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SHORT-TERM AND LONG-TERM
NEEDS OF THE UNEMPLOYMENT

COMPENSATION PROGRAM

WEDNESDAY, APRIL 29, 1992

U.S. SENATE,
COMMITEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:05 a.m., in

Room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

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

[Press Release No. H-18, April 16, 19921

FINANCE COMMITTEE TO EXPLORE FATHER JOBLESS BENEFITS, CHANGES IN
PROGRAM NEEDED, BENTSEN SAYS

WASHINGTON, DC.-Senator Lloyd Bentsen, Chairman of the Senate Finance
Committee, Thursday announced a hearing on the short-term and long-term needs
of the unemployment compensation program.

The hearing will be at 10 a.m. Wednesday, April 29, 1992 in Room SD-215 of the
Dirksen Senate Office Building.

"Unless the unemployment rate drops significantly and sharply, quickly, we ought
to extend the emergency unemployment benefits enacted in recent months. We also
need to review ways to improve the ability of the unemployment compensation sys-
tem to respond to the needs of unemployed workers over the long-term. Doing that
will require permanent changes in the program," Bentsen said.

'Ths hearing will enable us to take a close iook at the short-term and long-term
issues in unemployment compensation," Bentsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S.

SENATOR FROM TEXAS, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. This hearing will come to order. Today's hearing
is going to examine the further extension of unemployment benefits
for the millions of Americans who are the victim of the longest pe-
riod of economic stagnation since the Great Depression.

We will also consider whether more permanent changes are
needed in the nation's unemployment system.

Twice in the last 6 months, Congress has enacted legislation to
meet the needs of long-term unemployed workers. But that exten-
sion enacted in February will soon expire. Unless the unemploy-
ment rate drops significantly and sharply-and I do not see that
happening-in my view, we ought to extend those benefits once
again.

There are signs that the economy may be improving, but there
are also contradictions in that. In March, we saw housing starts in-
crease by 6.4 percent. And, then, in April, we saw them take a pre-



cipitous drop. We saw machine tools rising by 9.3 percent, and that
is the strongest first quarter in 3 years.

Yesterday, the Commerce Department's preliminary report indi-
cates the economy grew at an annual rate of 2 percent in the first
quarter, and that is up from an anemic 0.4 percent in the last
quarter of 1991.

But Federal Reserve Board Chairman Alan Greenspan testified
last week that this kind of modest economic growth will not bring
down the nation's unemployment rate at the pace all of us would
like to see.

Earlier this year, new claims for unemployment benefits were
running about 460,000 a week. Last week, according to the Depart-
ment of Labor, the four-week running average for new claims was
down to 427,000. So, that is a modest improvement.

But new claims are still far above the 350,000 weekly average
that the nation experienced between 1986 and the onset of reces-
sion in July of 1990. All of us here know that the unemployment
rate is a lagging indicator.

Last month's unemployment report showed 9.2 million Ameri-
cans still unemployed. For now, at least, most economists are not
projecting a significant drop in the current 7.3 percent unemploy-
ment rate over the next few months.

The administration apparently agrees with that view. Later on
this morning, Secretary of Labor Lynn Martin will be with us. And,
as indicated, the administration will support an extension of the
emergency unemployment compensation program through the end
of the year.

I also think we need to review ways to improve the ability of the
unemployment compensation system to respond to the needs of un-
employed workers over the long term. That requires some changes
and some reform, and will bring about some controversy.

If we are going to take care of it, it means some permanent
changes in the program. And, in that regard, I would draw the at-
tention of the members of this committee to two studies that have
recently been done at my request.

The Congressional Research Service has just completed a com-
prehensive review of unemployment compensation in seven major
industrialized nations.

Among other major findings, it points out that during the decade
of the 1970s and the 1980s the U.S. Unemployment Compensation
program, as a share of gro s domestic product, ranked either sixth
or seventh among the G-7 nations, when adjusted for the unem-
ployment rate. That means we have responded in a much smaller
degree than have our major economic competitors.

In addition, the General Accounting Office, which is conducting
a larger study of the Unemployment Compensation program at my
request, has just completed a preliminary paper for the committee.

The GAO concludes that, because of the declining percentage of
unemployed workers who have actually received regular andex-
tended benefits in recent years, our unemployment compensation
system is not having the same kind of counter-cyclical effect that
it had on the economy earlier.



According to the GAO, the system would have paid out an addi-
tional $20 billion in 1990-1991, if we had as high a percentage of
unemployed workers receiving benefits as we had in the mid-1970s.

These are some of the issues that our witnesses will be address-
ing at the hearing this morning. Some of these things sound very
impersonal. But to those millions of unemployed, it becomes a very
major issue. And that is to which we are addressing our concern.

