessness even after the end of the
recession. I have attached to my testimony a graph (Appendix A) which indicates
worse unemployment lies ahead in this current recession and a table (Appendix B)
which indicates that unemployment remains high for a long time after the official
end of a recession.

According to the AFL-CIO Research Department, using data from the Bureau of
Labor Statistics, the graph in Appendix A shows that unemployment rose more
than three full percentage points from beginning to end of our last major recessions.
We can expect unemployment to go over 8 percent with more than 10 million people
who will need income support while looking for work. And we can expect more than
3 million unemployed workers to exhaust their Ui benefits in 1991.

The table in Appendix B warns us that unemployment does not drop rapidly after
recessions end and after the economy turns up. In fact, it took at least three 'ears
after the economic upturn into post-recession recovery for unemployment to fall
oclow 6 percent in our last major recessions.

Even if the recession were to end today, the need for unemployment insurance
reform will be with us for a long time to come.

The AFL-CIO Executive Council recently called on Congress to ease the suffering
of unemployed Americans and declared that, "The unemployment compensation
system needs immediate reform to provide extended benefits, expanded eligibility,
and adequate funds for efficient administration of the program." Let me turn first
to the eligibility issue.

ELIG IBILITY

In 19S9, about 6.5 million persons were unemployed every month, but the number
getting U! benefits averaged only 2.2 million. So only 33 percent of all unemployed
workers were getting U! benefits in l9e-9.

In 1990, an average of 6.9 million persons were unemployed every month, but only
2.6 million were getting UI benefits-only 37 percent of till jobless in 1990. About 4.3
million unemployed Americans, 63 percent of all jobless workers, went without UI
income support in a typical month in 1990.

I have attached to my testimony in Appendix C a state-by-Otate list with the per-
centage of unemployed who got UI benefits in the 12 months ending September
1990. This percentage ranges from a high of 58 percent in Rhode Island to a low of
11 percent in South Dakota, with a national average of 33 percent for fiscal 1990.

Disqualification and denial of eligibility of UI claimants by state UI administra-
tors are key reasons for the low rate of unemployed workers receiving UI benefits.
State U! administrators too often are responsive to employers' demands to keep ben-
efits low and eligibility restrictions high so that state UI taxes can be kept low. This
"business climate" app,-oach to UI encourages states to compete with one another,
not in a positive sense -)ut in a fashion harmful to the interests of jobless workers.

The National Commission on Unemployment Insurance pointed out in 1980 that
these issues go to the heart of the nature of unemployment compensation as a
system of social insurance distinct from welfare.

The Commission declared that in the area of cancellation of benefit rights. the
trend by states to impose strict disqualifications "has been so strong t!,ai Congress
should intervene to correct what is widely regarded a, a loophole in the Federal
law." (page 48)

Both of these statements by the Commission indicate a long-standing need for
Federal standards to restrict disqualifications of UI claimants by the states.



And the Commission recommended to Congress "that the FUTA be amended to
provide that State laws may not require any reduction of benefit rights except for
fraud or receipt of disqualifying income." (page 48)

The purpose of the UI system is to help unemployed people in time of need, not to
punish them for the circumstances under which they lost or left a job.

For this reason, the AFL-CIO strongly supports Federal standards which would
generally limit state disqualification of UI claimants. We believe that jobless work-
ers who have earned enough quarters of coverage should be eligible for UI pay-
ments after 10 weeks at a maximum, and that there should be no disqualification
except for fraud or felony offenses.

Federal standards to set minimum Ul eligibility requirements are necessary to
assure "safety net" assistance for the 60 percent of the unemployed who are not
now getting UI benefits. This is a legitimate and proper role for the Federal Govern-
ment, and it is much needed to assure a greater degree of fairness and equity in the
state U! programs.

The experience of the last ten years indicates clearly that in the absence of strong
protective Federal standards, most state unemployment insurance programs do not
adequately protect workers, and, in fact, deny Ul benefits to most jobless workers.

We believe unemployment compensation is an earned right, based on work experi-
ence. Wnrkers have a stake in th's system by virtue of the contributions made on
their behalf. Should they become unemployed, and if fraud and disqualifying income
are not factors, they should have automatic rights to jobless assistance.

This view justifies a Federal prohibition against states cancelling a UI claimant's
wage credits or cancelling a claimant's rights to weeks of benefits for any cause
other than fraud in a Ul claim, or receipt of disqualifying income.

We have serious reservations about exceptions for discharges for misconduct con-
nected to work becaLte employers so often claim such misconduct in order to evade
responsibility for a layoff and thus avoid raising their experience-rated state Ul
taxes. We also oppose exceptions for labor disputes as a failure by the state to pay
earned benefits. Failure to pay benefits in such situations places the state on the
side of the employer in the dispute.

Eligibility for UI benefits should be made more inclusive than it now is in almost
all states. Therefore, we strongly support Federal standards which limit state dis-
qualification of UI claimants. Hundreds of thousands of jobless workers and their
families will benefit from the widening of eligibility and coverage made possible by
enactment of these provisions. -

L'A BENEFIT LEVELS

Even those jobless %%orkers lucky enough to get UI benefits do not do very well.
They end up getting an average of only one-third of the previous earnings-far less
than the 51) percent average recommended by the National Commission on Unem-
ployment Insurance.

The average weekly 1l benefit was lust Slfil a week in fiscal 1990. But the state-
by-state range. as you can see on Appendix C attached to my statement, goes from a
high of ,212 in Massachusetts to a low of $101 in Louisiana. As a percentage of av-
er.ge weekly wages. the state-by-state average weekly UT benefit ranged from a
high of 46 percent in Hawaii and Rhode Island to a low of 27 percent in Louisiana

The low level of Ul benefits reflects the power of employers in state legislatures.
-Too many state legislators and too many state UI administrators adopt the employ-

ers' view that it is more important to keep UT taxes low and UI benefits low rather
than to help jobless workers and their families with adequate UT payments. This
approach defeats the purpose of the UI system.

BENEFITS FOR TIlE I.ON(;-TERM JOBLSS

The U![ system does not now cope effectively with long-term unemployment.
Almost one-third of those who do get U[ benefits exhaust their benefits before they
find a job.

In 19, there were 2,300,001 jobless workers who used up all their UT benefits. In
1991, this total will certainly exceed 3 million. A state-by-state listing of the percent-
age of UT claimants who exhausted their UT benefits in fiscal 1990 appears in Ap-
pendix C of my testimony.

Unrealistic and unworkable state unemployment triggers for extended benefits
have the effect of denying benefits to most long-term unemployed workers.

The existing Insured Unemployment Rate (IUR) trigger for activating extended
UT benefits is unrealistic and unworkable. The IUR is far below the Total Unem-
ployment Rate (TUR) and, therefore, a poor indicator of the true level of unemploy-



meant. Furthermore, the IUR is excessively and wrongly stable when the TUR goes
up. The TUR is the obvious and logical trigger to use in determining when a state
can activate its extended benefits program.

At the beginning of this year, with total unemployment at 6.1 percent, not a
single state had an extended benefits program triggered on. Even now, with unem-
ployment at 6.8 percent, only seven states have an EB program in effect. As a
result, the present EB program is only minimally effective in helping long-term job-
less workers. Gary Burtless of the Brookings Institution says, "For practical pur-
poses, the extended benefit program has now virtually ceased to function." (Brook-
ings Review, Spring, 1991, page 40)

To amend the present EB program would not have immediate benefit because the
benefits would not take effect in a state until the state amended its state extended
benefits law, a process which could take over a year.

There is an urgent need, therefore, to reform or replace the present federal-state
extended benefits program to help workers and their families through the personal
and family crisis of long-term unemployment.

ADMINISTRATIVE FINANCING

In recent years, as unemployment has been going up, there have been chronic
problems of under-funding of Federal grants to the states for administering the un-
employment insurance system. This creates serious problems and inefficiencies in
administration of UI-and it leads to heart-rending delays and hardships for jobless
workers seeking the UI benefits to which they are entitled.

The tragic effect of this under-funding for administration at the state level is a
reduction of services to jobless workers at a time when they are most in need.

Administrative funding shortfalls and instability in local offices serving unem-
ployed workers have grown in recent years. Offices are closed, hours of service are
shortened, and experienced UI staff are laid off. This makes it increasingly difficult
for jobless workers to collect the UI benefits to which they are entitled and to re-
ceive ttie counseling and assistance to help them become reemployed.

For example, in Michigan, workers claiming UI benefits are waiting up to five
weeks for their first check. In Maine, workers are waiting three to four weeks for a
check. As the recession gets worse and unemployment rises, we will see longer lines
at overcrowded UI offices, more offices closing, and more service breakdowns like
the January failure of New York State's computer system because of an unmanage-
able overload of UI claims.

Therefore, we urge that funds for a UI administration should be an entitlement
grant appropriated automatically. This would provide funds necessary for local un-
employment compensation offices and for local employment service offices to assure
adequate services for the growing number of unemployed.

STATE SOLVENCY

Unfortunately, state trust fund accounts from which UI benefits are paid are in
terrible shape to deal with recession and high unemployment. The General Account-
ing Office has detailed the failure of many states to accumulate sufficient reserves
during the years of economic growth to pay UI benefits during recession years. The
GAO noted that a severe recession in 1991 will force 22 states to borrow more than
$17 billion to keep up their UI benefit payments.

The May 1990 GAO report warned that the probable result of state U! trust fund
insolvency in 1991 would be 1) intensified action by the states to make it more diffi-
cult for workc;-s to qualify for UI benefits; (2) continued state action to restrict the
size and duration of UI benefits; and 3 perhaps even higher state UI taxes on em-
ployers.

All these actions in time of recession would be contrary to the two key purposes of
the unemployment system: first, to provide cash benefits and income support to un-
employed workers; and second, to help stabilize the economy during recession by
helping to maintain consumer buying power.

DOWNEY BILl.

In conclusion, Mr. Chairman, let me state again that the existing unemployment
compensation system falls far short of its two key goals-income replacement for
jobless workers and ceunter-cyclical economic assistance for local communities and
the nation.

The problems with eligibility standards, benefit levels, disqualification periods, a
flawed extended benefits program, inadequate funding of the state unemployment
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compensation and employment services, and the financial solvency of the state trust
funds all require urgent action by Congress.

On the House side, the AFL-CIO is supporting H.R. 1367, the U! reform bill spon-
sored by Congressman Downey, Chairman of the House Ways and Means Subcom-
mittee on Human Resources, which is working on this bill. We hope the House
Ways and Means Committee will approve legislation along the same general lines.

The Downey bill is a significant step forward toward effective Federal standards
to widen eligibility for benefits, a new and improved Federal supplemental compen-
sation program to help workers who exhaust their regular UI benefits, and an ap-
propriated entitlement grant for state administration of UI. We regret, however,
that the Downey bill does nothing to improve the miserably low level of state UI
benefits.

Mr. Chairman, we appreciate your leadership and the interest of this Committee
in maintaining and improving the nation's unemployment insurance system. The
AFL-CIO is eager to work with you and the members of this Committee to advance
sound legislation in this area.

Thank you.

Attachments.



Past Recessions Indicate
Worse Unemployment to Come
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In past recessions unemployment rose more than 3 percentage points.
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It Takes Years For Unemployment To Go Down

After Oct 73-May 75 Recession
It took 3 years for unemployment to fall
below 6 percent. Unemployment neverreached its pre-recession unemployment
rate of 4.3 percent.

After Nov 79-July 80 Recession
Unemployment declined for' only 9
months to 7.2 percent before turning
up again in the 1981 recession.

After July 81-Nov 82 Recession
It took 4 1/2 years for unemployment to
fall below 6 percent.

Source: Bureau of Labor Statistics

Even after the official end of a recession,
unemployment remains high for a long time.
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APPMDII1 C

Unemployment Insurance Under State Laws, Jan. 1- 1991
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APPENDIX D

Adopted by the AFL-CIO
Eighteenth Constitutional Convention
November 19, WashIngton, D.C.

Unemployment Insurance

The razon's u6 no t LMnPAM Systm U fatig5 tisTu O tM o pro-
vide a cushuio for those in our society who have lost ftir )ob. For the

ptsi five yeaM just one-dturd of the joes have received benefits under

this program LAt year nearly 70 percent of the unemployed got nothing.

Without substantial reform. the unemploynD murance system wl be
uarsponsive to demands t future recessiocts and will be unable to provide

the coumnrcyclc stimulus to the economy a is a halmark of the
program,

The AFL-CIO has urged Congress to reform the unemploymm insurance

system. Intentional underfunding of state benefit wm fund accounts has

resulted in severe resuictios on ehlgbiity and has encouraged sue to

keep benefit payments low. Federal mmunum standards for benefits and
finAncing are desperately needed pro the unemployed. The AFL-CIO"

strongly supports Ladexing the federal table wage base to provide a fixed
statutory relanosuphi between earnings and the way funds are accumuLted

to support benefits when dte earnings ae disupted. [ndeun the federal
taxable wage base at 65 percent o( the average annual wage is a moderate.

reasonable sop to provide tie under naings for a sesble jobless inmuanc
scheme.

The AFL-CIO believes that the Extended Benefit program. whicb for all

pracuctal purpose is uioperative today, must be reformed by mang the

system more responsive to the problems of longeerm joblessness. We

beheve that if the extended benefits program must rely on trigSers, reform

must move away from, or even aboLish. eiia uoo the insured unemploy-
ment rate (UJR) in favor of the tol unemployment rate (TUR). Despite

some problems and ieqwaes that are ctmain to occur, we endorse the oo-

tion that a TUR for local labor market areas (or sub-snae trtSen)--even

if dependent upon a discretionuy act by the governor of the state-ought

to be another avenue available to activate extended benefits.

The failure to adequately fund the adamstntaon of the UI and Employ-

meat Service system has reulted in senous problems for policy makers.

for stte agencies and tbeir employee. and for the people they are pledged

to serve. Reform in fencing the &dmunsuax of the unemployment in-

surance system mus involve an mcreae in the federal taxable wage base.

This would emble Congress to apprpna more adquae amounts for the

operaon oftbe program while allowing the necessary and continued build-

up of funds in the federal a countsThe Department of Labor should

establish basic levels of admaunmstive support that would be consistent

rgrdlss of the coaditioa of the economy. The ditrbution formula can

be adjusted to give states bete planning cpa es aid assistuce in corn-

puaeruzton efforts.
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PREPARED STATEMENT OF BILL GROSSENBACHER

Mr. Chairman and members of the Committee, my name is Bill Grossenbacher. I
am Administrator of the Texas Employment Commission and Pcesident-Elect of the
Interstate Conference of Employment Security Agencies (ICESA). ICESA's members
are the state officials who administer unemployment compensation laws, the public
employment service, labor market information programs, and in many states, job
training programs. Thank you for the invitation to appear today to discuss the
state-Federal unemployment compensation program in the context of the-current re-
cession.

Unemployment compensation has long been, and continues to be, the Nation's
first line of defense in a recession. Cash benefits, provided as a matter of right to
workers who are idled by the economic downturn, serve the dual purposes of allevi-
ating personal hardship and stabilizing the economy. State financed benefits tide
workers over for up to 6 months; when unemployment reaches levels high enough to
trigger payment of Extended Benefits, another 3 months of payments, financed
jointly by the state and Federal Government are available. During past recessions,
the Federal government has provided additional weeks of supplemental benefits fi-
nanced entirely by the Federal Government. During the current recession, questions
have been raised about whether the unemployment insurance system is fulfilling its
traditional roles adequately.

DECLINE IN PERCENT OF UNEMPLOYED RECEIVING BENEFITS

During this recession, the press has frequently reported that in 1975, a recession
year, about three quarters of the unemployed received benefits while now only 3.57
are compensated. Often, the major reason cited for this decline has been action by
states resulting in more restrictive qualifying and eligibility requirements. While
some states have tightened requirements, especially those related to voluntary sepa-
ration from a job and the minimum amount of work/earnings to qualify for bene-
fits, the restrictions on benefits at the Federal level have had a much greater
impact.

The portion of the unemployed who receive benefits tends- to fluctuate with eco-
nomic conditions. A higher portion of the unemployed are paid benefits during re-
cessions because those who have recently lost their jobs usually qualify. Unemploy-
ment insurance was not structured to provide assistance to new entrants or reen-
trants to the labor force or to the long term unemployed. Now, as we have entered a
recession, the gap in insured and total unemployment is narrowing.

In March, 47.1% of the unemployed were receiving state unemployment benefits,
compared to 49%f who received state unemployment benefits in 1975. In 1975, 26%"
of the unemployed received Federal unemployment benefits: including extended
benefits: Federal supplemental benefits, special unemployment assistance, and bene-
fits for former military service personnel. In M|arch, only 0.4% were receiving state-
Federal extended benefits and other Federal benefits such as those available to
former Federal workers. Most of the Federal benefits, which were available primari-
ly to those who had already received state benefits in 1975, have been either elimi-
nated or restricted since that time.

The restrictions made to the state-Federal extended benefits program are listed
below:

0 In l9S0. il.l,. 9k-9 91 required states to deny extended benefits to individuals
who failed to meet certain Federal eligibility requirements. These include present-
ing "tangible proof' of the individual's search for work each week, and denial of
benefits if the individual failed to meet the requirement, not just for that week, but
for the duration of the individual's unemployment. Another requirement is applica-
tion for "suitable" work, suitable being defined as any work for which the individ-
ual is capable and which pays at least the minimum wage or as much as the indi-
vidual's weekly benefit amount.

e In 1981, the national trigger for extended benefits was eliminated, making ex-
tended benefits available only when the state insured unemployment rates meet the
required levels.

* Also in 1981, the calculation of the state extended benefit trigger rates was re-
vised to exclude extended benefits claims, in effect, increasing the level of unem-
ployment required to trigger an extended benefit period.

* In 1982, the state trigger rates were changed from 4r (plus an increase of at
least 20% compared to the same period in the prior two years) and the optional 5%
without regard to the comparison with a prior period, to their present levels, which
are 5% plus a 20%7 increase and the optional 6%.



a Also in 1982, states were required to deny extended benefits to unemployed
workers who had not worked at least 20 weeks in full time employment, or the
equivalent, during the 12 month period on which his/her stote unemployment bene-
fit claim was based.

There were cuts in other Federal unemployment benefits as well:

* In 1980, Federal funding of benefits for former public service workers (under
the Comprehensive Employment and Training Act) was eliminated.

* In 1982, P.L. 97-362 limited payments to former military service personnel to
half the number of weeks available to unemployed civilian workers and imposed a 4
week waiting period for benefits.

In addition to the cut-backs in Federal benefits, the Federal Government has both
required and encouraged states to restrict benefits over the last ten years:

* In 1980, P.L 96-364 required states to deduct pension payments, including social
security, from unemployment benefits. In many cases, this disqualifies otherwise eli-
gible unemployed workers from benefits entirely.

* Also in 1980, Federal reimbursement for the first week of extended benefits was
eliminated for any state that did not require at least a one week waiting period for
regular state benefits, in effect, a financial penalty for states that chose to have no
waiting week.

* In 1983, states with insolvent trust funds were offered a chance to stretch out
repayment of loans to the Federal Government if they took steps to cut benefits as
well as increase revenue,. States in poor financial condition had little choice but to
make benefit cuts part of their package of "solvency legislation."

• Also in 1983, states were required by Federal law to deny benefits to nonprofes-
sional employees of educational institutions between academic terms.

° In 1986, unemployment benefits were made subject to Federal income taxation
without regard to the individual's total income. Some believe that this reduction in
the value of benefits has made some unemployed workers less likely to claim bene-
fits.

ICESA urges you: to repeal the Federal qualifying and eligibility requirements as-
sociated with the extended benefit program and other Federal requirements related
to eligibility for state unemployment benefits; to provide unemployment benefits to
former military personnel on the same basis as benefits are provided to civilian
workers; and to monitor the number of workers who have exhausted state benefits
to determine whether a Federal supplemental benefits program is needed.

As you consider changes to the extended benefits program trigger levels, please
keep in mind that states have made decisions about their trust fund reserve levls
based on projections of outlays under the current extended benefit trigger levels.
Any changes which would increase state financial obligations during this recession
could lead to insolvency of some states' trust funds. States need sufficient lead time
to factor any increased benefit obligations into their trust fund reserve calculations.
Lead time of at least one year, and two years in states where the legislature does
not meet every year, is also needed to enact necessary state legislation to implement
changes to the program.

ADMINISMrATIVE I'UNDING

As we entered this recession, most state employment security agencies were not
as well prepared as they needed to be to serve a growing number of jobless workers.
Cutbacks in Federal appropriations for administration of unemployment insurance
and employment services during the 1980's have left most states with fewer staff
and local offices than they need to meet recession-level workloads.

One of the great strengths of the unemployment insurance system over the years
has been its ability to expand and contract in direct response to economic condi-
tions. This flexibility has been due in great measure to reliable Federal funding
based on workload-the number of unemployed workers filing claims for benefits. In
recent years Federal funds have been greatly restricted. Since 1983, state unemploy-
ment insurance staff levels have dropped from about 57,000 to about 43,000. Over
the last ten years, the number of employment service staff nationwide has dropped
from about 32,000 to the present level of about 17,000. Although the drop in unem-
ployment insurance staff has been due, in part, to lower unemployment during the
late 1980's, the combined reduction in resources for UI and ES which share many
facilities reduced the system below the level necessary to maintain an adequate in-
frastructure of offices and computer systems. Thus the unemployment insurance
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system entered this recession without the capacity it needed to respond to recession
level unemployment.

The system was able to expand expeditiously in the past because Federal adminis-
trative funds increased concurrently with increases in unemployment. Before Fiscal
Year 1990, when claims for unemployment benefits exceeded the level on which the
appropriation was based, the Department of Labor requested supplemental funds to

ay for services to the additional unemployed workers. However, our experience in
FY 1990 and the changes to the budget process enacted last year suggest that we
can no longer rely on additional Federal resources when unemployment increases,
creating uncertainly in state planning and service delivery.For the past two years, there have been shortages in funds for administration of
unemployment insurance due to underestimation of the unemployment rate and
consequently, the number of people filing claims. Last year, the Department of
Labor notified states that although unemployment projections were higher, the Ad-
ministration would make no supplemental funding request. Instead, the Department
of Labor reduced the amount of basic grant funds previously allocated to states by
an average of 6.7% and implemented plans to reimburse states at a reduced rate
each quarter for additional workload. As a result, many local unemployment offices
were closed. For example, 17 full-time offices and 45 part-time offices were closed in
Indiana. There were long lines in many offices; unemployed workers waited four to
five hours to file claims in Michigan, or example. Due to these obvious hardships,
Congress took the initiative and provided $100 million in supplemental funds in
May, 1990. These additional resources shored up the system for the remainder of FY
1990; however, the delay of almost six months meant that from January to May
many unemployed workers were subjected to overcrowded offices and delays in
claim filing and payments. Our own employees in these offices were pushed further
than good management dictates. They put in long hours and were blamed for the
overcrowded conditions by understandably frustrated unemployed workers.

Again this year, we were faced with a shortfall, estimated at $201 million. The
Department of Labor notified states that reimbursements to states for additional
workload each quarter would be reduced by 25%. The Administration requested
only $100 million in supplemental funds, just half the amount needed to fully fund
state costs. Earlier this month, the President signed the supplemental funding bill
providing $150 million for unemployment insurance administration, $50 million
more than the Administration had requested and enough to fund 97% of state costs
for the remainder of the year. However, the shortfall from the first quarter will not
be made up. Although the supplemental this year came earlier than last year, states
were operating on the basis of reduced funding during the winter peak claims
months. The resulting long lines of unemployed workers became a familiar sight on
televisions and in newspapers throughout the country.

Fundamental changes are needed in administrative funding arrangements for un-
employment insurance in order to avoid even worse problems in the future. Changes
made by the Budget Enforcement Act will create serious funding problems for the
unemployment insurance system when unemployment declines. The baseline esti-
mate for unemployment insurance and other social insurance programs is to be ad-
justed for changes in the number of beneficiaries. While this was intended, presum-
ably, to adjust 'unding for workload changes, it does not take into account that
about 40% of the basic administrative costs of unemployment insurance are associ-
ated with collection of state unemployment taxes, costs that are not related to the
number of beneficiaries. (These costs are related to the number of employers subject
to the state law and the number of their employees). The baseline methodology will
reduce the entire amount of funding for unemployment insurance, including the sig-
nificant portion associated with tax collections, by the percent decline in the
number of beneficiaries. Therefore, when unemployment goes down, the potential
reduction in resources would be so great as to virtually destroy the system. This is
illustrated by the recently adopted House Budget Resolution for FY 1992 which as-
sumes a level of funding for unemployment insurance which is $412 million below
the President's request.

ICESA has several recommendations for improving administrative funding for un-
employment insurance:

First, ICESA has long advocated excluding the Federal Unemployment Trust
Fund from Federal budget totals. This would permit appropriations to be made
on the basis of programmatic considerations rather than Federal budget deficit
reduction goals. The scarcity of funds for unemployment insurance is particu-
larly difficult for employers, workers, and state officials to understand because
a Federal payroll tax, the Federal Unemployment Tax, produces revenue which
is dedicated to providing administrative funds for unemployment insurance, em-



gloyment services and certain veterans employment programs. These funds are
eld in the Employment Security Administration Account in the Federal Un-

employment Trust Fund, from which appropriations for these programs are
made. The Employment Security Administration Account was projected to have
a balance at the end of FY 1990 of $2.24 billion, $1.08 billion above its statutory
ceiling. More than sufficient Federal unemployment tax revenues are collected
for unemployment insurance and employment services; however, they are held
hostage like many other trust funds to the Federal budget deficit.

Second, serious consideration should be given to switching the administrative
costs of unemployment insurance from the discretionary to the mandatory cate-
gory. Administrative costs of many other entitlement programs are structured
in such a way that those costs are also an entitlement. If unemployment insur-
ance remains in the discretionary category, increases in the cost of unemploy-
ment insurance administration will either be ignored to the detriment of unem-
ployed workers or funded at the expense of other domestic discretionary pro-
grams. By switching unemployment insurance administration to the mandatory
category, these changes in cost could be accommodated.

Third, language should be included in appropriations for unemployment in-
surance operations which would provide necessary funds to process claims for
unemployment which are not anticipated at the time the appropriation is made.
This would ensure that funds would be available if unemployment should rise
even higher, without the necessity for supplemental appropriations. Similar
'contingency" appropriations language already exists for administrative costs of

other benefit entitlement programs.

STATE TRUST FUNI) SOLVENCY

During the past seven years states have repaid about $14 billion in Federal loans
and built up total state trust fund reserves of about $40 billion. Studies by the Gen-
eral Accounting Office project that in a severe recession beginning in 1991, 22 states
would borrow $17.4 billion over a five year period from the Federal Unemployment
Account (loan fund) in the Federal Unemployment Trust Fund.

ICESA has no independent projections of state borrowing; however, we believe
that the Federal policy decisions in the 19S0's related to unemployment trust fund
loans will tend to limit borrowing and encourage quicker repayment. The interest
charging provisions which went into effect in 1982 have eliminated any incentives
for states to build large debts.

While adequate reserves are always a goal, there are tradeoffs between higher re-
serves, which require higher taxes, and lower reserves which may require occasional
borrowing. Each state has determined the risk it is willing to take. There have been
suggestions for Federal incentives for higher trust fund reserves. For example, the
Federal Government could pay a higher rate of interest on state trust fund reserves
that exceed a certain level of solvency, or discount the rate of interest charged on
loans if the state met a certain level of solvency in the year prior t.. borrowing. We
think that these are interesting ideas which should be explored further.

However, we urge you to reject any proposals for Federal solvency standards for
state trust funds We believe that such standards are neither feasible nor desirable.
They could result in benefit cuts or inappropriately timed tax increases. Decisions
about state trust fund solvency should be made in the legislative process of each
state where the many variables which must be considered can be taken into ac-
count.

Mr. Chairman. ICESA appreciates your continuing interest in unemployment in-
surance. If you have any questions. I would be pleased to address them.

PREFPAREI) STATEMENT OF R1EPRE-SENTATIVE SANDER NI. LEVIN

I appreciate ve-y much the opportunity to testify at this hearing on our Unem-
ployment Insurance iUII program.

Mr. Chairman, we all share the same goal: a U1 program that delivers on its
promise to provide unemployment benefits to those who find themselves stranded by
economic forces beyond their control.

Put more bluntly, we need a U1 program that allows American workers to land
on their feet, not their face. We also need a program that provides the services for
which employers have paid taxes.

We do not have such a program today. As many of your witnesses will testify
later this morning, our UI program is frightfully unable to cope with the increased
demands placed upon it by the current recession. Many of these witnesses have de-



livered the same message to the Ways and Means Committee, on which I sit, and
we've crafted a UI reform bill that I believe will go a long way toward repairing the
program.

Many important aspects of the program need to be examined-why UI covers only
37 percent of the unemployed?, why only six states have triggered on to the EB pro-
gram?, whether eligibility standards and benefit payments should vary so widely
among States.

Because of time constraints, I want to focus today on two elements of the UI pro-
gram-administrative financing and job search/job training-to which I've devoted
considerable energy and attention. In both cases, the Federal Government has a
unique and important responsibility, and experts and interest group agree there is
an urgent need for reform.

ADMINISTRATIVE FINANCING

The Federal government's primary obligation is to provide the funding necessary
to administer the UI program. The S, ?ial Security Act of 1935, which established
the UI program, requires the Federal Government to provide all the funding needed
to operate "efficiently and effectively" our unemployment compensation system.

Yet for the past several years, the spirit of this law has been repeatedly and reck-
lessly violated. Though the Ul Trust Fund contains over $1 billion in the adminis-
trative expenses account, and though U1 is an entitlement program, the need to
reduce the deficit hab dictated overly rosy economic forecasts and skimpy U! admin-
istrative budgets. Budget politics have overridden the welfare of the American
worker and our responsibilities to American business, and put the integrity of the
unemployment compensation system at risk.

Recently, I visited an unemp'ayment office in Madison Heights, Michigan, just
outside Detroit in my district. What I saw shocked me. Lines stretched to the doors
as overburdened staff workers sorted through the piles of unfiled claims. Two Em-
ployment Service staffers were trying to place over 500 UI claimants in jobs, and
many times they were called off their jobs to help out processing initial UI claims.
They simply couldn't perform their important task of placing UI beneficiaries in
new jobs.

Several of the workers I talked to had been waiting over five weeks to hear word
on their claims, and they'd been forced to idle on the line just to get an update on
their status. I knew their predicament, since my staff had just spent four hours
trying to reach the same unemployment office by phone. I later learned there is no
separate phone line for the Employment Service-one phone line must handle all
the traffic. All nV staff got, and all those workers got. was a busy signal.

Over the past several months, a similar scene was repeated in unemployment of-
fices across the United States. Unemployed workers in many cases waited four to
five weeks for their claims to be processed. Benefit checks went out late. Mortgage
payments and other bills went unpaid. ,Job searches were delayed.

,Just as inpoirtantlv. the Federal Government has a strong interest in providing
the necessary administrative funding beyond siinply eliminating the delays in
claims processing. for two reasons- First, administrative funds are used to help col-
lect the FUTA tax from employers. The Labor Department estimates that the cumu-
lative past taxes total over $1L7 billion as of 1989. Second, administrative funds are
also used to track down and correct overpayments made to claimants. As of 1989, it
was estimated that over SI I billion in overpayments had not been caught and recti-
fied.

The result: our policy of skimping on administrative funding has cost the U!
Trust Fund up to .-2.S billion, and sowed the ground for future program fraud and
abuse.

Viewed against this backdrop, the recent snafu over providing supplemental
monies seems shortsighted and needlessly aggravating.

As early as last l)ecember, a number of us realized that the weakening economy
and rising unemployment rate would create a large shortfall in administrative
funds for the U! program. Sixty of my colleagues joined me in sending a letter to
President Bush urging him to provide for fiscal year 1991 the needed supplemental
funding, and to declare it an emergency so as not to jeopardize other important pro-
grams through a sequester.

The Bush Administration's response was faltering at best, insensitive at worst.
Though its own budget estimated the shortfall at $200 million, only $100 million in
supplemental funding was requested and no emergency declaration was attached.
After much wrangling back and forth, OMB Director Darman admitted in a letter
to Senator Byrd that he hadn't understood the true extent of the shortfall, agreed to
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provide $150 million in supplemental appropriations for UI, and declared that fund-
ing an emergency. At last, the system is beginning to respond.

I'm sure that Mr. Darman had strategic political reasons for initially denying
greater funding and then later reversing himself. I'm equally sure that other offi-
cials, including my good friend Lynn Mertin, had no choice but to tow the Adminis-
tration line.

What concerns me is the devastating toll this debilitating and unnecessary debate
took on those unemployed Americans who look to UI to sustain them in times of
need. While we argued inside the Beltway, too many Americans outside encountered
a UI program in disarray, unable to deliver the promised benefits.

I come before you to plead, on their behalf, for a permanent solution to the ongo-
ing administrative funding crisis. The supplemental appropriation process is too
cumbersome and inflexible to do the job properly.

There are a number of possible approaches, and I understand that several of you
are working on an anti-recession package that may address this issue of UI adminis-
trative funding. I hope that during your deliberations, you'll consider a proposal I
developed with Rep. Don Pease and that is now included in Chairman Tom Dow-
ney's overall UI reform bill.

Our proposal is quite simple. It would change UI administrative funding from a
discretionary to a mandatory spending program. Such an approach would put U! on
the same footing as other state-administered entitlement programs like Food
Stamps and AFDC, would provide for quick and efficient responses to unanticipated
increased in the U workIoad, and would guard against sequesters in other pro-
grams to make up those unanticipated increases.

Some have suggested that establishing a Contingency Reserve Fund on the annual
labor-1I1IS appropriations bill would take care of the problem. It is true that a Con-
tingency Reserve Fund would provide funding for unanticipated increases in U!
caseload, and in fact, I pushed for its inclusion on the recent domestic supplemental
bill.

But we sh-quld be clear that this is only an interim measure. Two large problems
would remain. First, the Contingency Reserve Fund does nothing to restore the ero-
sion in base funding for U1 administration over the past several years and to ensure
that this base funding keeps up with the increased costs of service delivery in the
future. The UI administrative base has been nicked several times by sequesters, has
not been adjust(-d for the increases in size of the labor force and increases in sala-
ries States must pay their workers, and faces a sharp decline in future funding
under OMB baseline projections if nothing is done.

Second, any increased funding from the Contingency Reserve Fund for unantici-
pated increases in U! caseload would count against the domestic discretionary cap
on spending, and therefore might risk sequestering other important programs.
During last fall's budget negotiations. it was agreed that any unanticipated in-
creases in caseload for other state-administered entitlements programs, such as
AFC)(. should not Jeopardize other programs and therefore would not count against
the spending caps The same should be true for the UI program.

One niire point. Like you. I'm concerned that we not automatically provide new
monies to 1U' administration, without regard for how that money is spent or what
efficieicy savings might be sqJueezed out of the program.

That', why it's important to understand that States cannot simply ask reimburse-
ment for any costs tihey incur. Instead, they're paid a fixed aniount for each addi-
tional claim filed, and that amount has built into it efficiency standards and as-
sumptions. Furthermore. this compensation rate for additional claims, which is ne-
gotiated vith individual States, has not been adjusted since 1984, meaning no cor-
rection has been made for the increasing costs of service delivery. Finally, the
States have in reality be(.. paid only S4 percent of their claim compensation rate,
leaving them far short of what they need to handle new claims.

JOR SEAR('H JOB TRAINING

Fixing the administrative financing mechanism, while an important first step, is
not enough. What we desperately need in this country is an unemployment compen-
sation system, similar to those in other industrialized countries, that prepares un-
employed workers to reach their production potential.

What is required is a transformation of U! frop, an income replacement program
to a comprehensive unemployment recovery system that provides income benefits as
it also provides the skills and knowledge to successfully meet the challenges of an
increasingly competitive, rapidly changing workplace.

Unemployed German workers rejoin the %%orkforce to build cars or engineer com-
puters, not flip hamburgers. We sell American workers short when we shy away



from adopting the comprehensive, cooperative models of job training and unemploy-
ment assistance that have worked so well in Europe and Japan. Examples abound of
successful partnerships, such as the UAW-GM joint training center in my backyard,
and we should look at these models in constructing our own system.

Given our present fiscal environment, however, any transformation must be un-
dertaken gradually and carefully. But there are proven steps that would put us fur-
ther down the road.

For example, the U1 reform bill we've put together would significantly enhance
job search and job training activities. If a UI claimant had been employed for the
past three years and had received ten weeks of UI benefits, he or she would be re-
quired to participate in an intensive job search program. Job training could be elect-
ed as long as the particular state could not prove there was no net social benefit to
such training.

We didn't put this provision in on a whim or a hunch. We adopted this reform
because a demonstration project conducted by the U.S. Department of Labor in New
Jersey sho'.,ed conclusively that enhanced job search and training was cost-effective
and allowed unemployed workers to find jobs paying wages more comparable to
those in their previous jobs. Unemployed workers would be afforded the chance to
find meaningful work in a tough job market, and consequently, would leave the UI
rolls earlier -an outcome favorable to employees and employers.

Makes sense, doesn't it? Yet the Bush Administration, which partially funded the
New Jersey demonstration project, opposes this provision of our bill. Why is it that
we fund a study to determine what cost-effective reforms in U[ we might undertake,
and then when we find one, we decide against adopting it. Perhaps we should just
let GAO run the government, and all go home.

President Bush has just unveiled his education reform package to prepare our stu-
dents for their economic future. We need to do the same for our unemployed work-
ers who face a similar challenge, and I hope you'll seriously consider supporting
some of the reforms I've mentioned here today.

CONCLUSION

Mr. Chairman, employers and employees alike deserve more than a busy signal
from their government.

There are many nettiesome issues to consider, including financing, in tackling
reform of our UI system.

But I hope these problems will not distract you-attention from our common pur-
pose. to offer a helping hand to those who want to work but cannot because the
system has failed them.

PREPARED STATEMENT OF IYNN MARTIN

Mr. Chairman and Miemiers of the committeee : I am pleased to appear before you
today and appreciate the opportunity to discuss with you the unemployment insur-
ance program. i having represented the city with one of the highest unemployment
rates in the nation during the 19S2 recession, I can assure you that I am exceeding-
th sensitive to the profound way unemployment affects people's lives. As you know,
the Labor )epartment oversees the basic unemployment insurance program, ex-
tended unemployment benefits when they are triggered, and training programs for
dislocated workers and the long-term unemployed under the Economic Dislocation
and Worker Adjustment Assistance Act. The I)epartment is, and will remain, com-
mitted to seeing that these programs are operated as effectively and humanely as
possible.

The Administration believes that the unemployment insurance program is con-
tinuing to effectively perform its prescribed and targeted mission of providing tem-
porary, partial wage replacement to experienced workers who become unemployed
through no fault of their own, and encouraging an earl' return to work. The pro-
gram is paying out over half a billion dollars per week to almost four million per-
sons. In March 1991, 73 percent of job losers-the target population for the UI pro-
gram-received benefits. Before commenting on the specific issues which you have
asked me to address, I would like to review the current outlook. Budget outlays for
benefit payments in all unemployment insurance iUI programs are expected to be
$25 billion in FY 1991, up from $17 billion in FY 1990. The number of those receiv-
ing benefits is projected to rise from 8.3 million in FY 1990 to 11 million in FY 1991.
We expect to continue the current level of activity into FY 1992 as we project spend-
ing $25 billion for benefit outlays again to about 10.4 million individuals.



TRUST FUND SOLVENCY

With respect to financing these added outlays, the UI program is more solvent
now than at any time since 1973. State accounts in the unemployment trust fund
totaled $40 billion at the end of 1990. This represents nearly two percent of total
wages and salaries, and is the highest percentage in 18 years.

The vast majority of State accounts have sufficient funds to pay for th. increase
in the number of claims, although we estimate that four to six States may have to
borrow funds during this year and next to cover benefit costs. The Federal Unem-
ployment Account has more than adequate reserves at $3.35 billion to cover these
projected loans. Also, the Employment Security Administration Account has suffi-
cient funds to cover all expected workload-related administrative costs. Finally, with
a balance of about $7 billion, the Extended Unemployment Compensation Account
has ample resources to cover expected outlays under the current extended benefit
program. In general, although current high benefit outlays will reduce balances
over the next several years, the trust fund will remain solvent.

I will now focus on the other issues concerning the UI program: the extended ben-
efit program, the gap between the total number of unemployed workers and those
collecting benefits, and administrative financing.

EXTENDED BENEFIT PROGRAM

The extended benefit (EB) program is designed to provide benefits to eligible indi-
viduals when unemployment in a State is relatively high. The program pays up to
an additional 13 weeks of unemployment benefits when States reach a "trigger"
rate of insured unemployment. The EB program was implemented on a permanent
basis in 1970 and since then has undergone a number of modifications. The latest
changes occurred in 1981 and were aimed at achieving effective targeting of bene-
fits. Indeed, the extended benefit program is responding to the recent increases in
insured unemployment in precisely the manner in which it was designed. Extended
benefits are now payable in nine States (Alaska, Maine, Massachusetts, Michigan,
Oregon, Puerto Rico. Rhode Island, Ver--n-t and West Virginial. This number is
smaller than in past recessions, reflecting the lower number of claimants expected
during this recession which will serve to reduce the need for extended benefits. Fur-
ther, the benefit exhaustion rate is expected to reach about 32 percent t the bottom
of this recession. This is sharply below the 41 percent exhaustion levl reached at
the bottom of the last recessionary period. The Administration believes the EB pro-
gram is operating effectively and that no revisions are necessary.