I look forward to hearing from these witnesses and their guid-
ance, because we are going to be marking up this legislation, im-
portant legislation, in the weeks to come.

I would also like to make a point that continues to concern me.
I do not want to see us add to the deficit, I want to see us pay for
what we do in the way of unemployment compensation. And I am
delighted the administration shares the concern and wants to pay
for an extension of benefits.

I hope they will share with us a desire to bring about some per-
manent changes in the criterion that will result in more fairness
and evenness across the inany States.

The administration wants to see that it is paid for; I share that.
I would also like them to share the responsibility by telling us how
they want to pay for it. It is not up just to this committee to make
the choices. It is a popular thing to extend the benefits. It is not
popular when we tell folks how they have to pay for it.

And even in this election year, it is important, I think, for us in
the Congress, and just as important for the administration, to help
make those painful choices, enough of which has not been done
over the last decade.

I yield to my colleague, the Senator from Oregon.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. Mr. Chairman, thank you. I have a special
interest in the plight of the unemployed, because in Oregon, unem-
ployment reached 8 percent 2 weeks ago, and that is its highest
evel since 1986. The recession may be easing in other parts of the

country, but in the Pacific Northwest we have yet to feel the start
of the recovery.

In the midst of what should be a period of high employment and
logging activity; we are seeing more unemployed timber workers.
In vast sections of the northwest, not a single tree is being cut be-
cause of an accumulation of court injunctions and administrative
appeals.

Congress passed emergency unemployment benefits to help the
long-term unemployed twice so far: once last November, and then
again in February of this year. I worked hard to ensure the pas-
sage of both of these bills.

There is still a deep concern nationally about the lingering and
delayed effects of our current recession. We need to continue to
help those who face unemployment by further extending the emer-
gency unemployment benefits. But we have to be careful that the
way in which we pay for the extension does not cause a further
drag on the economy.

Many of the proposals to reform the unemployment compensation
system are expensive. They put a bite on employers, many of whom



are struggling now to stay in business. And because the reforms
are controversial, they could slow down or kill action on extending
the emergency benefits.

I think it is important to recall that Congress recognized only
last November that the program needs to be looked at to see what
long-term reform may be needed.

And at that time, we created an 11-member Advisory Council. It
is made up of representatives of workers, business, and State and
Federal Governments.

I think we should not jump the gun and try to make permanent
changes in a very complex program like unemployment compensa-
tion before the Advisory Council has a chance to evaluate it and
make its report to us.

So, I would suggest that we act now, as soon as possible, to ex-
tend emergency unemployment benefits until next year, but leave
the issue of changes or reform until we hear from the advisory
council that we created and asked to report to us. Thank you, Mr.
Chairman.

The CHAIRMAN. Surely. Senator Riegle.
OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.

SENATOR FROM MICHIGAN

Senator RIEGLE. Mr. Chairman, first of all, let me thank you for
your leadership in this issue, both the hearing today, but, also, in
seeking these very valuable reports that you made reference to and
which we now have. I want to make a reference to one of these re-
ports in just a moment.

But, before I do, I want to say that I think we need to go beyond
just the extension. We have got to have the reforms. We have got-
ten into the practice, I think, in reference to the remarks of the
Senator from Oregon, where we are always going to do things next
year, or the year after, or the year after.

And I think there is really a very powerful argument, and the
studies that we have bear that out, for making some fundamental
changes to our unemployment insurance compensation system now.

We have got about 16 million people across our country who are
either unemployed, or working part-time and want to work full-
time, or are in the discouraged worker category. It is evident that
this is a major national problem.

And, as you point out, the growth rate announced yesterday of
2 percent is very anemic, especially as we come out of the long re-
cession that we have been in.

It is clearly not enough to bring the unemployment rate down.
I was struck by and am sorry about the comment by the Senator
from Oregon, that the unemployment rate has now gone up to the
8 percent range in Oregon.

It is 9.3 percent in Michigan. We are a very large State, so we
have a vast number of people, numbering in the hundreds of thou-
sands, that are really in quite serious condition. And there are no
job opportunities out there right now.

I got a letter the other day from someone in Texas who wrote in,
after having watched one of these hearings. He has gone through-
a serious person, you can tell from the letter-three different job
retraining programs to get additional skills and still cannot land a



job. That is not uncommon in terms of what I am finding in my
own home State.

Last year we passed the Emergency Unemployment Compensa-
tion Program, and earlier this year we extended the benefits under
the program. But I think we have got to go further. I have a bill
before the committee that will do that.

S. 1296 would put some reforms in place in addition to any ex-
tension of benefits. My bill would deal with the areas of the ex-
tended benefit program trigger, the administrative financing and
eligibility criteria. It also addresses the question of how we cal-
culate and consider what we call discouraged workers, or those
that want to work full-time but cannot find full-time work and are
working part-time.