THE "GAP"

During the past few years, concern has been expressed about the difference be-
tween the total number of unemployed individuals and the number of unemployed
who collect benefits, referred to as the insured unemployment "gap." It is important
to remember that this gap is normal. It is due to the design and purpose of the UI
program. UIl benefits are generally paid to workers with substantial labor force at-
tachment who have lost their jobs through no fault of their own-not to workers
who quit their jobs voluntarily, who were fired for cause, or who have had no recent
employment, such as those entering or reentering the labor force. As I indicated
earlier, 73 percent of job losers in March 1991 received UI benefits.

Currently, the proportion of all unemployed individuals receiving regular bene-
fits-47 percent in March-is significantly higher than the proportion that received
benefits during the last half of the 19,6s, and remains above the proportion who
drew benefits during the 19,2-S3 recessionary period. It also is consistent with the
proportion receiving UJI benefits in the 1970s.

Generally, the number and proportion of the unemployed who receive benefits in-
crease during periods of high unemployment. This happens because: job losers make
up a larger proportion of the unemployed compared to those newly seeking work
and those who quit their last job; the average length of time individuals receive ben-
efits increases; and some recipients can receive benefits for longer durations in
States which trigger on to the EB program.

The Department has been studying the causes of the larger gap that occurred in
the 1980s. A number of studies have determined that there is no single explanation
for the 1980s increase in the gap. Some of the factors responsible included:

-Changes in the economic structure of the nation, with employment declines in
sectors of the economy, such as mining and manufacturing, which historically
have had higher UI benefit receipt levels;

-Some individuals who may be eligible for UI benefits do not apply; and



-Changes in the demographic makeup of the labor force, with many of the unem-
ployed having weak job attachment and an insubstantial work history.

Concerning the demographic make-up of the labor force, a recent study by the
C,-igressional Research Service showed that- those unemployed workers who do not
receive unemployment benefits are a diverse group, but typically they are young, do
not head families, and were not their family's primary source of income when they
were employed. The largest group of the unemployed who do not receive unemploy-
ment benefits, about two-fifths of the total, are teenagers and young adults still
living with their parents.

ADMINISTRATIVE FINANCING

As to administrative financing of the UI program, the Department is committed
to providing stable and adequate funding for UI administrative costs including:

-timely and adequate funding to the States for unanticipated workload increases;
and

-equitable and fair allocation of resources among the States in a way that pro-
motes innovation and cost-effective practices.

We are well aware that the current recession has put an added strain on the de-
livery of services to unemployment insurance claimants and that some claimants
have experienced difficulties in having their claims processed. The Dire Emergency
Supplemental Appropriations bil! recently signed into law by the President (Public
Law 102-27) included a provision, supported by the Administration, providing a $150
million supplemental appropriation for UI administrative costs for the current fiscal
year. This addition increases the total amount available for FY 1991 for administra-
tion to $2.1 billion, which we believe will be adequate to address the increased activ-
ity. This includes recently announced grants to 17 states to upgrade their automa-
tion systems, which will enhance their ability to administer increased workloads.

In summary, the unemployment insurance program is successfully providing an
important line of defense for individuals and families against the effects of the re-
cession. The Administration does not believe revisions to the program are necessary
at this time.

Mr. Chairman, this concludes my prepared statement. I hope to work with you
and other Committee members to ensure that our programs are responding to the
needs of the unemployed in an effective manner. I would now be pleased to answer
any questions you or other members of the Committee may have.

PREPARED STATEMENT OF JOHN J. MOTLEVA

Mr. Chairman on behalf of the National Federation of Independent Business
(NFIB) and the more than 500,000 small businessmen and women who are its mem-
bers I want to thank you for this opportunity to present NFIB's comments on the
need for changing the current unemployment insurance program.

NFIB is the nation's largest small business advocacy organization, and our mem-
bers employ approximately 7 million people. NFIB's membership consists of ap-
proximately the same percentage of manufacturers, farmers, accountants, etc. that
exist in the national economy. The typical NFIB member employs 8 workers. These
firms are Main Street small businesses-they are the backbone of their local econo-
mies, and consequently the national economy.

In the 1980's small firms were responsible for over 70% of the morc than 14 mil-
lion net new jobs created. The reason for this phenomenon is that small firms hire
people-not machines-to work. People are a small firm's most important as well as
most expensive resource. That is why payroll tax issues, like Social Security (FICA)
and in this case, unemployment insurance (FUTA), have such a tremendous bearing
on the health and viability of small businesses.

HISTORY OF THE FEDERAL UNEMPLOYMENT TAX ACT

In considering whether or not to change the current unemployment insurance
program, it is important to recall the reasons for establishing the program over 50
years ago and its success in meeting the needs for which it was designed.

The unemployment insurance system was designed to:
provide temporary cash benefits to those out of work through no fault of their

own;



* provide for additional circulation of money during economically disastrous
downturns;

" assist the unemployed in finding gainful employment; and
" pay for these benefits through a tax on employers based on the number of em-

ployees they hire, the salary they pay those employees, and their unemployment ex-
perience rating.

After focusing on the needs the unemployment insurance system was designed to
address and how the system is financed, it becomes clear why legislation to expand
the current system of benefits is potentially dangerous to our national economy and
the economic health of the unemployment system.

In 1935, Congress adopted the Federal unemployment insurance program as part
of the Social Security Act. This was the first comprehensive Federal approach. Prior
to this time, some individual states had taken the lead in establishing programs of
this type for their citizens. For the first time, the Federal Government took the ini-
tiative by adding incentives and penalties to encourage participation. As a result,
every state that did not have a state unemployment insurance (UI) program prior to
1935 adopted legislation so that they would be able to take advantage of the Federal
unemployment tax (FUTA) credit available to employers in states with a state pro-
gram in place.

Under current law, FUTA tax funds (collected by the Federal Government) are
used to finance state and Federal administrative costs of the UI prr ram, the 50%
Federal share of the Extended Benefits program, and a loan fund for states that
need money to temporarily bolster state trust funds. The Federal Government sets
certain basic requirement* that states must meet in order to be in conformity with
Federal law and eligible for the FUTA tax credit. Since the employers in a state
will have to pay an extra 5.4% tax if the state is not in conformity with Federal
law, all states are in conformity.

Whereas FUTA is a flat-rated tax, state UI taxes (used to pay for basic unemploy-
ment benefits) are experience-rated, i.e. graduated tax schedules based upon layoff
experience. The state taxable wage base varies among the states, but must be at
least the Federal wage base ($7,000). These state taxes are used to pay the basic UI
benefits and 50% of the extended benefits.

A very important aspect of both the Federal and the state Ul taxes is that they
are paid solely by the employer. The amount of state unemployment tax an employ-
er will pay is based on: (1) the number of employees working for that employer; (2)
whether or not those employees are earning less than the state wage base (which
ranges from $7,000 to $20,900); (3) and the layoff experience of the employer (the
more people they have fired or laid off the higher their state UI tax rate). The Fed-
eral UI tax (FUTA) is almost exclusively based on the number of employees an em-
ployer has. (The tax could be lower if the employee earns less than $7,000 a year,
but few employees earn less than $7,000.)

Taxing employers on the number of employees they hire is a strange way to pay
for unemployment benefits. Increasing UT taxes increases the cost of hiring, and as
a result employers hire fewer workers. Small businesses are particularly hard hit by
this type of tax because they tend to be more labor intensive and less likely to be
able to absorb any increase cost in labor.

SMALL BUSINESS COMMENTS ON CURRENT LAW

As you may know, six times a year NFIB polls its members on policy issues.
Based on these polls, NFIB knows the issue of unemployment insurance is a con-
tinuing concern to our small business members. Listed below are a series of posi-
tions our members have taken on issues relating to unemployment insurance.

On the overall structure of the Ul system, NFIB members strongly support efforts
to provide a more fully experience-rated system than is currently in place in most
states (78% favor to 16% oppose-Mandate #463, December 1985). In most states
small firms with stable work forces typically subsidize employers in declining indus-
tries with large layoffs. This shift in the UI tax burden unfairly penalizes good,
stable, employers, benefiting employers with high levels of employee turnover.

NFIB members also support (83% favoring while 14% oppose-Mandate #434,
June 1981) the change enacted in 1981 in which the national trigger for extended
benefits was eliminated and state triggers were substituted. This change more accu-
rately reflected the differing employment situations in the states. States with rela-
tively low unemployment no longer have to pay higher taxes because of the higher
unemployment rates in other states.



NFIB members voted in 1985 against the creation of sub-state triggers o deter-
mine whether or not a worker should be eligible for extended benefits (10% favor
while 65% oppose-Mandate #459, April 1985).

Not surprisingly, NFIB members also oppose extending the duration of unemploy-
ment benefits t9% favor while 86% oppose-Mandate #430, December 1980). This is
not surprising because business owners bear all the costs of the unemployment in-
surance system but are rarely eligible for benefits themselves even when they go
out of business and are unemployed.

NFIB members do, however, support changing current law to increase the amount
of administrative funds paid to the states. The Federal Government collects these
funds and is supposed to then return them to the states. Unfortunately, these funds
are being kept by the Federal Government to offset the budget deficit.

Several states have been forced to levy additional taxes on employers because
they do not have enough money to operate their unemployment insurance pro-
grams. As a result, the employers of these states end up paying the costs of adminis-
tering their state s program twice. This double taxation of employers should be reme-
died immediately by returning administrative funds to the state.

Another complaint we hear from small business owners regarding the unemploy-
ment compensation system is the unfair treatment of some owner-employees. After
having paid their F UTA taxes, some small business owners are denied unemploy-
ment benefits if their firm goes out of business. NFIB members strongly support
(72% supported while 25% opposed-Mandate #447, February 1983) exempting em-
ployers ft )m payment of UI taxes if they are ineligible to receive UI benefits. There
is no reason for small business owners to be required to pay unemployment tax on
their own salary if, as a matter of law, they are going to be ineligible to collect any
benefits.

Although NFIB members have a variety of concerns with the current unemploy-
ment compensation system, these concerns are not with the fundamental nature of
the system and do not require a major overhaul of the current operations of the
system.

IMPACT OF PAYROLL TAXES ON SMALL BUSINESS

The concern of small business over any increase in FUTA taxes is exacerbated by
the increasing burden of payroll taxes in general. Over the last decade, income
taxes have come down, but payroll taxes have increased. In 1980, employers paid a
5.1% FICA tax on the first $25,000 their employees earned. Today, employers pay a
7.65% FICA tax on the first $53,400 their employees earn. A typical small business
now pays more in payroll taxes than all other taxes combined.

Increasing reliance on payroll taxes to pay for government benefits is particularly
onerous for small businesses. Small businesses are labor intensive and, as a result,
pay a disproportionate amount of payroll taxes. In addition, payroll taxes must be
paid regardless of whether or not the business is making any money. As a result,
small businesses making little or no profit have to pay thousands of dollars in pay-
roll taxes.

Increasing the amount of FUTA taxes small businesses pay should be considered
in light of the total payroll tax burden on small business.

TIlE NEED FOR EXPANSION OF THE TRUST FUNDS

Some have expressed concern over the adequacy of the current state trust funds.
They argue that the trust funds need to be higher to weather a recession. NFIB be-
lieves the current system is operating well, even though it appears that a couple
states may have to borrow money before the end of the year.

The question of state unemployment compensation trust fund adequacy is one
about which reasonable men and women can disagree. We view this issue of trust
fund adequacy as a balancing act. On the one hand, you do not want the states to
have bloated unemployment compensation trust funds because extracting excess tax
revenues from employers hurts the economy, and excessive trust fund reserves are
an invitation for benefit increases based solely on the dollars available at any given
time. On the other hand, states should not sit back and watch their trust funds
dwindle down to nothing and then either have to raise taxes in a recessionary
period or borrow heavily from the Federal Unemployment Account (FUA). What
you want to do is maintain sufficient but not excessive reserves.

In addressing the need to change the current system to develop larger state trust
funds, it is important to keep two factors in mind. First, the current system provides
a Federal pool of funds from which the states can borrow to allow states to keep
their trust funds low. At the end of 1991 the Federal Government currently will



have $3.35 billion in a fund created solely fr'r the purpose of providing states with
additional funding when needed. Second, the states, themselves, currently have all
the authority they need to increase t."xz;s in their state to boost the amount of reve-
nues flowing into their trust funds.

NFIB SEES NO NEED FOR THE FEDERAL GOVERNMENT TO ACT ON BEHALF OF THE STATES

It appears that all but a few of the state trust funds will have no problem weath-
ering the current recession, and those few states will be able to borrow from the
Federal trust fund.

NFIB also supports repeal of the 0.2% temporary FUTA surtax. The surtax has
repaid the debt it was specifically designed to repay-in fact, it has overpaid the
debt by almost $5 billion. It has served its purpose. It is not needed to bolster either
the Extended Unemployment Compensation Account (EUCA) or the Federal Unem-
ployment Account (FUA). Those funds are flush.

NFIB is concerned, however, that the ceilings for the EUCA and FUA funds have
been raised in recent years as the influx of revenues has come close to reaching the
ceiling levels. In 1987 the ceiling for the Extended Unemployment Compensation
Account was tripled and the Federal Unemployment Account ceiling was increased
by a multiple of five. We fear that as the Federal accounts continue to grow, the
ceilings will be raised again.

Raising these ceilings is akin to moving back the ballpark fence in order to deter
home runs. What is the point of having these ceilings if we raise them every time
we approach them? The Employment Security Administration Account is full, and
by the end of 1991, the Extended Unemployment Compensation Account will have
over $8.4 billion.

THE NEED FOR ADDITIONAL BENEFITS

The current UI system has worked well over the past fifty years with its specific
goal of providing temporary replacement income to unemployed individuals. In our
view and that of many other experts in the field of unemployment insurance, the
funding, structure, and delivery system of the unemployment compensation pro-
gram is not designed to be expanded beyond its current limits.

Taxes are currently sufficient to cover benefits and all states are currently paying
statutorily authorized benefits to all eligible Unemployment Compensation claim-
ants. No eligible claimants are being denied benefits. If a state does not have suffi-
cient funds to pay the benefits authorized by state law, it has three choices to make:
(1) increase taxes; (2) cut benefit payments; or (3) borrow money from the Federal
Unemployment Account (FUA). This is preeminently a matter for the states, who
determine benefit levels, to decide.

Another point of contention is benefit adequacy. The question of benefit adequacy
is a very subjective issue. It is essentially a question of how much is enough.

As debate on this issue has highlighted, the current UI program does not protect
workers who have been out of work for more than 26 weeks (39 weeks if they are
eligible for extended benefits). How long unemployment benefits should last is also a
question on which reasonable men and women can differ. On the one hand, the pro-
gram should cover the amount of time it takes most people who have lost their jobs
to find another. On the other hand, the system should not be converted into a long-
term program for dislocated workers.

The current system already covers the vast majority of workers who lose their
jobs. According to the most recent statistics from the Department of Labor, 88 per-
cent of workers who lost their jobs in 1988 found another job in less than 26 weeks.
Although the number of workers who will find a job will likely fall a slight amount
because of the current recession, Congress should still weigh the cost of expanding
unemployment compensation against the relatively minor number of workers who
would benefit.

NFIB understands the argument of those who maintain that the Unemployment
Insurance system does not adequately address the problems of the long-term unem-
ployed and the dislocated worker. Although we recognize this as a significant soci-
etal problem, the Unemployment Insurance program was not designed to address
this problem. It was designed to provide short-term wage replacement to unem-
ployed workers as a bridge between jobs. A complex safety net of other Federal pro-
grams is already in existence to protect those who find themselves out of a job for
an extended period of time. The UI system was not designed to be a social welfare
program, and it should not be turned into one.

Do not forget that the UT program is funded by a tax that employers pay on all of
their employees. In effect this tax is a direct tax on jobs. Increasing this tax to pay



for extended benefits will make it that much more likely that employers will not
hire any additional workers, resulting in an increase in the unemployment rate.

COMMENTS ON H.R. 1367, THE UNEMPLOYMENT INSURANCE REFORM ACT OF 1991

Allow me to comment briefly on the only legislation that has been introduced to
date on expanding unemployment benefits, H.R. 1367. This bill was introduced by
Rep. Downey (D-NY) on March 11, 1991.

NFIB members strongly oppose increasing the wage base to pay for the new Fed-
eral extended benefit program. NFIB members have historically opposed increasing A

taxable wage bases because they have traditionally been tied to increases in taxes.
Last year, Senator Moynihan broke with tradition by introducing legislation that
would increase the FICA taxable wage base but coupling the increase with a de-
crease in the tax rate. The net effect of the Moynihan legislation is that it would
result in a tax cut for all working taxpayers. NFIB supports Senator Moynihan's
efforts.

H.R. 1367, however, is not a tax cut. In fact, employers will experience a tax in-
crease because the wage base is raised immediately, but the cut in the tax rate is
delayed. In 1992, employers will have to pay more FUTA tax on every worker earn-
ing more than $7,467. In that year, an employer hiring a worker for $18,000 will
have to pay 241% more FUTA tax under H.R. 1367 than that employer has to pay
under current law. This legislation does not really address the regressive nature of
the FUTA tax until 1994-5.

Although H.R. 1367 does eventually address the question of the regressive nature
of FUTA taxes, the regressivity of the tax is really a secondary issue. The primary
issue is whether or not this country really needs to raise taxes in order to spend $24
billion more on unemployment insurance benefits. As mentioned above, Department
of Labor statistics show that very few workers are unemployed for more than 26
weeks. The system adequately serves those it was designed to serve-workers in be-
tween jobs.

It makes little sense to increase a tax that is a direct tax on jobs to pay for in-
creased unemployment benefits. If instead of paying $27 billion in taxes for expand-
ed benefits employers could use that money to hire extra workers, they could afford
to hire 270,000 workers for five years at $20,000 per year. NFIB strongly believes
that employment taxes should be kept as low as possible to avoid discouraging em-
ployers from hiring new workers.

The effects of H.R. 1367 are not limited to the Federal portion of the unemploy-
ment insurance system. H.R. 1367 also seriously undermines the states' ability to
determine who is eligible to receive benefits and who is not. Historically, the states
have been almost exclusively in charge of determining eligibility and paying unem-
ployment benefits. Limiting the ability of states to determine who is ineligible for
benefits will greatly increase the cost of state programs, resulting in increased state
borrowing from the Federal trust funds or higher state unemployment taxes. Under
this system, the incentive is too great for the Federal government to expand bene-
fits if the state governments then pick up the tab.

Federal tinkering with state eligibility requirements will force states to increase
their unemployment insurance taxes to pay for the increasing number of unem-
ployed workers who are eligible for benefits.

CONCLUSION

The current unemployment system provides 26 weeks of benefits for people who
are out of work and between jobs. In addition, the current system provides an extra
13 weeks of benefits to workers who are out of work and happen to be living in
states in which unemployme-nt is high. According to the Department of Labor, only
12 percent of the unemployed were out of work for more than 26 weeks.

The current system was not designed to provide for, and cannot afford to provide
for, individuals who are unemployed fd'r very long periods. The Federal Government
already has an intricate safety net of programs designed to help those whose income
has dropped below a certain level. After current unemployment benefits end, work-
ers are not left out in the cold. They may be eligible for benefits from AFDC, Medic-
aid, Food Stamps, WIC, the school lunch program, etc. The unemployment insur-
ance system was not designed to be a worker welfare program, and it can only be
converted into such a program at great cost to our national economy.

In the midst of a recession and gradually increasing unemployment, legislation
boosting unemployment insurance benefits will increase the cost of hiring workers.
The last thing Congress should do in the midst of an economic downturn is increase



a tax on jobs. Congress should be encouraging employers to hire more employees,
not discouraging them.

PREPARED STATEMENT OF ALAN REUTHER

Mr. Chairman, my name is Alan Reuther. I am an Associate General Counsel
with the International Union, United Automobile, Aerospace and Agricultural Im-
plement Workers of America (UAW). On behalf of its 1.4 million active and retired
members, the UAW thanks the Committee for the opportunity to testify on the crit-
ical subject of unemployment insurance reform and financing issues.

In our view, the current recession is unlikely to be the short, painless affair which
some have predicted because the recovery preceding this recession had some unique
aspects. Unlike previous recoveries, the 1980s saw an increase in inequality and a
decline in real median weekly earnings. Despite the recovery, the U.S. has lost 2
million manufacturing jobs since 1979, jobs that traditionally pay above average
wages and boost the whole economy. Moreover, the recovery was built largely on a
foundation of debt. Business Week reported at the beginning of the recession that
the ratio of private debt to GNP was 1.4 to 1 in 1989 and 1990. In 1981 and 1982,
that ratio was only 1 to 1.

It is worth remembering how slow economists were to realize the depth of the
1981-82 recession. As late as December of 1981, the consensus forecast said that first
quarter 1982 would see GNP decline by only .8 percent. This was overly optimistic
by a full 5.1 percentage points. In May of 1982, the consensus was that unemploy-
ment had already peaked at 9.2 percent. Six months later, the unemployment rate
was 1.5 percentage points higher. Although the consensus forecasts tend to be opti-
mistic, the current consensus predicts slow growth, .1 percent, for the coming year.
The March consensus also says unemployment rates will stay above six percent
through 1992. Under these conditions, talking about "recovery" will have little
meaning for the unemployed. Indeed, as John Bregger of the Bureau of Labor Sta-
tistics told a House Subcommittee, long-term unemployment didn't peak until six
month after the 1982 recession ended.

Already 1.5 million workers have already lost their jobs since last June, placing
an increased strain on state unemployment agencies and trust funds. More than
half of that number represents lost-manufacturing jobs. Administrative funding for
the current fiscal year is well short of the levels required by the states to operate
their programs in light of these new claims. Unless Congress acts swiftly, the exist-
ing shortcomings of our nation's unemployment compensation system will result in
needless delays, hardships, and suffering on the part of unemployed workers, their
families, and their communities.

SHOR".'OM[NGS IN THE UNEMPLOYMENT INSURANCE SYSTEM

We are entering this recession with our unemployment compensation system in
its worst shape ever. Trust funds in many states have inadequate reserves, state and
Federal legislative actions have cut the proportion of the unemployed eligible for
unemployment benefits, and benefits are too low to adequately assist those who re-
ceive them. The state unemployment security agencies do not have sufficient admin-
istrative funds to operate their unemployment insurance programs effectively.

The Federal-State unemployment insurance system was enacted in the mid-1930s
in recognition of the enormous costs borne by unemployed workers facing economic,
political and social forces over which they have no control. Two major goals were
set: first, to cushion workers against economic hardship when they become unem-
ployed; second, to bolster purchasing power when total spending is declining, there-
by helping to automatically stabilize the economy when it is weak. These twin goals
are closely related-an adequate level and duration of benefits is required to ease
private hardships and strengthen a community's purchasing power during a period
of economic decline and increasing unemployment.

Not only have unemployed workers and their families suffered from the shred-
ding of the safety net provided by the unemployment insurance program, but em-
ployers and their businesses, the communities in which the unemployed live and ul-
timately the entire economy is hurt by the shrinkage of the unemployment insur-
ance system. The costs arising from unemployment and the exhaustion of benefits
are being borne privately in the homes of the unemployed- private costs that range
from financial insolvency and the inability to pay for urgently needed medical care
to the rise in intra-family tensions and health care problems. The costs also are
being borne socially as the long-term impacts of the additional welfare costs, higher



crime, community instability, and mental health problems associated with increas-
ing unemployment begin to spread.

Currently, trust funds of several states do not have sufficient reserves to pay ben-
efits throughout the recession. If past recessions are any indicator, this means the
unemployed workers in those states will be faced with unemployment cutbacks
during the downturn to reduce benefit payments and reduce or prevent Federal bcr-
rowing by states. This not only hurts the unemployed workers and their families,
but further reduces the countercyclical effects of the unemployment compensation
system.

If the current situation persists, only 1 in 3 unemployed workers will draw unem-
ployment benefits in the current recession. This is a decline from 1980, when one
half of unemployed workers were paid benefits. In about a dozen states, fewer than
1 in 5 unemployed workers will receive a check. At the same time, over half the
unemployed workers in Rhode Island, Alaska, and Massachusetts will be compensat-
ed during their period of unemployment.

Those workers who do receive unemployment benefits will receive an average
benefit check of about $160 a week, which will replace only about 35 percent of av-
erage weekly wages. Again, in some states the situation is far worse than the aver-
age. In a dozen states, average benefits replace a third or less of that state's average
wages. California's average weekly benefit for 1990 was $123, which replaced only 126
percent of California's average weekly wages. In Indiana, the average weekly bene-
fit of $105 replaced only 27 percent of the state's average wage.

In comparison, workers in Canada, the United Kingdom, France, and Germany
receive much better protection from their nation's unemployment compensation sys-
tems. These industrialized countries pay higher benefits to a larger percentage of
the unemployed for a longer period of time than in the United States. See Exhibit 1.

In the UAW's view, U.S. workers deserve a level of assistance similar to that of
Canada and Europe. Instead, over the last decade our unemployment compensation
system has moved in the wrong direction. Sadly, the shortcomings in the unemploy-
ment insurance system are in large measure the result of legislative actions. At the
Federal level, restrictions on extended benefits, interest on Federal loans, solvency
requirements, and taxation of benefits have contributed to the decline in the unem-
ployment compensation system. At the state level, the majority of states adopted
tighter earnings requirements or tougher disqualification provisions to avoid or re-
verse solvency problems. Some states froze or reduced unemployment benefits. The
time has come to reverse the trends of the 1980s and restore our unemployment
compensation system's ability to protect jobless workers and to counteract an eco-
nomic downturn. In order to do so, the UAW would suggest a number of reforms.

EXTENDED BENEFITS REFORM

In recent years, the long-term unemployed have been without an effective ex-
tended benefits (EB) program. Under the EB program, a jobless worker who has ex-
hausted all regular state benefits may receive up to 13 additional weeks of benefits.
EB is intended to ease the additional hardships which fall on unemployed workers
during a serious downturn in the economy. When hard times are widespread, the
length of unemployment spells increase as jobs become more scarce. EB helps fill
the gaps which occur when state benefits are exhausted.

In order to offer extended benefits, a state's unemployment level must exceed a
threshold. The 1981 Omnibus Budget Reconciliation Act raised the EB threshold,
making it nearly impossible for states to qualify for extended benefits. As a result,
EB has not been available during periods of serious economic slowdowns in many
states over the last decade.

Before the changes in 1981, a state could trigger on extended benefits if its in-
sured unemployment rate (IUR) was above 4 percent and if its IUR was 120 percent
higher than the State rate for the previous two years, or if State insured unemploy-
ment rate was above 5 percent. The 1981 changes raised both of these threshold
rates by a. full percentage point and eliminated a national trigger by which all
states would qualify for extended benefits when the national IUR was above 4.5 per-
cent.

The effective elimination of EB has undoubtedly contributed to the decline in the
proportion of the unemployed receiving unemployment insurance. One step which
would reverse the trend in the proportion of the unemployed receiving unemploy-
ment insurance would be the restoration of the EB program, or the adoption of an
effective replacement for EB.

Any effective reform of the EB program should set more realistic trigger levels,
exempt EB outlays from sequestration, and raise the ceiling on EB trust fund ac-
counts in order to assure adequate funding for EB.
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The enactment of any EB reform program must include the adoption of realistic
EB triggers. Many observers believe that the use of a total unemployment rate
(TUR) trigger would improve the accuracy of our EB triggers. The UAW will sup-
port any measure of unemployment as an EB trigger, so long as it is set at a level
which will provide EB during periods of economic slowdowns.

The UAW believes the Committee should consider making the EB program com-
pletely federally funded. This would relieve the added pressure on state trust funds
caused by paying its EB share when the state is experiencing high unemployment.

In addition to the enactment of realistic EB triggers, a more longstanding restric-
tion on EB should be reexamined. This restriction is the trigger provision which re-
quires a state's unemployment rate to be 120 percent of the rate for the comparable
period two years earlier. This restriction cuts off EB in a state which has relatively
constant, but high, levels of unemployment.

For example,.in June 1983, Michigan triggered off the EB program despite a total
unemployment rate of 14.6 percent. Ohio triggered off EB in May 1983 when unem-
ployment was 12.9 percent. New York never triggered on EB during the 1982-83 re-
cession despite an unemployment rate that reached nearly 10 percent in early 1983.
Later in the decade, during the downturn in the oil industry, Louisiana triggered off
EB in March 987 despite an unemployment rate of 12.7 percent. While unemploy-
ment in Louisiana remained over 10 percent for two more years, extended benefits
were never available to assist the long term unemployed. Rather than using the
blunt instrument of the 120 percent provision, a more precise EB cutoff would re-
quire a tangible improvement of a state's current unemployment picture.

THE NEED FOR FEDERAL STANDARDS

The last decade provides clear evidence that, in the absence of Federal standards,
our nation's unemployment insurance system will not adequately protect unem-
ployed workers. In too many cases, the Federal partner has required or encouraged
states to restrict unemployment insurance eligibility. In other cases, the states have
acted to limit the costs to employers of their unemployment insurance systems with-
out sufficient regard for the income maintenance and countercyclical purposes of
the program.

Unfortunately, unemployment insurance at the state level is not debated in terms
of the twin national purposes of the program-providing a prompt wage replace-
ment for unemployed workers and preserving the level of economic activity during a
downturn. Instead*, state administrators, governors and legislators typically view un-
employment insurance in the context of a "business climate" discussion, often in
terms of how to bring one state's unemployment costs into line with those of its
neighbors.

More often than not, the result of such discussions has been the enactment of
higher earnings requirements for program eligibility and stricter disqualification
provisions. As a consequence, the economic interests of the entire employer commu-
nity in preserving the purchasing power of unemployed workers has been lost.
Moreover, the states have, in effect, been in competition with one another to reduce
their unemployment costs. As a result of this competition, the last decade has seen
a steady deterioration in the unemployment insurance system's ability to satisfy its
twin purposes.

The national goals of unemployment insurance system deserve national safe-
guards. Therefore, the UAW urges the adoption of national standards to match na-
tional goals in the following four interrelated areas.

TRUST FUND SOLVENCY

During the 1980s, one of our nation's longest periods of relative economic stabili-
ty, state trust fund solvency did not improve dramatically. While experts may dis-
agree on the extent to which trust fund solvency is a problem in particular states,
the fact remains that several states will be forced to borrow Federal funds to pay

' 1980 and 1981 amendments to the EB program act as an incentive for the states to adopt
restrictive legislation for their regular state unemployment insurance programs. These restric-
tions work by requiring states to pay for the Federal share of EB or requiring certain features
in the regular UT program before workers can receive EB. For example, current EB provisions
encourage states to require at least 20 credit weeks for basic eligibility and impose a waiting
week for state unemployment benefits. Ironically. since EB has been so tightly restricted in the
last decade, some states have resisted the pressure to adopt these and other EB restrictions in
their state programs. The existence of these restrictions furnish a significant rationale for states
to adopt restrictions in their regular unemployment programs in our experience. These restric-
tions should be repealed.



unemployment benefits in the current recession. In other states, solvency concerns
will arise, even if borrowing is not necessary. There is no state, to our knowledge,
which has its trust fund in a position to pay adequate benefits to a reasonable pro-
portion of its unemployed workers through a severe national recession.

There are two ways for states to achieve solvency. One way is to levy increased
payroll taxes on its employers. Employers naturally oppose increased taxes. Employ-
ers view unemployment taxes as a cost of doing business which should be minimized
to the greatest extent possible. In fact, the Congressional Research Service found in
its January 1990 study that effective unemployment tax rates have fallen since
1984. In short, employers, governors, and state legislators, for the most part, have
not sufficiently concerned themselves with the social insurance goals of unemploy-
ment insurance.

The second way for states to move toward solvency is to cut the size of their un-
employment insurance programs. To do so, many states have adopted unemploy-
ment benefit freezes or reductions, restrictions on program eligibility, and stricter
disqualifications. In its September 1988 report, the General Accounting Office found
that 44 states adopted tighter monetary eligibility standards or stricter disqualifica-
tion pr"isions between 1981 and 1987. Other states imjx -d benefit freezes or re-
ductions and lowered the maximum number of weeks for which they paid benefits.

Typically, the issue of tax increases or program restrictions is faced during a
period of economic downturn. As a result of the increased benefit payments and sol-
vency pressures on the trust funds, unemployment insurance cost reduction is on
-the states' political agenda. Ini .this setting, an "equality of sacrifice" theme devel-
ops. Workers are expected to give a roughly equivalent amount in program reduc-
tions to reflect the increases in employer payroll taxes. Yet, a close examination of
state level actions shows that benefit reductions and tax increases enacted in the
1980s have not suffciently increased trust fund solvency.

In Michigan, two legislative packages of increased taxes and program reductions
were passed in 1981 and 1982. The packages were negotiated and agreed upon by
representatives or organized labor, business, the governor and legislature at a time
when Michigan was the largest debtor state. These changes raised the monetary eli-
gibility from 14 credit weeks to 20 weeks, increased the earnings required for a
credit week from $67.00 to $100.50, froze the maximum benefit at $197 for four
years, and reduced benefits from 70 percent to 65 percent of take-home pay through
calendar year 1986. The percentage of workers receiving a benefit in Michigan fell
from 36.2% in 1981 to 28.2% in 1986. Employers saw the maximum payroll tax rise
from 9 to 10 percent, the taxable wage base rise in annual steps -from $6,000 to
$9,500 in 1986, and a solvency tax on negative balance employers.

Michigan's program temporarily helped the state's trust fund move toward sol-
vency. Significant repayments of Federal interest-bearing debt were made and some
FUTA penalty taxes on employers were avoided. By 1986, actual benefit payments
were lowered by $3.2 billion below the projected level before the 1982 amendments
and employers had paid $1.6 billion in increased taxes. 2 Despite this, due to the
structure of the state's experience rating system, Michigan's system did not reach
solvency. Instead, as the high unemployment years of the early 1980s dropped out of
the five year base period used for experience rating purposes, employer taxes began
falling.

As a result, revenues were sufficient to pay current benefits and a portion of
Michigan's old, non-interest-bearing debt, but not adequate to build trust fund re-
serves. By late 1988, neutral observers had concluded that further benefit restric-
tions would have little, if any, impact, on long-term solvency, since any "savings"
achieved through benefit reductions would flow through the experience rating
system and further reduce employer payroll taxes. 3 At this point, discussions of fur-
ther legislative changes in Michigan's unemployment insurance system deadlocked.
Michigan's system entered the current recession as among the most insolvent in the
nation.

Illinois provides a different scenario. In 1983, faced with a large Federal debt, Illi-
nois passed a negotiated package of tax increases and benefit reductions. The pack-
age was designed to split the sacrifices 60 percent on business and 40 percent on
workers over a three year period. An increase in the taxable wage base from $7000
to $8500 in the third year, a shift in the maximum tax rate from 5.7 percent to 7.1
percent, and a small percent surtax were expected to produce $1.15 billion in added

2Economic Alliance for Michigan, Unernployment Insurance Report (July, 1986). 3-4.
3 Economic Alliance for Michigan, "Memorandum Re: Solvency -sue,' September 30, 1988.



revenue. On the workers' side, the maximum benefits were decreased with an ex-
pected "savings" of $780 million dollars.

In 1987, a second negotiated package was passed by the legislature. Under this
five-year-package, benefits were increased by 4 percent each of the first three years
and employer payroll taxes were reduced an average of ' percent. This was accom-
plished by switching the trust fund to a "pay as you go" system, which is designed
to automatically raise taxes if the trust fund balance fell below $750 million. If the
trust fund balance falls before $250 million, and other conditions are met, benefits
are reduced by 10 percent. By taking this approach, Illinois turned away from the
idea that trust fund solvency is reached by accumulating reserves prior to a reces-
sion. Instead, Illinois has opted to rely on the ability of its employers to pay for in-
creased benefits near the time they are paid to workers.

As a consequence, the Illinois trust fund collects additional revenues during an
economic downturn, rather than during a recovery. In the view of many observers,
this violates social insurance principles and could adversely impact Illinois'. employ-
ers by raising taxes when they are already affected by a recession. To date, Illinois'
trust fund has climbed from a reserve multiple of .13 at the end of 1987 to .55 at the
end of the third quarter of 1990. In our view, the jury is still out on the "pay as you
go" approach to trust fund financing.

In both Michigan and Illinois, the state trust funds were subjected to severe finan-
cial strains due to a national economic downturn. Forced to negotiate under these
terms, the workers and employers of both states made sacrifices, but these sacrifices
did not produce an enduring resolution of the solvency issue in either state. More
importantly for today's hearing, the unemployment insurance systems in Illinois
and Michigan were forced to cope with the problems caused by a national economic
crisis by turning away from the national unemployment system's goals.

In the long term, underfunding the unemployment insurance system helps keep
benefits low and provides a rationale against efforts to improve the system. In peri-
ods of high unemployment, states will respond by restricting benefits and raising
taxes at the time when both workers and employers can least afford it. Congress
should adopt a trust fund solvency standard to require states to build up sufficient
trust fund reserves during economic good times.

Most experts are agreed that a reserve multiple is currently the best indicator of
trust fund solvency. 4 For a number of years, the Department of Labor has employed
the 1.5 high cost multiple as its measure of solvency. We believe a 1.5 reserve multi.
pie is a reasonable balance between prudence in building adequate reserves and thc
costs of collecting and holding excessive taxes in trust funds. A Federal standard
should require states to reach or exceed a reserve multiple of 1.5 in periods of eco-
nomic recovery. Such a standard should be put in place gradually over a period of
years.

BENEFIT ADEQUACY

Simply adopting a trust fund solvency standard will not move the unemployment
compensation system in the right direction. Unless a Federal standard for benefit
adequacy is also adopted, many states will reach solvency by simply restricting ben-
efits. In fact, there is some evidence that this is already the situation. Seven states
had high cost multiples over 1.5 in fiscal year 1990. Of these seven states, South
Dakota and Oklahoma ranked in the bottom five states and Mississippi and New
Mexico ranked in the bottom eleven states in terms of the proportion of their unem-
ployed receiving a benefit. See Exhibit 2. In other words, these states have achieved
solvency, at least in part, by reducing the scope of their unemployment programs.

In 1980, the National Commission on Unemployment Compensation recommended
that Congress require states to have a maximum weekly benefit not less than two
thirds of the state's average weekly wage. The Commission further recommended
that Congress require that states pay weekly benefits which replaced, on average, at
least 50 percent of the individual's wage. We urge the Committee to adopt a similar
approach.

In the eleven years since the National Commission made this recommendation,
the need for its adoption has grown considerably. The national benefit replacement
rate has declined from .361 percent to .349 percent in 1988. The enactment of a Fed-
eral benefit adequacy standard, in conjunction with a trust fund solvency standard,

4 The reserve multiple is calculated by dividing the ratio of net trust fund reserves to total
covered payrolls by the ratio of benefit payments to total covered payrolls. See Wayne Vroman,
Unemployment Insurance Trust Fund Adequacy (Kalamazoo, Michigan. The Upjohn Institute,
1990) at 44.



would be an important step in addressing the shortcomings of today's ,inemploy-
ment insurance system.

MONETARY ELIGIBILITY

The states have not only reduced or frozen unemployment benefits over the past
decade, but most have taken other legislative actions which have limited access to
benefits. The Department of Labor contracted for two studies that found that state
administrative actions contributed to the decline in the proportion of the unem-
ployed receiving unemployment insurance. A study by Mathematica Policy Re-
search in 1988 estimated that state actions caused from 22 to 39 percent of the de-
cline. More recently, Wayne Vroman of the Urban Institute completed an analysis
of a special supplement to the Current Population Survey. Vroman likewise found
that state statutory and administrat ve changes have probably contributed impor-
tantly to the decline in receipt of unt nployment benefits over the last decade.

In order to further examine the e fect of state law changes on the decline in the
re.*ipt of benefits, the UAW Resea-.ch and Legal Departments examined the states
which paid the highest and lowest proportions of their unemployed workers during
the decade of the 1980s. Six states )aid less than 1 in 4 of their unemployed workers
a benefit, on average for the ye-,rs 1980 through 1989. These states are Virginia
(18%), Florida (19%), Texas (2107 ), Sbuth Dakota (21%), Indiana (25%), and Oklaho-
ma (25%). In contrast, the top six states were Rhode Island (63%), Alaska (53%),
Massachusetts (49%), New Jej 3ey (45%), Vermont (44%) and Pennsylvania (44%).
See Exhibit 3.

State unemployment insur ance statutes were examined for two factors which
commonly restrict a state's unemployment insurance programs: the monetary earn-
ings requirement for benefit eligibility and the type of disqualifications imposed
upon claimants. Exhibit 4 su nmarizes our findings.

The monetary earnings prwision is the number of weeks of work or the amount
of wages that a state required for threshold unemployment insurance eligibility.
These provisions commonly use a 'base period" of 52 weeks or the first four of the
last five calendar quarters to measure an individual's labor market attachment. Eli-
gible workers with low base period earnings receive a correspondingly lower weekly
benefit amount and a shorter duration of benefits, but workers who do not meet the
earnings eligibility requirement get no benefits.5

Comparing the current legal situation in the states with the highest and lowest
percentages for receipt of benefits, it is immediately evident that, in general, states
with the lowest recipiency levels have higher earnings requirements and stiffer dis-
qualification penalties in their UI laws. See Exhibit 4.