Let me just finally say with reference to this study, Mr. Chair-
man, this is really illuminating, because we see what is happening.

Japan has this huge trade surplus with us, helps them, hurts us.
They maintain high levels of employment there. The Europeans are
very concerned about it. The Germans pay great attention to em-
ployment levels.

But it is interesting when you look at this study from the Con-
gressional Research Service (CRS), which indicates that unemploy-
ment benefits actually paid out in Canada, Germany, Japan, and
Italy are all higher than they are here in the United States.

How is it that our trading partners can respond to the needs of
their workers, achieve higher productivity, and do well in the trade
area? Why can't we afford to do as well by our unemployed work-
ers.

The CRS report also states that: "Maximum benefit durations
are longer for prime age, full-year workers in Canada, France, Ger-
many, and the United Kingdom than in the United States. Dura-
tions are longer still for older, longer term workers in France, Ger-
many, and Japan." It appears as if the United States ranks at the
bottom of that list of seven in that area.

As you pointed out, in terms of a measurement of our gross do-
mestic product, we are right down at the bottom regarding what
we do to help workers who have been thrown out of work. We do
minimal to help our unemployed worker sustain themselves and
their families and get back into the work force in comparison to
these other nations.

It is very useful to have these comparisons because it shows that
other nations are managing to respond to the needs of their work-
ers better than we are. There is really no excuse for the lack of re-
sponse we are experiencing.

On a final note, I would like to relay a situation that really
struck me the other day. There was a story on national television
about two veterans of Desert Storm, who, a year ago, were defend-
ing this country, wearing the uniform of this country, and peiform-
ing with valor over in the Persian Gulf. They came back, they had
the parades, and quite a bit of recognition.

Today, those two veterans are unemployed, homeless, and living
in cardboard boxes because they cannot find work in the country
that they were defending in uniform just a year ago.

This is not an isolated case. It is a dramatic case, which dem-
onstrates that we must help our unemployed workers. Frankly, be-



yond emergency unemployment benefits, we need an economic plan
for our country.

When the President came in a short time ago to break
everybody's arm on most-favored-nation trading status for Com-
munist China so they could ship more in here and keep their peo-
ple at work, I was left, like others, scratching my head.

When we are going to get a plan for the United States to get our
people to work? It is a question that has not been answered. We
need an economic plan for this country. We may have to get our-
selves a new Presifdentin order to get such a plan. Thank you, Mr.
Chairman.

The CHAIRMAN. Our first witness will be Mr. Warren Blue, who
is the senior vice president and general counsel for Harrington
Services Corporation, Columbus, Ohio, on behalf of the National
Association of Manufacturers. Mr. Blue, we are pleased to have
you. If you would proceed.

STATEMENT OF WARREN BLUE, SENIOR VICE PRESIDENT AND
GENERAL COUNSEL, HARRINGTON SERVICES CORP., CO-
LUMBUS, OH, ON BEHALF OF THE NATIONAL ASSOCIATION
OF MANUFACTURERS, ACCOMPANIED BY CHRIS BOWLIN, AS.
SOCIATE DIRECTOR, INDUSTRIAL RELATIONS OFFICE, NA-
TIONAL ASSOCIATION OF MANUFACTURERS
Mr. BLUE. Thank you, Senator Bentsen.. As you have already

said, I am Warren Blue. I am Senior Vice President and General
Counsel of R.E. Harrington, Inc., which is a wholly-owned subsidi-
ary of Harrington Services Corporation.

We are headquartered in Columbus. And our ongoing job is to
represent employers in the administration of unemployment com-
pensation claims. We have many thousands of clients throughout
the United States for which we do that.

I am testifying today on behalf of the National Association of
Manufacturers. I have Chris Bowlin behind me here, who is the As-
sociate Director in NAM's Industrial Relations Department.

We want to thank you for the opportunity to present NAM's gen-
eral views on the current state of the Unemployment Insurance
Program, and opportunity to discuss the subject of permanent
changes. We want to obviously commend you for holding this hear-
ing.

It is our opinion that the Federal/State unemployment compensa-
tion system, which, according to the last statistics I saw, will pay
out $26 billion in fiscal year 1992, is functioning the way it was
established; it is functioning properly, and within the guidelines es-
tablished by Congress and also appropriate statutory provisions by
States.

It is a program which agreed to and supported by the employer
community so long as it meets its original purpose. This may be
a reiteration for you, but I would like to explain to you what we
think its purpose is.

The purpose is to pay benefits to those who meet the eligibility
requirements and who have become unemployed through no fault
of their own due to a temporary spate of unemployment.