Among the states which pay the highest portion of their unemployed workers,
their earnings requirements are lower, in monetary terms, than those in the lowest
states. For example, in Alaska a claimant must earn $1000 in total base period
wages and must have wages in two of the four calendar quarters in the base period.
Rhode Island adopted a somewhat stiffer earnings requirement in 1989 than was
previously in effect. A claimant is required to earn two hundred times the $4 an
hour minimum wage in a quarter, have base period wages equal to 1 Y2 times his or
her high quarter wages, and have base period wages of 400 times the minimum
wage to qualify for-benefits. An alternate qualifier makes a claimant eligible if he
or she earns $4800. Massachusetts has an earnings eligibility provision which calls
for a claimant to earn 30 times his or her weekly benefit amount, but not less than
$1200, in the base period. New Jersey expects claimants to earn 20 "base weeks" or
$6200 in the base period. A "base week" is earned when weekly wages equal 20% of
the statewide weekly wage. In 1991, this figure is $103. Vermont has an earnings
requirement of wages of $1000 in a single quarter and wages equal to 40 percent of
total base period earned outside the high earnings quarter. Pennsylvania has a simi-
lar provision which requires base period wages of $1320 with at least 20 percent of
total base period wages earned outside the high earnings quarter.

5 The National Commission was divided on the question of how much previous work should be
required for receipt of the maximum 26 weeks of benefits. The Commission recommended to the
states that "substantially" less than 39 weeks of work be required for 26 weeks of benefits and
that no less than 14 weeks of work should entitle a claimant to 26 weeks of benefits. In an indi-
cator of how far the discussion has shifted in the last eleven years, the Commission did not
make any recommendations on minimum earnings requirements. The Commission did note a
Department of labor "recommendation" that a range of 14 to 20 weeks of work or the equivalent
in earnings be sufficient to qualify for benefits, depending on each state's determination of what
was appropriate for that state.



- In contrast, states with the lowest rates for receipt of benefits have stiffer basic
earnings requirements. For 1991, Virginia requires a claimant to earn $3000 in the
two highest quarters of earnings in his or her base period. The requirement was
$2800 in two quarters for 1990. Florida demands that a claimant earn his or her
average weekly wage for 20 weeks, with the average wage no less than $20 a week.
A claimant in Indiana must earn wage credits of not less than $1500 in the last two
quarters of his or her base period and at least $2500 in the base period and have
base period wages at least 1.5 times his or her high quarter wages. South Dakota
expects a claimant to earn at least $728 in his or her high quarter and 30 times his
or her weekly benefit amount outside the high quarter. Texas requires a claimant to
earn 37 times his or her weekly benefit amount and have wages in two quarters. In
Oklahoma, a claimant must have earnings greater than 40 percent of the taxable
wage base and earn 1-1/2 times his or her high quarter wages in the base period.
The taxable wage base for 1991 is $9700.

It is something of a simplification to translate these earnings eligibility require-
ments into monetary terms, since this omits the requirement, which is found in
some of the states, to earn wages over certain quarters. However, translation into
monetary terms offers a quick summary of the variation between states. In all
cases, Exhibit 4 uses each specific state's 1989 average weekly benefit amount or
average weekly wage for mathematical purposes. For example, in Texas, the earn-
ings eligibility requirement of 37 times the weekly benefit amount is translated into
monetary terms by multiplying the state's 1989 average weekly benefit ($159) by 37.

The UAW believes that the Congress should enact a Federal standard which sets
a floor below which states cannot go n restricting their unemployment insurance
programs. Such a standard would be in keeping with the twin goals which initially
motivated the system. In our view, a worker who works 20 hours at the minimum
wage for 14 weeks should not fail below this floor. Keep in mind that low wage or

art-time workers will get also lower benefits, often for shorter durations, than
igher wage workers with greater labor market participation. However, these work-

ers should not be completely excluded from our unemployment insurance system.

DISQUALIFICATION PROVISIONS

Individuals laid off from their jobs form the basic group of unemployed workers
for whom the UI system is intended to provide benefits. However, in all states there
are statutory disqualification provisions which govern the circumstances for pay-
ment of UI benefits to workers leaving their jobs voluntarily or as a result of dis-
charges by their employers. Workers who refuse an ofi'er of suitable work are also
subjected to disqualifications in all states. These three disqualification provisions
vary from state to state in terms of their scope and the severity of their penalty
provisions.

The basic distinction in penalty provisions lies between states which disqualify
claimants for a period of weeks of unemployment ("suspension or denial period")
and those which require a claimant to find work and earn specified wages, some-
times for a specific number of weeks, in order to terminate the disqualification
("durational or full spell disqualification"). This latter type )f disqualification provi-
sion is termed a "durational disqualification" because it operates to deprive claim-
ants of benefits for the entire duration of a spell of unemployment. In other words,
the unemployed must work before they again qualify for unemployment benefits.

Beyond these two basic types of disqualification provisions, some states employ ad-
ditional penalties. Some states reduce the number of weeks of potential benefits or
cancel wage credits. In the event the worker does have enough earnings to satisfy
the disqualification penalty, he or she will have a reduced entitlement to benefits if
laid off again in the saint benefit year.

A number of states have also adopted voluntary quit disqualifications which
result in a laid off worker being disqualified due to a previous voluntary leaving
from a job held prior to his or her most recent employment. In effect, the quit dis-
qualification "follows", the worker to the next job and disqualifies him or her at the
time of layoff from that job. These punitive measure are partially ameliorated by
permitting a worker to leave for a better job or ending the disqualification if the
second job which the quitter takes lasts a specified number of weeks.

The National Commission recommended to Congress that states not be allowed to
use reduced benefit rights as a disqualification for any action other than fraud and
receipt of disqualifying income. The Commission also recommended that the states
not employ "durational disqualifications." The Department of labor agreed with
both of these positions in 1979.

There is no question that "durational disqualifications" and their severity have
spread over the last decade. In January 1976, 19 states imposed "durational dis-



qualifications" for misconduct discharges. Currently, 39 states have such provisions.
Thirty one states imposed durational disqualifications for voluntarily leaving work
in 1976. Under present law, 47 of the 51 jurisdictions impose a durational disqualifi-
cation for voluntary quits. In addition, some states now require fairly long periods of
work to satisfy their disqualification provisions. Several states use 10 or more weeks
or 10 or more times the worker's weekly benefit amount to end a disqualification.

The statutory disqualification penalties for refusals of work, discharges for mis-
conduct, and voluntary leavings were examined in the ten states under study.
Again, the unemployment laws of the five states which compensate the highest pro-
portion of their unemployed workers had more lenient disqualification provisions
than the five lowest states. See Exhibit 4. A more detailed discussion of the disquali-
fication penalties, beginning with the lowest states, gives a fuller picture of the con-
trast between the highest and lowest states.

South Dakota imposes a durational disqualification under which a claimant must
work 6 weeks and earn wages equal to or greater than his or her weekly benefit
amount in each of those weeks. This is termed a "6 x 6" disqualification in the Ul
trade. Texas does likewise. Virginia penalizes claimants found disqualified by re-
quiring the individuals to perform services for 30 days. These days need not be con-
secutive and need not be in UI covered employment. Indiana exacts a stiffer penal-
ty, which provides that a claimant must work eight weeks and earn eight times his
or her weekly benefit amount (8 x 8) to terminate a disqualification. In addition, the
agency may reduce a claimant's benefit entitlement by up to 250. Florida has the
sternest disqualification penalties. It imposes a disqualification penalty for volun-
tary leavings, misconduct discharges, and refusals of work which requires a worker
to earn 17 times his or her weekly benefit amounts. The refusal of work disqualifica-
tion is linked with a discretionary 5 week penalty period or a 3 week reduction in
benefit duration. The severity of these impediments defeats the national need for a
fair and consistent response to the hazards of unemployment.

In contrast, the states with the highest average jobless beneficiary rates used
denial periods rather than durational disqualifications or had shorter earnings pen-
alties for ending a durational disqualification. New Jersey uses staggered denial pe-
riods. A claimant must serve a 4 week denial period for refusals of work, a 5 week
denial period for voluntary quits (which can be terminated at any time with a 6 x
6), and a six week denial period for misconduct discharges. Massachusetts uses a 4 x
4 durational disqualification for voluntary leavings and discharges for "deliberate
misconduct." In the case of a work refusal, Massachusetts imposes a 7 week denial
period and a reduction in benefit entitlement to no more than 8 weeks of benefits
following the denial period. Alaska's penalty provisions are a hybrid of denial peri-
ods and durational disqualifications. For all three types of disqualifying acts, Alaska
requires a claimant to serve a 6 week denial period. In addition, the claimant's ben-
efit entitlement is reduced b:" the lesser of 3 times the weekly benefit amount or the
amount of any remaining benefits. All penalties can be satisfied if the claimant
serves an 8 x 8. Rhode Island has a penalty provision which requires a claimant to
have 4 weeks of work at least 20 times the minimum wage ($4 an hour in 1991).

Current law forbids a state from cancelling wage credits or totally reducing bene-
fit rights for any action other than discharge for misconduct, fraud, or receipt of
disqualifying income. Obviously, many of the states have misused the flexibility
granted to them under current law to adopt overly punitive disqualification provi-
sions. The UAW supports a Federal limitation preventing the states from disqualify-
ing workers for more than a 6 week denial period for any disqualifying act, other
than program fraud, or serious incidents such as theft or assault which are connect-
ed to the claimant's work.

Thus, Mr. Chairman, based upon our examination of the role of state law restric-
tions on the decline in the proportion of the unemployed receiving benefits, we are
convinced that these laws have contributed to the decline which has occurred
during the 1980s. We urge the adoption of Federal standards to limit the freedom of
states to impose overly strict disqualification penalties. The adoption of these stand-
ards would be an important step to fairer treatment of unemployed workers and
restoration of the unemployment insurance system.

OTHER PROPOSALS FOR GREATER FAIRNESS

Mr. Chairman, the UAW urges the Committee to consider a number of other com-
ments and proposals as part of any comprehensive reform of the unemployment in-
surance system.

* In order for the unemployment insurance system to work effectively for un-
employed workers, their employers, and the affected communities, state employ-
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ment security agencies must have adequate administrative funds. The UAW
supports an adequate level of administrative funds tied to current workload in-
dicators and automatically supplemented in the case of increases in workload.
The current system has underfunded state agencies for a number of years and
should be revised.

*Nonprofessional educational employees who are unemployed during
summer recesses through no fault of their own should not be deprived of unem-
ployment insurance without a written, legally-enforceable assurance of reem-
ployment from their employers. Current Federal law requires bus drivers, jani-
tors, clerical, and other nonprofessional school employees to file claims, seek
work, and otherwise comply with I eligibility requirements, with a retroactive
payment of benefits made in the event that reemployment does not materialize
in the fall. The retroactive payment of unemployment benefits, if reemployment
does not occur, is no substitute for the timely payment of benefits. The revision
of this law would provide greater justice to nonprofessional school employees.

e In some states, the courts have utilized unemployment insurance decisions
to prevent workers from pursuing employment-related lawsuits. These courts
applied the doctrine of collateral estoppel. Denying collateral estoppel effect to
the decisions of state UI agencies preserves the informality and speed essential
to the UI appeals process. The UAW urges tile Committee to prohibit this prac-
tice.

e Financing should be strengthened by raising the current taxable Federal
unemployment insurance wage base in steps up to the Social Security taxable
wage base and by assuring that the unemployment insurance base thereafter
keeps pace with the base for Social Security.

e Unemployment insurance financing should be based on a uniform Federal
tax. In the absence of such a tax, the experience rating system should insure
that all employers share at least part of the costs of unemployment. A program
of cost-equalization and reinsurance, across the states, should be established to
reduce the burden on those states experiencing abnormally high costs during a
national recession.

e Taxation of unemployment insurance should be repealed. Federal Laxation
of unemployment insurance benefits is, in effect, a federally mandated reduc-
tion in benefit amounts which only exacerbates the need for increased weekly
benefit amounts.

e The unemployed insurance trust funds should be removed from the Federal
unified budget. These monies are reserved for the payment of unemployment
insurance benefits and administrative costs. Their inclusion in the budget for
bookkeeping reasons should be stopped.

• Unemployment insurance should not be reduced by pension income. Social
Security, separation, severance or termination pay. We have worked with
others to repeal the Federal law requiring states to provide for reduction of un-
employment insurance by pension income after March 1980.

CONCLUSION

Mr. Chairman, the decade of the 1980s was a decade of decline for our nation's
unemployment insurance system. In our view, the lack of solvency in the state trust
funds created pressures which resulted in the adoption of restrictive state legisla-
tion. This state legislation contributed importantly to the decline in the unemploy-
ment insurance system. The time has come for the enactment of a comprehensive
program of unemployment insurance reform which will reverse the decline and re-
store the effectiveness of our unemployment insurance system as an income mainte-
nance and countercyclical program.

The UAW appreciates the opportunity to present our views on coverage and fi-
nancing issues in the unemployment insurance system. We look forward to working
with the members of this Committee as you consider these important issues. Thank
you.

46-102 0 - 91 - 4
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Exhibit 3

1980- 1989
(IUR /

STATE AVERAGES
TUR)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Rhode Island
Alaska
Massachusetts
New Jersey
Vermont
Pennsylvania
Maine
California
Hawaii
Wisconsin
Idaho
Oregon
Washington
North Dakota
New York
Kansas
Connecticut
D. of Columbia
Minnesota
Montana
Nevada
Missouri
Illinois
Delaware
Maryland
Wvomin2

63%
53%
49%
45%
44%
44%
42%
42%
42%
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35%
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34%
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33%
33%

-" 1

Nows Pm;;qft an "WWAWa lor "M emn we yew Puio&
saw= U.s. D~m it LAbor, HmpmIuw =4 Tmrumm Admnsnncc.
MOUbk IAT R&Aaudi Dam i~

I

II ]

27
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30
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37
38
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40
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47
48
49
50
51

Arkansas
North Carolina
Nebraska
Michigan
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South Carolina
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Iowa
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Louisiana
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Kentucky
Mississippi
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Alabama
New Mexico
Indiana
Oklahoma
South Dakota
Texas
Florida
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32%
32%
32%
32%
31%
31%
31%
31%
31%
29%
29%
28%
28%
28%
27%
26%
26%
26%
26%
25%
25%
21%
21%
19%
18%



Exhibit 4
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PREPARED STATEMENT OF SENATOR PAUL S. SARBANES

Chairman Bentsen, Members of the committee, thank you for this opportunity to
testify on the problems of the unemployment insurance system during this reces-
sion.

We are now experiencing a much more serious recession than most people have
recognized. The unemployment insurance system should play vital countercyclical
and humanitarian roles in such a recession. The current UI system is doing an un-
satisfactory job of providing stimulus to the economy and alleviating hardship in de-
pressed areas. For that reason, I urge this Committee to follow the precedent of the
ast five recessions of this length going back to President Eisenhower and extend UI

benefits in economically distressed states.

NOT A "SHALLOW" RECESSION

It is widely believed that the current recession represents a minor dip in economic
activity-'"short and shallow" is the phrase heard most often. A review of the avail-
able data indicates, however, that in many important respects this is developing
into a more serious recession than is generally perceived. Dating the end of the last
business cycle expansion as August of last year, we have seven months of recession
data to examine. In terms of lost jobs, output, and income, this recessi:)n has been
right on track with the average of the initial seven months of post-war recessions:

* Over the last seven months, businesses have reported a decline of 1.2 percent in
payroll employment, exactly the same decline as occurred during the first seven
months of the average postwar recession. (See Figure 1). In the last seven months,
1.3 million payroll jobs have been lost, compared to 1.2 million lost in the first seven
months of the deep 1981-1982 recession.

Figure 1
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* Likewise, this recession has also been every bit as serious as those of the past in
terms of the number of workers laid off from their jobs. The fraction of the labor
force who have lost their jobs and are still looking for work has risen from 2.8 per-
cent in August to 3.8 percent today, a one percentage point increase, to an increase
of 0.9 percentage points in the average of the last four recessions. (See Figure 2).

Figure 2
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The two most widely watched indicators of the recession are giving more rose-col-
ored impressions of this downturn. The unemployment rate has risen by 1.2 percent-
age points (from 5.6 percent to 6.8 percent) since August, while the average rise in
unemployment in the first 7 months of a recession has been 1.5 percentage points.
Similarly, the official GNP on a 19F,2 basis has so far registered only a 1.6 percent
rate of decline for ont quarter. Those two indicators are misleading for different
reasons:

* The change in the unemployment rate is a misleading guide to the severity of
the recession because it reflects growth in the labor force as well as job losses. The
labor force has grown slowly in recent years. As a result, the ranks of the unem-
ployed are not being swelled so much by new entrants as in previous recessions. If
the labor force had grown as fast over the last year as it did in previous recessions,
today's unemployment rate would stand at 7.6 percent instead of today's 6.8 percent.

* GNP figures also understate the severity of the current recession. Unfortunate-
ly for understanding this recession, the official measure of real output continues to
be based on outdated 1982 prices and spending which understate the severity of the
current recession. The Department of Commerce is in the process of converting all
its detailed measures of real GNP to the more appropriate price and spending pat-
terns of 1987. However, they are already publishing overall GNP data using the
more current 1987 basis. These show real GNP falling at a 3.5 percent annual rate



in the fourth quarter of 1990 instead of the 1.6 percent decline indicated by the out-
dated 1982 basis.

NO ASSURANCE OF AN IMMEDIATE TURNAROUND

Although the consensus among forecasters calls for the recession to end soon, his-
tory provides some grounds for questioning the prescience of this consensus. Eco-
nomic models, by their very nature, tend to miss sharp turns in the economy, and to
impose a "short and shallow" bias on recession predictions. This tendency to fore-
cast a smoother path for the economy than actually occurs is especially pronounced
for the consensus of forecasting models.

This bias can be seen clearly from the "consensus" forecasts surrounding the deep
1981-82 recession. The solid line in Figure 3 traces the actual unemployment rate
from a quarterly average of 7.2 percent when the recession began in July 1981, to
an average of 10.7 percent by the recession's end in the fourth quarter of 1982. Yet,
at virtually every point during the long climb of the unemployment rate, the "con-
sensus" forecast was for imminent improvement. _

Figure 3
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The dotted lines in Figure 3 show the path for the unemployment rate that was
predicted at various points during the recession by the "consensus" of 50 economic
forecasters surveyed by the Blue Chip Economic Indicators organization. As with
the current recession, the initial consensus for the 1981-82 recession (represented by
the bottom line marked "November 1981") called for the unemployment rate to rise
modestly for another quarter and to decline thereafter. By May 1982, the consensus
was concluding that the unemployment rate had already peaked at 9.2 percent. In
fact, the quarterly average unemployment rate rose by another 1.5 percent over the
next six months. (On a monthly basis, the unemployment rate peaked at 10.8 per-
cent during that quarter.)

Available data on employment, production, and housing through March suggest a
further sizable decline will be registered when the preliminary report on first quar-
ter GNP is issued on Friday. Employment declined at an annual rate of 2.3 percent
in the first quarter of 1991 compared to a 1.6 percent rate in the previous quarter.
Industrial production fell at a 9.3 percent annual rate in the first quarter, after fell-
ing at a 7.0 percent rate in the fourth. First*quarter housing starts dropped 12.3 per-
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cent below their fourth-quarter level, which was down 7.8 percent from the third
quarter.

This review suggests that it is clearly possible for the recession to linger for some
time yet. Congress needs to move expeditiously to deal with the human conse-
quences of this recession. One particularly timely response to the recession concerns
the reforms to the unemployment compensation system which your committee is
considering in today's hearing.

EXTENDED UI AS ANTI-RECESSION STABILIZATION TOOL

As a quick targeted program of income replacement for jobless workers, the UI
system is ideally suited to counteract the effects of recession. Funds are spent imme-
diately without the lags of bureaucratic or political decision-making typical of other
countercyclical spending. Moreover, the funds are automatically spent in the loca-
tions of greatest distress. According to Administration projections, during this fiscal
year 10.7 million jobless workers will receive $24.3 billion in benefits compared to
7.0 million receiving $13.5 billion in FY89.

The UI system is not performing its stabilization role as well during this recession
as it has done in the past. From the perspective of workers who have lost their jobs
and remain unemployed, the UI system is replacing the income lost during this re-
cession only a half to two thirds as well as in past recessions. As shown in Figure 4,
the income replacement ratio anticipated for this recession is much lower than in
the last four recessions. The regular 26 weeks of benefits are projected, on the basis
of the Administration's Budget numbers, to replace 10 percent less of unemployed
job losers' missing paychecks than in 1981-82 (the difference from some earlier re-
cessions is even larger). The bulk of the difference shown in Figure 4 comes from
the absence of extended benefits for rising number of long-term unemployed.

If the current recession lasts longer than the Administration forecasts, this re-
p!acement ratio will decline further, because more workers will exhaust their UI
benefits. Longer-term benefits are now projected to make up only 4 percent of the
cyclical rise in UI payments in 1990-9!-far smaller than in past recessions as
shown by the shaded portions of the figure. This decline is the result of changed
trigger levels in the existing "extended benefits" proc ..rm, along with the absence of
the "supplemental benefits" program that had hepei support incomes in tE-.- last
recession.

EXTENDED UI AS SOCIAL INSURANCE IN A RECESSION

The number of workers who are unemployed longer than six months and exhaust
their UI benefits rises sharply during a recession and continues to rise for several
months after it ends. During the first seven months of this recession, 1.5 million
have exhausted their unemployment benefits, an 28 percent rise over the same
seven months of the prior year According to Administration projections, 3.3 million
workers will exhaust regular UI benefits in FY92, an increase of 1.4 million exhaus-
tees over FY89.

For workers threatened with job loss, the UI system provides "insurance" in the
form of income support for a reasonable period to find a new job. In normal times,
virtually all states set a maximum income-support period of 26 weeks. However,
during a recession (regional or national), the chances of finding a job within 26
weeks are greatly reduced. To provide equivalent "insurance," the reasonable period
of time to find a job should be extended. Over the last 25 years, the Congress and
President have recognized this during each of the five recessions that lasted longer
than six months. We have enacted temporary provisions to lengthen the period for
receiving UL benefits, especially for states in the most depressed conditions.

In addition, permanent U.S. law has provided for "Extended Benefits" (EB) up to
an additional 13 weeks during particularly adverse conditions. The formulas used to
initiate EB payments have become increasingly outdated. A witness before the JEC
recently estimated that unemployment would have to reach 15 percent for the EB
trigger to be reached in some states.

Since enactment of the EB program in 1970, the level of total unemployment re-
quired to trigger Extended Benefits has effectively been raised by roughly forty per-
cent. Half of that increase came as a result of the 1981 legislative changes. State
responses to the budget pressures of the deep 1982 recession account for much of the
rest.

Until the late 1970s, the number of UI recipients closely tracked the number of
"job losers," i.e. unemployed who had involuntarily lost their last job. The deep re-
cession of the early 1980's left many states with Ul trust funds in substantial debt
to the Federal government. To repay these debts, many states not only raised UI
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Figure 4
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taxes but also tightened eligibility requirements. In recent years, the number of UI
recipients has fallen to four fifths of the number of "job losers. " (Figure 5).

Since EB is triggered by a state's insured unemployment rate ("IUR": the number
of UI recipients relative to the number of employed and covered by UI), the declin-
ing coverage noted in the previous paragraphs has the effect of raising the EB trig-
ger by one fourth. However, the effects are very uneven. While some states would
require total unemployment rates as high as fifteen percent to trigger EB, a few
states with much lower unemployment rates have triggered EB in recent months.
After the sharp decline in oil prices in 1986, unemployment rose above 9 percent in
major oil producing states. The current formula caused Extended Benefii;s to trigger
off for Louisiana while the state's unemployment rate remained above ten percent
and never to trigger on for Oklahoma or Texas.

Thus, to maintain an appropriate level of "insurance" for unemployed workers,
we should extend unemployment insurance in depressed states. To do this fairly and
effectively, the trigger for longer term UI benefits in a recession should be recali-
brated. Given the wide divergence among states in eligibility requirements, and
therefore their IUR rates, the recalibrated trigger should not hinge on the IUR. An-
other measure, such as the total unemployment rate, wou!d better reflect the
chances of finding a job within' 26 weeks and not the stringency of a state's eligibil-
ity criteria.

CONTRACTIONARY FISCAL EfFECT OF EXTENDED BENEFIT TRUST FUND

The failure of the UI system to act as an effective countercyclical tool can also be
seen in the budget numbers for the Extended Benefits trust fund. According to the
Office of Management and Budget, this fund began FY91 with $7.2 billion and will
receive another $700 million dollars in taxes and $600 million in accrued interest
during FY91. During this recession year, the fund will pay out only $140 million for
benefits-one fifth of the taxes tak-il in.

ThUs the EB trust funds will actually build up surpluses at a time when they
should be drawing down past surpluses to fund adequate income replacement for
laid off workers.
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Figure 5

Job Losers and Unemployment Insurance Recipients
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An analogy to the Social Security trust fund is revealing. While we may debate
how much of a -surplus to run during the prime earning years of the Baby Boom
generation, no one argues that we should continue to build up the trust fund during
the retirement years of the Baby Boom. Yet the EB trust fund was intended to
spend down during recessions but is in fact expanding by one seventh in this reces-
sion year.

ADMINISTRATIVE FUNDING

The shift from a deficit cap to spending caps in the budget process was intended
to permit cyclically sensitive programs to respond to the business cycle. Debate over
deficit-cutting was to focus on structural aspects of the budget. Yet, no provision
was made to provide UT administration funding for cyclical increases in the work-
load.

We should make the system for providing UI administrative funds more flexible
to respond to recessions. It makes no sense to have a program where benefits and
claims expand automatically with a deteriorating labor market, but the administra-
tive funds needed to process those claims remain frozen, subject to sporadic supple-
mental appropriations. This is a complex issue that not only raises jurisdictional
issues between this Committee and the Appropriations Committee but also ques-
tions of budget scorekeeping. Yet I am confident that a satisfactory compromise on
the jurisdictional and scorekeeping issues can be reached so that we do not repeat
this year's crisis in the future.

CONCLUSION

We have been experiencing a serious recession in terms of the number of workers
who have lost their job and are still looking to fird a new job. Over the last seven
months, employment has fa'Ien as fast a-i the average rate for the first seven
months of post war recessions.
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Just as it has done for all fiverecessions of this length over the last quarter cen-
tury, Congress and the President should act to extend U! benefits in states hit by
the recession. Such legislation would both stimulate the economy and relieve some
of the hardship for the soaring number of workers who have lost their jobs.

PREPARED STATEMENT OF JOHN G. THODIS

Mr. Chairman and members of the committee, I am John G. Thodis, President
and chief Executive Officer, Michigan Manufacturers Association. I am testifying
today on behalf of the National Association of Manufacturers.

Thank you for the opportunity to present NAM's views on the current state of the
Unemployment compensation (UC) program. We commend the chairman and mem-
bers of the committee for holding today' s hearing on this important issue.

NATURE OF CURRENT RECESSION

The importance of the unemployment compensation program is directly related to
the current economic conditions, therefore, I would like to start first by giving our
views as to the extent and nature of the current recession. According to our esti-
mates, the recession that began last summer will last through the second quarter of
1991. Declining inflation rates will set the stage for the recovery. The inventory liq-
uidation cycle characteristic of most postwar recessions will not be in evidence since
inventories are now being kept tight relative to sales. consumption spending will ac-
count for a larger share of the downturn, due to losses in purchasing power implied
by higher inflation, increasing personal indebtedness, and the decline in housing
prices.

With respect to the magnitude of the downturn in the economy, the peak unem-
ployment rate, likely to occur in June, should be in the area of 7.0 percent, or slight-
ly less. This is somewhat less than the postwar average, where the peak rate of un-
employment was 7.4 percent. comparisons of unemployment rates are difficult, of
course, inasmuch as this figure is influenced by the starting value. Another way of
evaluating the impact on labor markets is the change in civilian employment. Here
the postwar average has been - 1.2 percent. For the current recession, we anticipate
a - 1.1 percent decline.

While the recession promises to be relatively mild, the recovery will be unusually
slow by comparison with prior business cycles. This time, the rise in consumption
that has typically driven postwar recoveries will be considerably weaker than usual,
as consumers continue to adjust to weak growth in real incomes, excessive debt, and
declining home values. Instead, the role of exports will be proportionally larger.
This is a reversal of the normal pattern in which domestic demand drives the econo-
my in the initial stages of an expansion, and exports only take over in the final
years; this time industry is more likely to undergo a phase of export-led growth
early on.

On this basis we anticipate that the unemployment rate will fall gradually, to 6.5
percent by the end of the year (essentially, its current level) and 6.0 percent or less
by the end of 1992, assuming a GNP growth rate of 2.6 percent that year. The total
rise in civilian employment during the 18-month period (July 1991-December 1992)
is likely to be 1.7 percent.

Regarding the recession, businesses generally are optimistic. Two-thirds of the 90
manufacturing companies surveyed February 9 at NAM' s semiannual board of di-
rectors meeting agreed that the recession will be shallow. As for the recovery, well
over half predicted "steady, but unspectacular growth." confidence in recovery is
important, leading employers to invest, rehire and create new jobs.

STATUS OF THE U.S. UNEMPLOYMENT COMPENSATION PROGRAM

From time to time the dynamic nature of our industrial economy may bring with
it temporary and involuntary unemployment. Unemployment is an intrinsic charac-
teristic of our economic system. Recessions come and go at periodic intervals. Some
are prolonged, others are relatively brief. Congress has always been sensitive to the
hardship resulting from troughs in the business cycle. In 1958 and again in 1961,
Congress enacted temporary programs to extend the duration of unemployment ben-
efits as a partial response. Then in 1970 Congress enacted a permanent program to
automatically extend UC benefits when unemployment exceeded specified thresh-
olds. The Extended Benefits (EB) program was marketed as an automatic response
that would activate and deactivate as appropriate, obviating the need for congres-
sional action. It was a prudent thing to do; but, prudence and politics do not always
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enjoy a contented conjugal relationship. Over the years Congress has desired to
make several temporary extensions beyond the permanent program. Over this same
period the unemployment threshold levels (the levels at which UC benefits are ex-
tended) were frequently lowered, or waived, to increase the availability of benefits.

Temporary benefit extensions beyond the permanent EB program enacted twenty
years ago to mitigate the hardships of temporary unemployment, are costly, and
often untimely and unnecessary. They tend to prolong spells of unemployment and
.'hey are rarely delivered to those most needy and deserving. The greatest danger,
however, is that availability of benefits will be expanded by modifying the perma-
nent EB program. The extended benefits program is not broken and certainly does
not need reconstructive surgery, as some have suggested.

Since 1935, this nation has utilized the federal-state system of unemployment
compensation to provide benefits to the unemployed and to encourage steady em-
ployment, which is vital to our free enterprise economy.

The National Association of Manufacturers believes that adherence to the follow-
ing principles is essential if a state-administered unemployment compensation
system is to work successfully in our free economy.

(1) The intent of the unemployment compensation program should be to serve the
public interest and not special interest groups. Any extension of the program result-
ing in a maldistribution of costs or administrative problems should be discouraged.

(2) To meet the varying economic and social conditions throughout the country,
the responsibility for administration of sound unemployment compensation systems
should remain with the state governments, since they are better equipped to evalu-
ate their individual state's needs.

(3) Federal legislative and administrative action should not infringe upon the
rights and abilities of states to autonomously administer their systems. Further,
Federal responsibilities should be limited to assuring that states establish and oper-
ate a state unemployment compensation program, and to the financing of costs di-
rectly related to the administration of such a program. These responsibilities should
not include the establishment of any binding standards which preempt the states'
formulation and administration of their respective unemployment compensation
programs.

(4) State-administered unemployment compensation benefit payments should be
directly related to earnings and service resulting from previous employment and
should constitute a partial indemnity for los of wages as determined by each state.
Payments should not be s) high as to weaken the incentive to return to the work
force.

For the past two or thl~ee years, the UC program has been criticized for its declin-
ing coverage rates resulting in less than one third of the unemployed workers actu-
ally obtaining coverage. The obvious conclusion to this claim is that the program is
inadequate and unresponsive to the vast majority of unemployed workers. The use
of the word "coverage , inaccurately portrays the nature of the gap. In the tradition-
al vocabulary of the unemployment compensation system, the word "coverage" has
an established meaning. "Covered employers" are those who pay unemployment
taxes on the wages of their employees. "Covered wages" are the payrolls upon
which those taxes are paid. "Covered workers" are those employees who earn wages
subject to the unemployment tax. "Coverage" in the lexicon of the program has
nothing to do with whether a worker files a claim for benefits-nothing to do with
whether a covered worker is eligible for benefits-nothing to do with the disqualifi-
cation from receipt of benefits. There has, in fact, been no decline in the couerag. -f
the system. Over 98 percent of all xage _!d salaried workers are covered.

There has always been a gap between the total unemployment count and the
number of unemployed actually drawing UC benefits. There are legitimate reasons
for the gap. Some of the unemployed are new entrants to the workforce and have no
covered wages; others have scant work history with insufficient covered wages;
others are reentrants to the labor market having no recent wages; others were dis-
qualified from benefits because they voluntarily left their job without good cause, or
were guilty of misconduct connected with their work, or they refused an offer of a
suitable job; others have exhausted all of their benefit entitlement.

Studies have shown that over two-thirds of the unemployed did not apply for ben-
efits, a point missed by many program critics. Of those who do apply for benefits,
between 52 percent and 93 percent receive benefits. These figures simply compare
the number who applied for benefits and the number of individuals who received
benefits on a state-by-state basis. This simple comparison based on Department of
Labor information seems to indicate that benefits are being paid at higher rates
than the proponents of expanding the system would like yuu to believe.
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Some studies have attributed the gap to the tightening of eligibility and/or dis-
qualification provision by the states and more restrictive provisions imposed by Con-
gress upon the extended benefits program. Other significant factors that seem to
contribute to the gap include:

* Almost two-thirds of the unemployed surveyed did not apply for benefits.
* 83 percent of the unemployed surveyed either quit their last job (32%) or did

not work long enough to qualify (52%).
* Application for benefits increased with unemployment duration. The rate of ap-

plication among those unemployed 27 or more weeks was three times as high as
those unemployed only 1 or 2 weeks.

e About one-fourth of the unemployed had no recent work experience, and more
than half of the unemployed were part-time workers before losing their jobs.

NAM believes that benefit payments made under the program should be paid
only to individuals who become temporarily unemployed through no fault of their
own, who are genuinely part of the work force, who are sincerely and actively seek-
ing employment, who do not refuse suitable employment when offered, and who are
not unemployed as a result of a labor dispute. Benefit eligibility should be reestab-
lished only by proof of reentering the work force and working at a job for a reasona-
ble time.

Benefit payments must be limited strictly to compensation for periods of tempo-
rary involuntary job-connected unemployment. Unemployment of longer duration is
outside the proper.scope of a program to be financed by a payroll tax system. Deter-
mination of what may be considered "temporary unemployment" periods should be
within the discretion of the individual states.

NAM opposes the addition of any Federal supplemental benefit programs to the
unemployment compensation system. Unemployment of durations longer than those
"temporary unemployment" periods, as determined by the individual states, is
symptomatic of far greater, more deeply ingrained economic problems than those
which employers can reasonably be held responsible. However, NAM does recognize
that in times of economic recessions, there may be a need for extending the dura-
tion of unemployment benefits in those states that have determined that the period
of "temporary unemployment" is of such duration to necessitate "triggering" of the
federal-state (EB) program.

The program should be soundly financed u3ing experience-rating as the basis for
any unemployment compensation tax policy. The purposes of sound experience
rating are to distribute costs, provide incentives for employers to stabilize employ-
ment and generate the necessary active interest of employers in the program.

The tax rate structure in any state program should feature provisions insuring
sufficient contributions to maintain adequate balances in the trust funds to meet
current and reasonably foreseeable future benefit payment liabilities. The program
should also provide, for adequate contributions to the trust funds during times ot
high employment so as to minimize the increase in tax rates during periods of reces-
sion. However, rEstrictions should be imposed to insure against excessive accumula-
tion of revenues.

While it is the responsibility of each state to finance its own system on a sound
basis, temporary emergencies do arise. When it becomes necessary for a state to
borrow from the Federal Unemployment Account (State Loan Fund), specific provi-
sions should be made for repayment, review and approval of such loans under defi-
nite terms which would encourage the state to place its own system on a sound fi-
nancial basis as soon as it is possible, within the limits of the economic climate.

Unemployment compensation programs should encourage maximum employer in-
terest and participation. Efficient administration requires the responsible adminis-
trative agency to provide adequate current information to employers. Efficient ad-
ministration can be accomplished-only by effective employer cooperation in provid-
ing information necessary for the proper determination and adjudication of claims.

Efficient administration also means the timely administration of claims and pay-
ment of benefits. Unfortunately the evidence suggests that eligible unemployed
workers have had to wait in line hours to file their claim and weeks to receive their
first benefit check. This is inexcusable when employers have met their obligation in
paying-their Federal UI taxes. Currently over $2 billion dollars are available for
program administration. But because of budgetary slight of hand, the states are in-
adequately funded. This causes problems, not only for claimants, but in some states
has led to additional state taxes on employers to fund program administration. This
is double taxation.
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Program administration is one area where NAM, organized labor, and state agen-
cies agree. Sufficient funds need to be appropriated for proper and efficient claims
administration.

Regarding the use of Federal Unemployment Tax Act (FUTA) receipts, NAM be-
lieves receipts should be used for the following purposes:

e To finance Federal and state administrative costs directly related to benefit
payments and determination of employers' tax liability;

e To finance those functions of the employment service system which are essen-
tial to a state's UC program; and

* To provide a loan fund for states that temporarily exhaust their trust funds.
However, realistic and enforceable repayment provisions should be provided.

There should be no allocation of FUTA receipts for the purpose of providing spe-
cial benefits to a specific industry which is adversely affected by economic condi-
tions relative only to that industry. There should be no excessive accumulation of
FUTA revenues. If additional FUTA funds are needed, they should be obtained by
adjusting the tax rate.

CONCLUSION

In conclusion, the National Association of Manufacturers supports the following:
experience rating as a means of assessing the Ul tax employers pay; receipt of bene-
fits being determined by an individual's attachment to the labor force and earnings;
the temporary nature of the unemployment compensation program; and the current
Federal/State balance, enabling states to be responsive to local economic and work-
force conditions. NAM believes that, if Congress appropriates adequate administra-
tive funds, the Unemployment Compensation program is currently providing the
benefits to the very individuals that the program is intended to serve. The program
is not in need of reform, as some have suggested.

PREPARED STATEMENT OF ROBERT H. TOPEL

Thank you for inviting me to testify.
The stated purpose of the Unemployment Insurance system in the United States

is to reduce the costs of unemployment by providing a steady source of income and
consumption for the unemployed. In this sense, the U! system is meant to be a form
of "insurance" in the truest sense: premiums are collected through payroll taxes,
and these premiums finance the payment of benefits to persons who experience a
"loss" because of unemployment. In practice, however, the existing UI system per-
forms poorly as a system of insurance for workers. Moreover, that performance has
deteriorated through time because of important recent changes in the labor market.

My purpose in this testimony is to suggest two important reforms that will im-
prove Ul as a system of insurance. These reforms would not increase the costs of UI
programs or the tax burden on employers and workers. In fact, they may reduce
aggregate U! costs. The reforms I suggest will also reduce some of the adverse in-
centives of UI that have actually contributed to the unemployment problem in the
U.S.

The study of unemployment and of the Unemployment Insurance (UI) system has
been a major component of my research agenda for the past 10 years. During that
time I have studied the evolution of unemployment in the United States, the incen-
tives created by our current UI system, and methods of financing UI benefits in
state and Federal programs. -Based on my research and that of others, I believe that
the changing nature of unemployment in the United States places new demands on
the UL system as a program of insurance for workers. I begin by summarizing some
recent trends in unemployment in the U.S., after which I will discuss the implica-
tions of these changes for the UI system.

I. BACKGROUND: THE CHANGING NATURE OF UNEMPLOYMENT IN THE U.S.'

During the recession of 1971, the unemployment rate of prime-aged men peaked
at about 4 percent. In contrast, after the longest decline in unemployment in the

I Comments in this section are based on K. M Murphy and R. H. Topel, "The Evolution of
Unemployment in the United States: 1968-1985" The NBER Macroeconomics Annual, vol. 2,
1987, pp. 7-58; and C. Juhn, K. M. Murphy, and R. H. Topel, "Unemployment, Non-Employ-
ment, and Wages: Why Has the Natural lRate Increased through Time?" Brookings Papers on
Economic Activity (forthcoming, 1q91).
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post-war period, the unemployment rate in the late 1980s settled at about 5 percent.
This trend toward rising overall unemployment is just one aspect of the changing
nature of joblessness in the U.S. There are (at least) four major developments that
underlie this trend.

1. Increasing Non-Employment: From the late 1960s to the late 1980s, the average
amount of non-working time of prime-aged men increased by about 2.7 weeks, or 84
percent. About two-thirds of this increase is due tc rising unemployment, and the
rest is due to a decline in labor force participation. Thus rising unemployment has
been accompanied by an increased propensity of potential workers to withdraw from
the labor force.

2. The Importance of Long Unemployment Spells: Most of the secular increase in
unemployment is accounted for by an increase in the number of very long jobless
spells. For example, during the late 1960s persons with more than 6 months of un-
employment during a year accounted for about a quarter of all unemployment. That
percentage has increased steadily through time, so that today these long term un-
employed account for about half of all unemployment. The number of very short
unemployment spells has remained fairly constant through time. Following the re-
cession of 1982-83, flows into unemployment declined to levels reminiscent of earli-
er, non-recessionary, periods. But rates of job-finding among the unemployed re-
mained unusually low, so unemployment durations remained high. It is worth
noting here that weeks of unemployment beyond 6 months are not typically covered
by the UI system.

3. Concentration of Unemployment among the Less-skilled: Less skilled people are
more likely to suffer unemployment. This has always been true. Accompanying the
well-known trend toward greater inequality in wages and earnings over the last 20
years, the trend toward rising unemployment has also fallen disproportionately on
less skilled workers. Unemployment rates among workers in the bottom quarter of
the wage distribution roughly tripled between the late 1960s and the late 1980s.
These workers have more frequent spells, and they are more likely to withdraw
from the labor force.