The question, I suppose, that has to be asked is, what is tem-
porary unemployment? I believe that over the years it has been



well-established that the program itself recognizes the 26-week pro-
visions of every State law-at one time Wisconsin had 30, and I
think they have come down-except where you have a situation of
high unemployment and then the employer community has agreed
to finance-and the employers are financing this program-an ad-
ditional 13 weeks.

We think any expansion of the duration is sy-mptomatic of a far
greater and more deeply ingrained economic problem than the un-
employment system was originally established for.

And the support for another additional program beyond this so-
called temporary unemployment situation is symptomatic of a need
for some other financial way of supporting a program which should
be spread across all of society and not just the employer commu-
nity.

Now, the EUC program which we are discussing here today is an
example of a program put into place because of this ingrained eco-
nomic problem.

And the decision which you make here is really a decision based
upon economic and political factors and really is not part of this
system-the unemployment system-itself, and should be financed
from some other sources, or, including employers probably, and in-
cluding other parts of society.

You asked for comments on permanent changes in the program,
and we obviously believe that they should be approached with ex-
treme caution and we believe that Congress should abide by its
own directive just determined last year.

Senator Packwood commented on this, and I would just like to
reaffirm what he said. Section 303 of Public Law 102-164, the
Emergency Unemployment Compensation Act of 1991, amended
Section 908 of the Social Security Act to require the Secretary of
Labor to establish a quadrennial advisory council on unemploy-
ment compensation, beginning in February of this year.

The 11-member council would be created every 4 years and con-
sist of five members to be appointed by the President, and three
each by the House and Senate.

According to your statute, the function of the council is to evalu-
ate the Unemployment Compensation program, including the pur-
pose, goals, counter-cyclical effectiveness, coverage, benefit, and
some other provisions.

This congressionally-mandated council has yet to be appointed.
We believe that they should be the ones who should take a look at
any substantial changes in the unemployment compensation law.

Think we would be remiss to not comment on some specific pro-
visions that have, at the least, been bandied around to be changed
permanently.

One of those is liberalizing the extended benefit program, and we
believe that, again, it goes outside of the scope of the program. It
is costly and it establishes what we think is a triggering mecha-
nism that is not tied in to the program's effectiveness, what the
program is all about.

Increasing of the wage base, we think, offers an opportunity for
a merit rate erosion and puts the burden on manufacturers and
takes away some of the burden from the service industry, and ev-
erybody knows which one is growing the fastest in our economy.



And also the change in the voluntary quit disqualification is
trampling on States' rights. And I will not get into any more com-
ment on that, because I am about out of time. All of these changes,
we think, should be the subject for the advisory council's deter-
mination.

To sum up what we are saying, NAM supports the following: the
current Federal/State Unemployment Compensation program
which provides temporary benefits to individuals who become tem-
porarily unemployed through no fault of their own; consideration
by the Advisory Council on Unemployment Compensation of all is-
sues relating to unemployment, both temporary and structural, and
how current programs address the labor market realities; and con-
tinuation of the extended benefit program based on the insured un-
employment. Thank you for the opportunity to present these com-
ments.

The CHAIRMAN. Well, Mr. Blue, that is very interesting. I agree
that we should look forward to the findings of the commission.

But I also think that some of the things are so glaringly appar-
ent and so egregious that we should not be waiting to address
them.

Do you oppose using the Total Unemployment Rate, the TUR, in
determining whether a State can pay benefits under the extended
benefits system? Think about what happened last fall.

Not a single State, not one, qualified for extended benefits under
the existing unemployment rate. And that is despite the fact that
the national unemployment rate reached 7 percent, and, in some
States-the State of West Virginia, the State of Michigan-was 8,
9, and 10 percent.

And, in the 1980s, we have seen a growing gap between the IUR
and the TUR, I think raising serious questions about the continu-
ing accuracy of the IUR in measuring a State's unemployment.

We have that study by the Congressional Research Service show-
ing that between the 1960s and the early 1980s the IUR generally
ranged from 41 percent to 56 percent of the TUR.

It was considerably higher than that during the period of reces-
sion in the mid-1970s. But, after 1983, this percentage declined sig-
nificantly, ranging from 32 percent to 37 percent. Something has
sure gone amiss.

We know there are various reasons for that, including the
changes in the structure of the economy. That is part of it. You re-
ferred, in part, to that.

There is also a problem that, because some States have tighter
laws and procedures than others, workers in different States are
treated unequally under the IUR trigger. States vary greatly in
their unemployment compensation rules.

Let me give you an example. Workers in the State of New Hamp-
shire must earn more than four times as much in a base period be-
fore they can qualify for benefits as workers in nearby Connecticut.
Something is wrong with that kind of inequality.

Dr. Vroman, who will be testifying later this morning, has cal-
culated the annual TUR that is needed to activate the EB program
in my own State of Texas to be 13.2 percent; 15 percent higher
than the 8.9 percent unemployment reached in Texas in 1986 at
the height of the energy crisis.



I really think the National Association of Manufacturers oight to
be addressing those concerns and making a contribution to the ef-
fort of making the changes.

Under the present formulation, Mr. Blue, workers in Texas and
a large number of other States would never qualify for extended
benefits. How do you reply to that?

Mr. BLUE. I think I would reply by saying that just taking the
TUR is not the answer. I think I would reply by saying this is a
very, very fundamental change and the advisory council should be
the ones that should take a look at it.

I think I would reply by saying the provisions that the States
enact should be left to the States to make the decision as to who
is eligible and what eligibility rr trementsJ they have to have.

i recognise the big gai muz; that i3 prnfRy weil-knon. Ad
that is why I think the advisory council may want t.o lok ati what
rate is used in tRe IUR, but I Shink they continvhe to use t Wie UR.
But that, agaiD, is ad-zory .. Je. icion, mB r y Ginion.

The aLMRAN. Vl, I, I c ti l t,-1 you, Mr. ):1-e, I flY going to try

to see that 6orni, ef those ,b.,s are 7ade i.1 thifs 1cjisatiOn. 1know there will be opposition to that, bA, m-o:ne of them are 3o far-
reaching and so egregious, some of the disparities, that I do not
think rve oght to wv:it. ! tlhi, k yo71 feo"oS 61701"; to ge obearl and

try to help us arrive at something that you think will work and is
pragmatic and practical. I defer now to my colleague.

Senator PACKWOOD. Y10 q-tiestionu , .Mr. (i '
The CHAIRMAN. Senator Riegle.
Senator RIEGLE. Mr. Chairman, I appreciate the comment you

just, made, and I would like to express my support for that idea,
as well. I 9.!n re.nivid'l -f a (onmr.ient that Ross Peroi; male the
other (ay, that if he becomes President, thnt Cie Executive B'ranch
and tl . g,., . .: ... - . ei ,a.{a,, *pt :l. the waythn5 Fred A~tirz and Gir;cr Rod.r-3 nseeo to dance together.

I voud C,1 that we ought to have your whlp and not have the
group dig That would b, a big mitake. We do have
to find a way to solve our unemploynent problem.

I do not want to overly p.-roonalize thi,, bu I wtii; to mRke a
point. Have you ever lad to go through the unemployment eystein
yourself? He you had t fie 1 for Leneits?

Mr. B'uii. Not p-r')a!ly. I hae bed a child who las had to do

it, and I at lerit re.!ated to that -perenrnce.
Senator RIEGLE. YeS. Wel, may of . .have children tha have

had to filS or ,,un ploymont -b1',eits, wriO sey.s. co ~hing Vult
the direction of America. I find ,frcm tlkinr to people 4.1hat ha;ve
had to go Ahrough it.-p c)ple yomr age, my ag, oph,. w.ith good,long work Emtor... theynd that it is (,ftrn a tc.. -ibly difficult
process. And the process can be very uryfiir.

lndividuals livig in one .2tatne vcr.,s i..ivd.]., living in an-
other State, qiven the krame situation and cirumsane ' , are cub-

ject to different uanemnploylent compensation criteria. Ti10-e il(ti-
viduals are both unemployed Clod they may face JAW+y bljck job
opportunities, but what thoy are able to do with unemployment
compensa ion smqpport to pro,,ideO for their familier2 is difforcnt.

I do not understand, fiarnkly, wh, wve allow tbt to uo on.. I do
not think that is good for tle business future of this country. I



think we ought to find a way to see to it that unemployed workers
in similar situations across the country should not have their cir-
cumstances vary widely because they happen to be in one State
versus another, or that their children should be helped or hurt
more because they happen to be in one State rather than another.

If you have a theory on this, tell me why you think it is that our
major foreign competitors--Japan and Germany which are tough,
tough competitors, as you know, from everything you are told by
the businesses you represent and by businesses in my State-are
able to do more to support their unemployed workers than we are,
and why do they offer such support?

Mr. BLUE. I am sure I cannot answer that. I have not seen the
report, and I really do not know enough about it to give you a com-
ment, Senator. I am sorry.

Senator RIEGLE. Well, I am going to give you a copy of both re-
ports today. I would like you to take them back, and, with your col-
leagues, take a look at them.

I think when we try to out-compete the rest of the world, which
we need to do and are not doing as well as we should, we need to
take a look at our work force; how well-trained it is, how well-moti-
vated it is; how incentivized it is; and also, what happens when our
economic system breaks down and we experience sustained high
unemployment.