4. The Costs of Unemployment: For many persons the long-term costs of an unem-
ployment spell are quite small. These are typically young workers, those who did
not hold their previous jobs for a long period, or workers from certain industries
such as construction and retail trade, where high turnover and unemployment are
common. These persons find new jobs fairly quickly, and they do not suffer impor-
tant wage reductions upon reemployment. But for older individuals who held the
same job for many years, the costs of displacement cart be large. Their unemploy-
ment spells are very long, they suffer large wage reductions upon re-employment,
and many older persons simply leave the labor force after displacement. They do
not fully "bounce back" from their earnings losses, even after several years. On av-
erage, recent research implies that workers displaced from long-term employment
relationships experience a 30 percent reduction in earning capacity. 2

Agaiifst these facts about overall unemployment and its cost, the percentage of
total unemployment that is compensated by the UI system declined during the
1980s. "3 There are several possible reasons for this, including shifts in the geographic
and industrial mix of employment, changes in administrative procedures by state
systems, and changes in the propensity of unemployed persons to apply for UI. On
the surface, this decline in "coverage" suggests that UT is playing a smaller role in
providing insurance to workers, while at the same time the costs of unemployment
to job losers have risen. This would be a particular concern if a large portion of the
decline is accounted for by the increased importance of long spells, outlined in point
(2). There is no empirical evidence on this issue.

Ii. TWO REFORMS

The changes in unemployment outlined above have presented new challenges to
the UI system, and new strains on its resources. Even if qualifying criteria had re-
mained the same as they were in the 1970s, the increased importance of long unem-
ployment spells would reduce UI coverage, since durations greater than 26 weeks

2 See R.H. Topel, "Specific Capital and Unemployment: Measuring the Costs and Conse-
quences of Worker Displacement,' Carnegie-Rochester Series on Public Policy, 1990; W. Carring-
ton, "Secific Human Capital and Worker Displacement," Ph.D. Dissertatio:i, University of Chi-cago, 1990.

3 For studies of the decline in UI coverage, see G. Burtless, "Why Is Insured Unemployment
So Low?" Brookings Papers on Economic Activity, 1983, pp. 225-249: and W. Vroman, "The De-
cline in Unemployment Insurance Claims Activity in the 1980s," Unpublished, December 1990.
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are not typically covered by UI programs except in special periods of extended bene-
fits. These long spells are most likely for prime-aged workers who had been stably
employed in the past, and who suffer large reductions in earning capacity following
a job loss. For them, unemployment insurance replaces only a small portion of their
lost wealth, and the most costly weeks of unemployment (those beyond 26 weeks)
are not insured at all.

Political and budgetary realities being what they are, proposals that would in-
crease total spending on unemployment insurance will face strong opposition. That
is not necessarily bad. In light of these constraints, I propose Iwyo important (and
feasible) reforms of the UI system that would improve its performance as a program
of insurance, and that would not significantly increase program costs. In fact, taken
alone, these reforms would probably reduce program costs, which means a lower UI
tax burden on employers and workers.

A. Waiting Periods and the Extension of UI Coverage
My first proposal deals with the timing of UI benefits during a spell. In language

familiar to buyers of insurance, I would increase the deductible (waiting periods) in
order to achieve increased coverage (longer benefit durations).4 The outcome is
better insurance.

A typical state UT system requires a one-week waiting period before benefits pay-
ments begin, after which coverage continues for up to 26 weeks. In starkest terms,
this means that a construction worker who is laid off for one month each winter
will always receive UI, even though his spells are always short and largely antici-
pated. In contrast, factory workers who are displaced from long-term employment
by a plant closing will typically suffer larger losses, composed of more unemploy-
ment and a greater wage reduction. For these Deople, UI coverage will stop after six
months. This arrangement can hardly be called "insurance."

If Ul is to act as a system of insurance, the resources of the system should be
spent where they will do the most good. As it stands, workers who experience only
short unemployment spells receive UT benefits. Yet even without UI coverage, the
effect of a short unemployment spell on a worker's wealth and consumption will
usually be small. Most workers who experience brief periods of unemployment have
assets, family connections, and sources of credit that allow them to maintain their
consumption patterns during periods of transitorily low income. Recent research
confirms this view: for the typical person, temporary reductions in income are "self-
insured," so that consumption patterns are maintained. Long-term reductions in
earning capacity, say due to illness or substantial period of unemployment, have
larger effects on consumption spending because families draw down their assets as a
spell progresses. 5 These long spells substantially reduce an individual's wealth.

The implications for UI are clear. When workers can self-insure against tempo-
rary losses of earnings, a dollar in UT benefits will be more valuable to a person
experiencing a long unemployment spell than to a person experiencing a short one.
Putting UT funds where they provide the most value, this means that UI programs
should include a substantial waiting period that plays the role of a "deductible" in a
standard insurance policy. Weeks of unemployment that fall within the range of the
deductible should be "self-insured," while more serious events should be covered by
the UT system. All state systems (at Federal urging) contain a one week waiting
period. I think that one week is too short. Specifically, I believe that waiting periods
should be substantially lengthened, and that the savings should be used to provide
greater insurance coverage to the long term unemployed, who need it the most.

Some simple calculations show what can be accomplished by this type of reform.
Suppose that UI coverage were extended to a full year for all qualified workers,
which adds 6 months of new coverage, at current benefit levels, to the typical pro-
gram. Using data on job finding rates for the long term unemployed, I calculate that
in a typical year this would add about 14 weeks of actual benefit payments for
workers who no, exhaust benefits at 26 weeks.6 Since less than a quarter of all new
spells of insured unemployment actually last 6 months, these benefits could be fully
financed by increasing the waiting period for UT to one month. Thus we can "buy" 6
months of additional coverage, in months where benefits are most valuable, by sacri-

4 A formal treatment of these issues appears in S. Shavell and L. Weiss, "The Optimal Pay-
ment of Unemployment Insurance over Time," Journal of Political Economy, December 1979.

', P. Burgess, J. Kingston, and C. Walters, "The Adequacy of UI Benefits," U.S. Department of
Labor, 1979; J. Cochrane, "A Simple Test of Consumption Insurance," University of Chicago,
August 1990.

6 Data on insured spell durations are published in B. Meyer, "Unemployment Insurance and
Unemployment Spells," Quarterly Journal of Economics, July 1990.
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icing one month of coverage in months where benefits are least valuable. This is a
trade worth making. Most workers subject to unemployment would be better off,
and there would be no new UI tax liabilities.

My conclusion that this reform would be wholly self-financing rests on the as-
sumption that the number of spells of various durations would remain roughly what
it is under the current system. That may not be true. The extension of benefits will
cause some persons with long spells of unemployment to remain unemployed even
longer. That will increase costs somewhat, but the effect is likely to be small. A
more important impact will be a reduction in the number of short unemployment
spells. Since benefits will not be available for spells lasting less than a month, the
current incentive for employers and workers to abuse the UI system with temporary
layoffs will be greatly reduced. In fact, more than 40 percent of all insured unem-
ployment spells are temporary layoffs that end in recall by the previous employer. 7

Among the short spells for which my proposal would reduce coverage, the propor-
tion is substantially more than half. Since many of these spells are at the discretion
of employers, and since my proposal would reduce benefits paid to workers on tem-
porary layoff, I expect that these changes in incentives would actually reduce the
total number of unemployment spells. That means lower total benefit payments and
lower UI taxes.

There are many refinements that might go with this proposal. I will mention just
one. Since the purpose is to target increased UI coverage to those who have the
largest losses, extended coverage might be made contingent on the duration of the
previous job and other long-term indicators of a person's labor force participation.
Rather than an earnings test that is contingent on just one year's experience, as in
current laws, extended duration (and perhaps benefit levels as well) should be con-
tingent on previous employment and earnings, since these are indicators of the
magnitude of losses.

Finally, a larger percentage of total weeks of unemployment will be covered by UI
under this proposal. This means a slight reversal of the trend toward less UI cover-
age.

I'm a professor, but I'm not completely naive. While I think it is obvious that this
proposal would make UI a more effective program of insurance against serious earn-
ings losses, I also recognize that not everyone will gain from this reform. There are
winners and losers. The winners are the long term unemployed, especially those dis-
placed from long term jobs whose skills are not easily transferable to other activi-
ties. They get more insurance. The losers come from industries and occupations that
experience lots of temporary layoffs, so they benefit greatly from a UI subsidy
under the current system. They will get less of a subsidy under my proposal, and so
they will tell you that it is a terrible idea. Don't listen to them.
B. Improved Experience Rating and U! Financing

In contrast to other countries' systems, IJI benefits in the U.S. are financed by
payroll taxes that are to some degree "experience rated." This means that the tax
rate levied on an individual employer depends in whole or in part on that employ-
er's history of generating insured unemployment. A reading of the original UI de-
bates from the 1930s reveals that the system was put in place to provide incentives:
firms that generate more unemployment will have to pay more taxes, and this
might dissuade some layoffs. It doesn't work that way.

Methods of financing UI in state systems are a far czy from true experience
rating of UL benefits. In practice, even the best systems simply advance interest free
loans .benefits) to employers of laid-off workers, and these loans are repaid by
higher future tax rates.' Many employers, especially those in high unemployment
industries such as construction, are not experience rated at all. For them, layoffs
generate UI benefits for employees, but the cost of these benefits is never repaid.
The UI system provides "free money," which is often a substantial subsidy to unem-
ployment. A simple example will illustrate the point.

In a state like New York, most construction firms pay a fixed maximum tax rate,
so they are not experience rated at all. For an employee who qualifies for $200 per
week in UI, a one month temporary' layoff yields $600 in income (allowing for a one

I L. Katz and B. Meyer, "Unemployment Insurance, Recall Expectations, and Unemployment
Outcomes," Quarterly Journal of Economics, November 1990.

8 R. Topel and F. Welch, "Unemployment Insurance: Survey and Extensions," Economica 47
(August 1980): 351-79; R. Topel. "Unemployment and Unemployment Insurance," Research in
Labor Economics 7 (1985): 91-135; R. Topel, "Financing Unemployment Insurance: History, In-
centives, and Reform," in Unemployment Insurance: The Second Half Centur,, ed. W. Lee
Hansen and J. Byers. University of Wisconsin Press, 1990.
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week waiting periodLfor the worker, but no cost for the firm. In effect, the UI
system tells the firm: "We will give you $600 with which to pay your workers, but
only if you lay them off for a month." The incentive to increase the number of tem-

-porary layoffs is obvious.
This example is not an isolated case. Current methods of UI financing subsidize

layoffs in virtually every industry and in every state system. Some state systems are
worse than others, but the overall subsidy to unemployment is large and important.
Empirical research in this area suggests that about one third of all temporary lay-
offs would not occur if the subsidy were eliminated. 9 There are smaller effects on
permanent layoffs as well. Thus the overall evidence is that current methods of fi-
nancing UI increase unemployment.

What can be done to reduce the unemployment subsidy? Within the framework of
current financing systems, three reforms are obvious and inexpensive. First, interest
should be credited and charged to individual employer's accounts with the UI
system. Under current accounting rules, which do not include interest, even experi-
ence rated employers repay only about $0.60 for each dollar of benefits that workers
receive. Interest bearing accounts would eliminate this aspect of the subsidy. This
reform is politically feasible. Second, state maximum tax rates should be increased,
which will extend experience rating to high unemployment firms, who account for
most layoffs. Third, states should be required to index taxable wages to benefit
levels, which would also .extend serve to enhance experience rating for the typical
employer.

What would be the overall effects of these changes? The most obvious effect would
be reduced unemployment, especially temporary layoff unemployment. In turn,
since aggregate benefit payments must be balanced by aggregate tax receipts, aver-
age UI tax rates could be reduced or UI coverage could be increased. Further, the
move toward enhanced experience rating would also change the industrial composi-
tion of employment. The current system of subsidiesmeans that unstable, high un-
employment industries are tooAarge, and stable employment industries are too
small. In the long run, elimination of subsidies will shift employment from the one
to the other, so aggregate employment will be less volatile.

Finally, these reforms would enhance the solvency of UI systems in the U.S. As I
have shown elsewhere,' 0 lawmaker-s h67ve been reluctant to raise UL taxes and tax-
able wages in proportion to legislated increases in benefits. The result is declining
fund balances, which in many cases led state systems to borrow from Federal UI
reserves. Long term balancing of employer accounts carries over to the aggregate, so
the danger of fund "insolvency" would be reduced.

The financing reforms I have mentioned can be accomplished within the frame-
work of current UI accounting systems. Those systems were designed in the 1930s
and 1940s, when the costs of tracking individual employer accounts was substantial.
As a result the similarity between "experience rating" of UI taxes and true experi-
ence rating of insurance premiums is remote. It need not be.

A bolder reform would put UI financing on a firm actuarial basis. The UI system
could be run like any other form of insurance. Just as with the insurance that we
all buy, premiums (taxes) can-be-based-an an employer's (or an employee's!) expect-
ed loss (insured unemployment). Current technology is perfectly capable of predict-
ing these losses using a wide array of information, including past losses, current
market circumstances, industry, and so on. The system of UI taxes generated by
such a system would be little different than the premium structure that successfully
finances private insurance, so cost is not a major barrier. Relative to current financ-
ing methods, it would provide greater diversification of unemployment risks (better
insurance), more experience rating (smaller unemployment subsidies), and greater
solvency. I believe that it is worth thinking about.

I1. CONCLUSION

I have proposed two reforms of the UI system. Neither reform would increase the
cost of UI; probably the overall costs of running the system would fall, and total
unemployment would be reduced. Their unifying theme is that UI is currently a
poor system of insurance, but it can and should be substantially improved.

By extending waiting periods, the role of UI as insurance is enhanced because
benefits can be increased during the portion of unemployment spells where they are
most valuable. Short spells of unemployment can and should be self-insured by

9 R. Topel, "On Layoffs and Unemployment Insurance." Ameri'an Economic Rev'iew. Septem-
ber 1983.

10 R. Topel, "Financing Unemployment Insurance," op. cit.
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workers and their families. Public insurance should be concentrated on more serious
losses, especially for workers who have lost a long-term job. Increased waiting peri-
ods offer the opportunity to enhance coverage in other dimensions as well.

By enhancing the degree of experience rating in UI tax liabilities, an important
source of subsidy to unemployment would be eliminated. This alone would reduce
unemployment, and it would have the added benefit of improving the solvency of
state systems.



COMMUNICATIONS

STATEMENT OF THE AMERICAN FEDERATION OF STATE, COUNTY AND MUNICIPAL
EMPLOYEES

The American Federation of State, County and Municipal Employees (AFSCME)
submits the following statement for the record of the Senate Finance Committee
April 23, 1991 hearing on Unemployment Insurance (U1). AFSCME represents 1.4
million state and local government employees, approximately 25,000 of whom work
in local unemployment offices.

The Unemployment Insurance (UI) program was established in 1935 to serve two
important purposes: to provide temporary income to unemployed workers until they
return to work and to produce a countercyclical effect on the economy by sustaining
consumer buying power.

A decade of neglect by the Federal and state governments has seriously impaired
the ability of the UT program to fulfill these twin objectives. The nation entered the
current recession with benefit coverage at an all-time low and with state adminis-
trative capacity to process benefit claims so weakened that the entitlement to bene-
fits has been jeopardized.

BENEFIT COVERAGE

Unemployment insurance protection declined significantly during the 1980's.
When the program was created in 1935, almost all of the unemployed were eligible.
In the late 1970's, 50-70 percent of the unemployed received benefits. By last year,
only one-third of the unemployed received benefits.

Federal and state policies contributed to this significant reduction in coverage.
The states came out of the 1982 recession with their benefit trust funds almost $6
billion in the red and with a new Federal requirement to pay interest on money
borrowed from the Federal Government. Many built up their reserves to avoid
future borrowing by increasing disqualification penalties, shortening maximum ben-
efit durations, and raising base period earnings rules. In other words, they restrict-
ed eligibility and benefits in order to improve solvency and avoid employer tax ir-
creases.

The 'ederal Government took similar steps during this period. Among other ac-
tions, it arbitrarily excluded non-instructional education employees from the unem-
ployment insurance system during their recurring bouts of involuntary joblessness.
AFSCME has sought to restore the state option to provide unemployment compensa-
tion to this group of education workers since its removal in 1983. The House ap-
proved a provision to do so as part of the Budget Reconciliation Act of 1989, but the
provision failed in conference. Restoring eligibility to this group of low-wage work-
ers would have a major impact on the lives of thousands of families living at or near
the poverty level. These workers should not be differentiated in such a punitive way
from other seasonal workers who are entitled to unemployment benefits under state
law. We strongly urge this Committee to support the restoration of the state option
to correct this inequity.

The Federal Government also limited benefits for the entire workforce in the
early 1980's by raising the Insured Unemployment Rate (IUR) trigger for activating
the extended benefits program and by excluding from the IUR calculation unem-
ployed workers receiving extended benefits. The combined effect of state and Feder-
al policies restricting eligibility means that the IUR covers a much smaller share of
the unemployed today than it did ten years ago. It has become a poor indicator of
unemployment, and, consequently, the extended benefits program has become much
less effective in reaching the long-term unemployed.

AFSCME strongly supports the provisions in H.R. 1367, sponsored by Representt-
tive Tom Downey (D-NY), which would reverse Federal and state policies that have

(112)



113

restricted benefits over the last ten years. The legislation prevents states from es-
tablishing unreasonable disqualification rules to limit benefit coverage. It also re-
places the extended benefits program with the Federal Supplemental Compensation
program triggered by state total unemployment rates and financed through a Feder-
al unemployment tax levied on a greatly expanded and more progressive wage base.

ADMINISTRATIVE FINANCING REFORM

Improvements in extended benefits and coverage will be undermined, however,
without administrative financing reform. It is essential that the administration of
the local unemployment offices be placed on a more reliable and flexible basis. Oth-
erwise, eligible workers may not receive the protection to which they are entitled.

Ironically, even as participation in the unemployment program shrank during the
1980's, the states found it increasingly difficult to maintain an adequate level of of-
fices and experienced employees to process unemployment claims. Since 1983, state
unemployment insurance staff levels dropped by 25 percent, from 57,000 to 43,000.
The system entered the current recession with the least administrative capacity in
decades.

A major reason for the dramatic decrease in staff and offices was declining Feder-
al financial support. Indeed, the full extent of the Federal retreat has been obscured
by the $140 million that approximately 38 states have contributed to the system.
With 28 states now facing serious deficits, we expect state support to diminish and
conditions in local unemployment offices to worsen.

Federal funding also has become less reliable. Two years in a row, the unemploy-
ment insurance system faced serious administrative funding shortfalls. They devel-
oped because far more workers became unemployed than was anticipated when the
UI appropriation for each year was enacted into law. A shortfall of substantially
greater magnitude could materialize in Fiscal Year (FY) 1992 because of new pres-
sures created by the Budget Enforcement Act.

The funding reductions and recent shortfalls have created serious hardship on un-
employed workers and on local unemployment office employees. This year, unem-
ployed workers in the upper peninsula of Michigan had to drive 80 miles one way to
reach an unemployment office. It was taking five weeks or more to get the first un-
employment check in Michigan. Payment delays increased in Connecticut, Maine,
New Mexico, Indiana, and West Virginia. In Indiana, where the average number of
claims per week jumped from 29,670 in October to 57,330 in December, the state was
trying to operate without 17 offices that it had to close last year. In one week in
March, one Indianapolis office had three claims takers trying to manage 750 new
claims.

Some unemployed workers were waiting ten weeks for their first checks. A wait
of 5, 6 or even 7 hours just to file a claim was not uncommon in many states. Tele-
phones went unanswered; people got turned away from overcrowded offices; nerves
got frayed; and backlogs built despite hours of overtime by tired and discouraged
local office employees. Needless to say, the bill collectors still wanted their money,
and the children still needed to be fed. Clearly, the safety net is failing.

Administrative funding shortfalls are not new to the UI system. Indeed, shortfalls
occurred in 10 out of the last 18 years, and supplemental appropriations were rou-
tinely provided. What is new now, however, is a budget process that has made it
increasingly more difficult to assure adequate and timely funding.

Under the current budget rules, unemployment benefits are mandatory expendi-
tures, but the administrative funds to pay benefits are classified as discretionary. UI
administrative funds must compete with all other domestic discretionary programs
under strict spending caps.

It has become much harder to secure adequate U! funding in the regular Labor-
HHS appropriation in this environment. This past fall, for example, conferees on
the FY 1991 bill increased funds for UI and several domestic programs only to turn
around and impose an across-the-board cut on all programs to bring the bill within
the required spending ceiling. This action caused UI to lose $49 million of the $90
million increase and to enter the year with a certain shortfall.