I think we have to have a way of responding to this problem
other than to saying it is really somebody else's problem, or let us
fix it at another time, or let us finance it another way.

These are not points to be looked at in terms of how a problem
is fixed, but if there is a problem and you cannot fix it within the
system that you are here testifying about today, then I think we
have some obligation to go beyond the current system and suggest
hcw it might be fixed. Would you go back and take a look at that?

Mr. BLUE. Certainly.
Senator RIEGLE. I think we do have to dance like Fred Astaire

and Ginger Rodgers.
Mr. BLUE. I am sure that there is a difference in the financing

because, to my knowledge, they do not merit-rate their systems in
those other countries. But I cannot tell you any more than that.

Senator RIEGLE. Well, take a look at these reports. What these
reports show is that in category after category, other countries and
the businesses in those countries do more to respond to the prob-
lems of their unemployed workers than we do in America.

I think that is one of the reasons why the workers in those coun-
tries, perhaps, are showing higher productivity rates over time. I
cannot prove that, but something is at work there.

In any event, I would appreciate your analysis of these reports
and their findings. And I hope you will take the Chairman's sug-
gestion.

Mr. BLUE. We would like the opportunity to do that.
Senator RIEGLE. Good.
Mr. BLUE. Because we would like to analyze exactly what the dif-

ferences are.
Senator RIEGLTE. We will give you both reports today, and I would

like to receive your suggestions on solving the problems in our un-
employment system. Thank you, Mr. Chairman.



The CHAIRMAN. Thank you. Senator Grassley.
Senator GRASSLEY. Mr. Chairman, I apologize for not being here

throughout the entire hearing. But I was on the floor reporting on
my trip to Southeast Asia with the Kerry POW/MIA committee.

But I am glad to be here, because unemployment is still a serious
problem, something we have to deal with. And I would ask to put
a statement in the record.

The CHAIRMAN. That will be done.
[The prepared statement of Senator Grassley appears in the ap-

pendix.]
Senator GRASSLEY. I would like to ask Mr. Blue whether or not

you stated that NAM supports at least extending unemployment
benefits through the rest of this year without getting into any
structural reforms.

Mr. BLUE. I do not recall we specifically said that. I think we
stated that the decision that you make is your decision based on
economic and political factors for an additional extension of the
program.

Senator GRASSTJEY. Thank you.
The CHAIRMAN. Thank you. Thank you very much, Mr. Blue.
Mr. BLUE. Thank you.
The CHAIRMAN. And we would look forward to having any con-

tribution you have as to what you think should be done.
Mr. BLUE. Certainly. We appreciate the opportunity.
The CHAIRMAN. We would like the input. Thank you.
[Theprepared statement of Mr. Blue appears in the appendix.]
The CHAIRMAN. The next witnesses, Mr. William J. Cunningham,

is legislative representative of the AFL-CIO; Washington, DC. Mr.
Cunningham, we are pleased to have you back before the commit-
tee.

STATEMENT OF WILLIAM J. CUNNINGHAM, LEGISLATIVE
REPRESENTATIVE, AFL-CIO, WASHINGTON, DC

Mr. CUNNINGHAM. Thank you, Mr. Chairman and members of
the committee. My name is Bill Cunningham. I work for the AFL-
CIO, and we appreciate the opportunity to testify in support of' ex-
tending the Emergency Unemployment Compensation Benefit pro-
gram.

As you noted, Mr. Chairman, the unemployment rate remains
very high. More than nine million people are officially jobless. Cal-
culations by our Economics Department indicate that there are one
million people who are discouraged workers, and, therefore, are not
counted in this total.

And there are 6.5 million people who are involuntary part-time
workers who really want full-time jobs and full-time paychecks.

This shortfall and the growth of the labor force indicates that
there may be an additional million people who are not even ac-
counted for. Based on this analysis, the true unemployment rate is
about 11.5 percent. This is devastating.

In spite of the better news that we had on the economy today
with a 2 percent growth in the first quarter, I think it is fair to
say that most economists believe if we only have a 2 percent
growth that technically we will be getting out of recession.



But this economy will not be creating jobs. Therefore, all of those
people who are unemployed or wider-employed will remain the
same. Therefore, this better news may stop the job-loss hemor-
rhage, but we will still be bleeding over time.

There is an urgent need to continue the Emergency Unemploy-
ment Compensation program. I am going to skip around in my tes-
timony, Mr. Chairman, because I know that you have other wit-
nesses.

It just seems to us that a cynical effort to just extend the pro-
gram to the end of this year would be a mistake. We have a for-
mula to continue the program permanently if we cannot get a re-
form of the extended benefits program in place.

You know, based on your experience here, and the other Senators
know, that next year there is going to be a new Congress. There
may be, we hope, a new administration.

This is going to mean that for the first two or 3 months of next
year, there will be no legislative activity. We do not believe that
unemployed people will be covered unless the emergency program
is extended beyond next year.

A permanent extended benefits program, we believe, must be
changed. You correctly pointed out that the TUR and the IUR are
incompatible.

As Senator Moynihan pointed out, the IUR was developed in the
1930s because we did not have statistical measures to measure the
total unemployment rate.

Most honorable people believe that the total unemployment rate
is a fair calculation of what is going on in your States and your dis-
tricts. I do not believe, and the AFL-CIO does not believe, that we
should wait, with all due respect to Senator Packwood.

The last advisory committee we had was in 1980. Most of those
changes that they proposed have not been enacted. I do not believe,
even though we will participate in this advisory committee and
contribute to it, that it will move anything through the Congress
within the next two or 3 years.

As you well know, it is this recession that focuses the attention
of this committee and the Congress. I believe that if the economic
news gets better and the employment remains the same, that
there will be no effort to change the underlying program.

As your CRS study indicates, the State UI program is ineffective
in terms of covering people. Let me just turn to a little bit of detail
on these issues.

We believe that the emergency program should be extended. We
do believe, however, that the eligibility criteria that were put in the
bill are different from State program criteria and has created a
problem.

The problem is that people who are on the State program go into
unemployment compensation offices and find out there is a new set
of criteria, so they do not qualify for the emergency program. We
think that this should be changed.

We understand there is a cost associated with it, but it is very
hard to explain to our members, and, I would imagine, to each of
your constituents when they have been on for 26 weeks, they know
there is an emergency program out there; the next person in line



gets the extended benefits and they do not qualify because of these
higher Federal criteria.

I would be remiss if I did not point out, Mr. Chairman, that CBO
estimates that the unemployment rate will not get down to 5.3 per-
cent, where it was before the recession, until 1998. So, we are basi-
cally going to have a long-term problem here.

In the extended benefits program, we believe that there should
be permanent changes. The time is right to do it. The attention of
this committee and the Congress is on it. We believe that the TUR
is the appropriate measure.

You are undoubtedly aware that the House Minority Whip Dave
Bonior is basically looking at packaging unemployment compensa-
tion with aid to the former Soviet Union. And this effort will prob-
ably be going on in the House, so you might get a mixed kind of
bag over here.

Reform of the State system, I know, is terribly controversial. We
have a list of changes that we believe should be new Federal stand-
ards for the State system.

And this is to address the problem that the GAO has noted, that
the difference between our Unemployment Compensation program
and other nations' compensation program really comes in initial eli-
gibility. Only 38 percent of the unemployed workers basically get
the program right now. We believe that this should be changed.

We are supporting different packages, but we agree with you
that the system has to be paid for. We understand the budget proc-
ess that the Congress and the country is facing. We know that the
deficit is $400 billion.

We believe that the fairest way to pay for these new benefits and
increased eligibility would be to raise the wage base. A $7,000 Fed-
eral wage base is not anything near reality.

We would 'link that the wage base should be reflective of the
wages of workers covered by UI insurance. I think that it is ap-
proximately $27,000.

And we would believe that that would probably be the way to go,
although we would be willing to work with you and your staff to
figure out an appropriate way. It is best to play for a program
within the system.

We also oppose 4,he taxation of UT benefits, as you are well
aware. We would hope that you would repeal that tax. We under-
stand the budget implications of that. But, at a minimum the tax-
ation of UI benefits, the receipts from these taxes should be used
for the UT system. In other words, they should not be used for gen-
eral revenues.

And, finally, we support the removal of the Unemployment Trust
Fund from the unified budget. UI payments should not be counted
in the Federal deficit or in the budget. And, in this way, we can
understand exactly how much the program costs and how much the
pay out should be.

Mr. Chairman, in the full testimony we have specifics, but I
think that it is important to note that the time is probably right,
based on my knowledge.

I work taxes, I work trade, I work energy issues. I think probably
the only piece of legislation that I can see getting through and
being signed into law this Congress is an unemployment compensa-



tion package; either extension of the program, or permanent re-
form.

This is the opportunity to makeupermanent changes that are
overdue and necessary and we would hope that this committee
would generate a bill that would do that, and we would be support-
ive of it.

The CHAIRMAN. Thank you, Mr. Cunningham. As I have stated,
I certainly hope we can bring about some of those permanent
changes in this piece of legislation. And some of these problems are
so egregious and so glaring. And, in turn, I think the General Ac-
counting Office report is highly significant.

And f am delighted you are talking about a way to pay for it,
because that is one of the things I see missing in the administra-
tion.