Even if the Appropriations Committee fully funds the workload projected at the
beginning of the fiscal year, unemployment may increase as the fiscal year pro-
gresses. Needless to say, the economy simply does not conform to the Congressional
budget cycle. For example, as Congress worked on a supplemental appropriation for
FY 1990, unemployment started to escalate. The FY 1990 supplemental came too
late to prevent many office closings, and was too little by the time it passed. The
estimated unemployment rate for FY 1991 has been revised upward three times
since January of 1990. It rose from 5.3 percent in January, 1990 to 5.8 percent last
July, to 6.1 percent last October, to 6.5 percent this January.
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As disruptive as they were, the FY 1990 and 1991 shortfalls will seem minor com-
pared to the potential crisis that could develop in FY 1992. The House Budget Reso-
lution assumes a funding level of approximately $400 million less than the Presi-
dent's request, and $645 million below the January OMB baseline. The reasons
appear to be both technical-relating to serious problems with the Congressional
Budget Office (CBO) baseline for Unemployment Insurance used by the House
Budget Committee-and procedural-concerning the lack of room under the domes-
tic discretionary spending caps to finance recession-level UT workloads and other
important domestic human resources programs.

Even if supplemental funding were approved as the House Budget Committee
Report indicates, the UT system would go through an unprecedented upheaval
before supplemental funds actually reached the states. As much as 45 percent of the
presently-anticipated claims workload could be unfunded for a time.

The current method for appropriating administrative funds is too inflexible and
unresponsive to changing economic conditions. Surely the authors of the 1935 law
never expected the entitlement to unemployment benefits to be jeopardized by a
Congressional budget process that prevents administrative funds from rising and
falling with workload fluctuations.

We do not believe that the Appropriations Committees, faced with intense pres-
sures to finance many important domestic programs, can solve the administration
financing problem in a manner that will result in stable financing and responsible
management. Supplemental appropriations help, but they are not a solution.

Unemployment insurance is the only state-administered benefit entitlement pro-
gram which is subject to the domestic discretionary spending caps. This classifica-
tion has caused a breakdown in the reciprocal relationship between the Federal and
state governments originally established by the unemployment insurance law 56
years ago. Under that arrangement, the states were charged with the "proper and
efficient administration" of the program. The Federal Government was charged
with financing state administrative expenses from an employer tax levied by the
Federal government under the Federal Unemployment Tax Act (FUTA).

There is no shortage of money from the Federal unemployment tax. The Federal
account presently holding FUTA revenue dedicated exclusively to state administra-
tion had an excess balance of over $1 billion at the end of FY 1990. The money,
however is being held hostage by a rigid budget process that fails to accommodate
the effect of economic changes on this entitlement program.

The only effective solution for the UI administrative problem is a reform that will
make such costs mandatory. H.R. 1367 does this by creating an appropriated entitle-
ment that releases funds according to workload demands and that removes UT ad-
ministrative funds from the arbitrary constraints of the domestic discretionary caps.
Doing so would put UT administrative financing on the same basis as all other state-
Ldministered benefit entitlement programs. We strongly urge the Finance Commit-
tee to include such a mechanism in any legislation it considers.
.in summary, the Employment Security system is ill-equipped to provide adequate

financial support to the unemployed. Coverage and benefits are grossly inadequate,
and the system is staggering under the demands of those who are applying for bene-
fits. While the nation relished the benefits of a boom economy in the 1980's, the
safety net for the unemployed disintegrated. AFSCME is committed to rebuilding
and modernizing the unemployment insurance program and looks forward to work-
ing with the Committee in that endeavor.

STATEMENT OF JIM EDGAR, GOVERNOR OF ILLINOIS; RICHARD J. WALSH, PRESIDENT, IL-
LINOIS AFL-CIO; LESTER W. BRANN, PRESIDENT, ILLINOIS STATE CHAMBER OF COM-

MERCE, ON BEHALF OF THE IILINOIS EMPLOYERS' JOINT POLICY COMMI'TEE ON UN-
EMPLOYMENT INSURANCE; AND LOLETA A. DIDRICKSON, DIRECTOR, ILLINOIS DEPART-
MENT OF EMPLOYMENT SECURITY

Thank you, Mr. Chairman and members of the Committee, for the opportunity to
present the view from the State of Illinois.

Honest differences will likely exist among us over many of the issues you are con-
sidering, but we all agree on at least two points. (1) Persistent shortfalls in Federal
administrative funding are seriously threatening the ability of state unemployment
insurance and job service programs to effectively serve the nation's job seekers and
employers. (2) In view of the Unemployment Trust Fund's growing balances of dedi-
cated administrative dollars, those shortfalls are totally unnecessary.

A sound employment security system for Illinois' job seekers and employers is
crucial to the state's ability to compete in the world economy. In Illinois, business,
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organized labor and state government are committed to working together to main-
tain that system.

Working together, we literally rebuilt Illinois' once debt-ridden unemployment in-
surance program since the beginning of the last decade. Through a series of over-
hauls of the state's unemployment insurance law, we have set competitive tax and
benefit rates and balanced the need for prudent benefit account reserves against the
cost of those reserves to the state's economy. Despite a currently rising claim load
and statutory benefit increases in each of the last three years, Illinois' benefit ac-
count is expected to finish calendar year 1991 with a positive balance of more than
$1 billion.

Working together, we can help Illinois' employment security system successfully
confront the challenge posed by the present economic downturn. To do so, however,
the system must have administrative resources sufficient to get the job done.

To our dismay, Federal administrative funding for Illinois' unemployment insur-
ance and job service programs has dropped steadily since Federal fiscal year 1984,
by 21 percent after adjusting for inflation.

Since state fiscal year 1984, the Illinois Department of Employment Security has
cut its staff levels by more than 25 percent-from 4,000 to fewer than 3,000. The

-- Department has consolidated a network of 128 local unemployment insurance and
job service offices into 63 facilities. In all regards, Illinois has operated its employ-
ment security system with a keen interest in efficiency and has consistently worked
to do more with less.

However, Illinois still find, itself expending significant amounts of state-generated
resources to maintain the Federal unemployment insurance and job service pro-
grams at effective levels of operation. State funding for Illinois' employment securi-
ty system has risen by more than 320 percent since state fiscal year 1984.

As you know, Illinois is not alone. It is estimated that, in Federal fiscal year 1990,
33 states committed more than $200 million in state funds to maintaining their un-
employment insurance and job service programs. Still, nationally since 1980, 662
local unemployment insurance and job service offices have been shut down and
more than 14,000 employees of state employment security agencies have been let go,
according to the Employers' National Job Service Committee.

Compounding the problem, the current fiscal picture for Illinois and many other
states will not allow the present level of state funding for the two programs to con-
tinue.

Today, unemployment insurance claimants in many states wait too long to receive
their benefit checks. Others endure excessive delays in understaffed unemployment
insurance offices, frequently after travelling long distances to get there. Higher un-
employment workloads may ultimately threaten accuracy in state benefit payments
and tax collections, with disturbing implications for state benefit accounts. The abil-
ity of state job service programs to adequately serve their customers is also suffer-
ing. Without adequate administrative funding from the Federal government, the sit-
uation will only get worse.

The Unemployment Trust Fund's Employment Security Administration Account
ended Federal fiscal year 1990 with a balance of more than $2.2 billion-over $1
billion in excess of the statutory maximum. That account, which is financed by em-
ployers' Federal unemployment (FUTA) taxes, is dedicated exclusively to the admin-
istration of state unemployment insurance and job service programs and Federal
oversight of the programs. The account's year-end balance for Federal fiscal year
1991 is projected at nearly $2:] billion-more than $1 billion in excess of the statu-
tory maximum.

By Federal fiscal year 1995, the administration account's year-end balance is ex-
pected to climb above $3. billion, exceeding the maximum by almost $2.4 billion.

Yet, the funds necessary to do the job are-not reaching the states because of Fed-
eral budgeting decisions unrelated to the needs of the employment security system.
Since the Unemployment Trust Fund remains part of the unified Federal budget,
deposits into the Fund that are not spent offset expenditures from other Federal
funds, including the Federal general fund. Accordingly, constraining administrative
outlays from the Fund produces "on paper" a lower Federal deficit number.

The Federal deficit exists, however, because obligations against the Federal gener-
al fund consistently and substantially exceed Federal general revenues. Holding dol.
lars in the Trust Fund does not correct that fundamental imbalance. It simply
masks the extent of the imbalance, at the direct expense of the people the Unem-
ployment Trust Fund was established to serve.

The present constraints on the highly workload-sensitive unemployment insur-
ance system are particularly troubling. Of the nine major Federal entitlement pro-
grams run by the states, the unemployment insurance program is the only one for
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which administrative expenses are subject to the discretionary spending caps set by
last fall's budget agreement.

The Unemployment Trust Fund should be used for the purposes for which it was,
established-not to camouflage the Federal debt. To that end, the Trust Fund
should be removed from the unified Federal budget. At a minimum, the cost of run-
ning state unemployment insurance programs should be treated the same as the ad-
ministrative costs of other state-run Federal entitlement programs--as a mandatory
rather than discretionary budget item.

The administrative funding problems now facing state employment security pro-
grams across the nation are very serious. We hope that, through your deliberations,
you will be able to resolve those problems to the satisfaction of all interested par-
ties. We are eager to work with you.

Thank you again for your time and attention, as well as for your interest in the
employment security system and the people it serves.

PATRICIA A. TERRY,
April 25, 1991, Mesa, AZ.

WAYNE HosIER,
U.S. Senate,
Committee on Finance,
Washington, DC.
ED MIHALSKI, Minority Chief of Staff
US. Senate,
Committee on Finance,

Washington, DC.
Re: Bentsen calls hearing on unemployment compensation, leadoff witness to be
Labor Secretary Martin (Hearing date: Tuesday, April 23, 1991)

Dear Sirs: I would like to submit my written statement on the above issue and
hearing.

The Unemployment Compensation Program is in need of serious reconsiderations
and adjustments. People are not being paid enough to survive, are not getting bene-
fits fast enough, and is a long process in general.

Arizona is a prime example-of the total problems. We have a high unemployment
rate and rising. I believe it is in the 6% range. The most any person may receive for
benefits is $165.00 a week which averages out to $4.12 an hour which is lower than
minimum wage (4.25). That in itself is rather pathetic!

My husband is unemployed and I am not working. The future holds very dim
right now. My husband is looking for a job by resume, answering ads in the paper,
and listing with the job service at the unemployment office. It is tough and the pay
scale from his layed off position does not come close to the pay he will receive from
unemployment. I question how are we to survive under these circumstances?

I am hopeful you will take my statement in consideration when deciding how you
wil revamp the Unemployment Compensation Program. There are many others
such as myself who have experienced similar problems with this program.

Please do some thing immediately to relieve the distress of the unemployed
worker collecting benefits!

Respectfully.
PATRICIA A. TERRY.

UNITED MINE WORKERS OF AMERICA,
Washington, DC, May J, 1991.

Hon. LLOYD BENTSEN, Chairman,
Senate Committee on Finance,
US. Senate,
Washington, DC.

Dear Mr. Chairman: Though I was unable to appear before your Committee to
testify on unemployment insurance issues, I would ask that you include in the
record of the hearing this letter supporting changes in the nation's unemployment
insurance system.

The U.S. coal industry experienced a 50 percent decline in employment during the
last decade. Over 100,000 miners lost their jobs during the 1980s; most exhausted
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their unemployment insurance benefits before they found new jobs, and most are
working for significantly lower wages.

For example, in 1980 there were 53,000 miners working in West Virginia; today
there are fewer than 25,000. Yet only 21 percent of the unemployed in West Virgin-
ia are receiving regular benefits. The short duration of benefits makes it nearly im-
possible for unemployed miners to be retrained for jobs in other industries.

We therefore recommend that Congress establish a new Federal Supplemental
Benefits Program that would increase the length of benefits as unemployment rises.
Providing extended benefits in areas with high unemployment will give more unem-
ployed workers the opportunity to train for new jobs.

In addition, Congress should arrest the trend whereby states are achieving solven-
cy by reducing the level of benefits. The National Commission on Unemployment
Compensation has recommended that weekly benefits should be at least two thirds
of the state's average weekly wage. and that benefit levels replace at least 50 per-
cent of the individual's wage. We strongly urge Congress to adopt this policy.

Another problem that neods to be addressed is the chronic underfunding of state
administrative services for the unemployed. Long lines and shorter hours at unem-
ployment offices and long delays in claims processing confront jobless Americans
just when they are most in need of government assistance. It is not unusual for
workers claiming UL benefits to wait four or five weeks for their first check. Con-
gress should either appropriate sufficient funds for this program or create an enti-
tlement for UL administration.

Finally, the expansion of the Federal unemployment program should be funded
by an increase in the taxable wage base to the Social Security wage base. At the
same time, the tax rate can be reduced from .8 percent to .4 percent.

Today's unemployment insurance system supports less than a third of the jobless,
and for those lucky enough to receive benefits, they often run out before the worker
is able to find new employment. The United Mine Workers of America appreciates
your efforts to draw attention to the problems of the unemployed and hopes that
you will quickly achieve these crucial reforms.

Sincerely,
RICHARD L. TRUMKA, International

President, United Mine Workers of
America.

STATEMENT BY REBECCA BARNA, DIRECTOR, UNITED MINE WORKERS OF AMERICA

UNEMPLOYMENT ASSISTANCE FUND

April 25, 1991.
RE: Unemployment Insurance Problems

This letter is sent to address the concerns of our UMWA unemployed mine work-
ers. Unemployment is difficult and very frightening for someone who has worked
for years in providing an adequate income for their family.

The UMWA Unemployment Assistance Fund was established in 1989, The areas
largest employer, Rochester and Pittsburgh Coal Co., Indiana, PA furloughed over
1,800 mine workers. The surrounding counties in Western PA were dealt other
severe blows with the following announcements:

1989 Benjamin Coal ('o., LaJose, PA (Clearfield County)-233 furloughed

PENNSYIVANIA MINES

1991, June Rushton Mine, Oceola Mills, PA-250 jobs lost
The mines below will be phased out by 1992:

1992 Greenwich Mine-585 jobs lost
1992 Tunnelton Mines, Tunnelton, PA-250 jobs lost

Pennsylvania Mines Total-il,085 jobs lost

ROCHESTER & PITTSBURGH

1992 Florence Mine # 2-350 jobs lost

BETH ENERGY MINE

1991 Cambria Slope #33-387 jobs lost

Add to this that each job lost from a mine closing has a statistical impact of 2.5
other support jobs lost. The statistics are overwhelming. This is devastating to the
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whole economy in Western Pennsylvania. These are not minimum wage jobs. This
will compromise the families' quality of life.

On April 4, 1991, the Labor Department stated the number of people filing new
unemployment claims rose to 543,000 in the week ending March 23. This is the
highest one-week level since January 1983.

Analysts have stated that the persistent high levels in March of 6.8 percent sug-
gest that the recession was continuing despite other more favorable reports of an
improved consumer confidence. Indiana County' s unemployment in March 1991
was 11.8 percent. Pennsylvania's unemployment rate was reported at 7.4 percent;
the highest in almost five years. PLEASE NOTE, these unemployment figures rep-
resent those that are receiving unemployment benefits and not those who have ex-
hausted their unemployment or are on welfare.

The JTPA (Job Training Partnership Act) assists dislocated workers, individuals
who have virtually no chance in obtaining work in the same field in which they
worked due to shutdown, closings, etc. in obtaining schooling to re-enter the job
market.

The UMWA Unemployment Assistance Fund works with the area S.D.A.'s (Serv-
ice Delivery Areas) in assisting dislocated mine workers to attend approved schools
that match the person's skills and interests. The major stumbling block encountered
is that once the unemployed workers 26 week unemployment expires, there is only
a small needs base payment allowance provided that in no way can cover expenses
while attending schools. For a family of four the amount of needs base is 21 dollars
a day while attending school.

HOWEVER, according to Federal regulations, the dislocated worker has to be
physically enrolled in school within the 13th week of unemployment. This is virtual-
ly impossible except in anticipated shut down of a mine.

With an extension in unemployment benefits a dislocated worker could attend
school for 18 months with only six months of the needs base payments being used. It
would be much easier financially to complete the two-year course and re-enter the
job market as a working member of society.

Presently, the workers attending school are living at below poverty level and have
to apply for welfare assistance.
H.R. 1367 is a major step towards assisting the unemployed in keeping a positive

attitude while obtaining schooling for future job goals.
We encourage you to improve the nations unemployment insurance system and

we commend your leadership aid committee members in your interest in this im-
portant issue for not only the coal mining regions, but the whole United States.

Sincerely,
REBECCA BARNA, Director, UMWA/UAF.

U.S. CHAMBER OF COMMERCE,
Washington, DC, May 6, 1991.

Hon. LLOYD BENTSEN, chairmann .
Committee on Finance,
US. -Senate,
Washington. DC.

Dear Mr. Chairman-The L.S. Chamber of Commerce has a strong and active in-
terest in the nation's unemployment insurance (UI) system, and is committed to as-
sur:,-ig its long-term viability. The Chamber would like to offer its views on the cur-
rent state of the system and on proposals to reform it.

It is interesting to note that all the UI constituencies, from business to organized
labor to state legislators, agree on one point: administrative funding shortfalls have
reached crisis proportions. Employment security agencies simply cannot respond to
the volume of claims the recession continues to generate. Similarly, all interest
groups hold that an insufficiency of tax revenues is not the problem. The Employ-
ment Security Administration Account in the Federal trust fund is projected to post
a surplus in excess of its statutory ceiling at least through 1996. Rather, the prob-
lem is that Congress has been unwilling to appropriate the requisite dollars from a
fund which, while formally dedicated to UI administration, still serves to pad the
plus side of Federal deficit calculations.

Numerous sources can speak to lengthening unemployment lines, delayed pay-
ments, and overburdened state agency employees trying to stay afloat in an ever-
rising tide of claimants. Neither the unemployed nor employers are receiving the
service they deserve and-in the latter case-have paid for. As the Chamber has
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pointed out, often these employers have paid twice for this poor service: once to the
Federal government and once to a state which is scrambling to make up for funding
not forthcoming from Washington. The Chamber urges Congress to take action to
redress a situation that daily becomes more painful for all concerned.

Another topic receiving widespread attention-though not unanimous agree-
ment-is the gap between the total number of unemployed persons and those receiv-
ing benefits. Figures as low as 33 to 40 percent have been cited for the percentage of
the jobless being served by the system. Eldred Hill, President of UBA, Inc. and a
member of the Chamber's Council on Unemployment Compensation, recently made
the excellent observation that this gap is not really a matter of "coverage." Many
workers who are in fact covered by the system-that is, their employers pay unem-
ployment taxes on their wages-do not collect benefits because they fail to meet
basic eligibility requirements. This group includes workers who voluntarily quit
their jobs, were discharged for misconduct, had not worked long enough to meet
minimum qualifying requirements, or have exhausted the benefits available to them
by law.

Workers in the categories just enumerated are included in the Total Unemploy-
ment Rate (TUR), which some members of Congress advocate as a more appropriate
rate to use for triggering extended unemployment benefits than the current Insured
Unemployment Rate (IUR). The Chamber believes that the IUR remains the proper
trigger, and notes that the TUR includes persons who do not even apply for UI ben-
efits.

The benefits "gap" shrinks markedly when one compares not the whole jobless
universe but those who apply for benefits to the number who receive them. Ronald
L. Adler, President of Laurdan Associates and also a member of the Chamber's
Council on Unemployment Compensation, used Department of Labor data to calcu-
late the percentage of applicants who receive benefits: the national average is 73
percent.

The ULsystem was designed as a program of income maintenance for temporarily
and involuntarily unemployed persons who have demonstrated a strong attachment
to the work force. If Congress wishes to extend benefits to persons who do not meet
this definition, it must be prepared to abandon a targeted UI program in favor of a
welfare program under which entitlement, rather than eligibility, is the central cri-
terion. On principle, as well as in light of Federal budget constraints, the Chamber
assumes Congress would not seriously consider such a drastic change in program
character.

Some members of Congress have raised questions about variations among state
tax rates and benefit levels and have indeed suggested the imposition of Federal
standards on what always has been a federal-state partnership. The Chamber be-
lieves that states should retain the prerogative to determine the amount and dura-
tion of cash benefits, conditions of benefit qualification, method of employer experi-
ence rating, and related matters. Each state can best judge its own unique economic
and social conditions and create programs tailored to its short- and long-term needs,
including cyclical economic variations. The Chamber strongly opposes attempts to
recast the partnership in the direction of further federalization. The Federal part-
ner can best serve the system by making good on its funding obligations.

Finally, the Chamber urges the Committee to resist suggestions that the system's
perceived problems can be solved by increasing employer taxes. As noted, there is
abundant money in the FUTA trust fund already. Further, it should be remembered
that what will help the unemployed most is jobs. A tax increase that raises the cost
of labor can only inhibit both job creation and economic recovery.

The Chamber thanks you for your consideration of its views, and requests that
this statement be made part of the April 23 hearing record.

Sincerely,
DONALD J. KROES.