I just get weary of their saying, well, we will go along with those
things that are easy to vote for, but we are not going to take the
responsibility of dealing with saying how something is going to be
paid for.

But, along those lines in your testimony where you make the
point that the current extended benefit program is really not work-
ing and that the experience during the recession is proof of that
kind of a statement, you also urge us to change the financing
mechanism insofar as the Federal Government's share, from 75
percent to 100 percent.

Now, that is pretty tough for us to do. What is the rationale for
that? Why can we not leave the financing alone but make other im-
provements to the program to make it work?

Mr. CUNNINGHAM. Mr. Chairman, we happen to represent State
and local employees. I know you talk to your Governor occasionally.
Federal mandates on new programs, which we support in other
areas, is a big burden.

It would seem to us the equitable way to go, as if the Federal
Government is basically making and widening eligibility, that they
raise the revenues to do that.

I think based on our experience that it will be very hard to get
50 State legislatures to basically increment their money to pay a
new 50 percent share.

I think the political reality is that if there are changes in the
permanent extended benefits program, I mean, they could be man-
dated by the Federal Government, but I think the reality is that
they, should be paid for by the Federal Government. Our overall
position-

The CHAIRMAN. Mr. Cunningham, it is tough to get anything
passed by this Congress, and impossible, almost, to get the admin-
istration to show leadership and say where we pick up the money
to do this.

And it is that kind of a philosophy that has us in the kind of a
straight-jacket that we are in now. And it denies us the flexibility.
It is that kind of philosophy that has tripled this National debt. It
is that kind of a philosophy that gives us a $400 billion deficit. And
we have got to start turning that around.

Mr. CUNNINGHAM. I understand that, Mr. Chairman. I am
afraid-and I do not speak for the administration-that what you
fear is going to happen; that the administration is going to come



up here, tell you that they want a temporary extension, and ask
you to pay for it.

The only thing I can say on our behalf is that when we suggest
changes, we are also suggesting increased taxes to pay for those
changes. We understand that. We understand the argument that in
a recession you do not raise taxes.

I would only point out to you, Mr. Chairman, that raising the
wage base with a modest Federal FUTA tax is not going to cripple
any employer.

I mean, it is not an overwhelming increased tax liability, but it
does provide additional benefits to people who are most vulnerable
in our society and people who have worked for a number of years
and cannot make ends meet.

I would also point out, Mr. Chairman, it is one thing that has
bothered me over time. We are looking at a different labor force
than we looked at in the 1930s, 1940s, and 1950s where there was,
indeed, long-term attachment to the same employer over time.

We are now going to have new generations of workers who will
be relying on this system, unfortunately, more and more. And it is
not because they are quitting their jobs and going to something
better, it is because employers are basically using personnel con-
trol, like old inventory control, and throwing people out.

So, this system will have more demands in the 1990s, in the year
2000, and beyond than it has in the prior years.

And I think that, with all due deference to Senator Packwood,
this is what the advisory committee should be looking at: the re-
structuring of the American work force and how adequate the new
revised unemployment system will be to meet that demand. We do
not have that now.

We are making some modest, but expensive suggestions based on
the existing program. But I think the key is going to be in terms
of how this work force is developing over time and I think it is
going to be totally different from what we have experienced to date.

My fear is that this system, even with all of the positive changes
we have suggested and those that you support, is going to be
proved totally inadequate to the revised work force of the 1990s
and the 21st century. And I think that is where the advisory com-
mittee comes in to say how you restructure this program.

The CHAIRMAN. Well, I share that concern. I would say so. Sen-
ator Packwood.

Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRiMAN. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. Let me say, I appre-

ciate very much your testimony and the expertise that you have
shown in your discussion in the various points you have raised.

I think the last point that you made about the radical restructur-
ing of the U.S. work force is already under way. I think it is illus-
trated, in part, by the story I told earlier about the letter I received
from the person who has gone through three separate job retrain-
ing programs. This was somebody who had a long work history
prior to that time and still cannot find work.

I think our unemployment compensation system is taking on dif-
ferent kinds of responsibilities day by day as the restructuring of
our work force goes on.



Many, many employees are being sheared off company payrolls
in order to try to improve earnings per share, at least on a short-
term basis. So, we are seeing an enlarging number of unemployed
people in all skill areas: engineers, people with computer science
skills.

We are not just seeing persons with a lower skill level, as we
would define it, out of work; we are seeing people all up and down
the spectrum joining the ranks of the unemployed. In that regard,
too, it should be noted that one of the reports that Senator Bentsen
requested from the GAO points out that the proportion of the un-
employed who receive unemployment insurance benefits declined
by one-fifth between 1975 and 1991.

We have seen a major drop in coverage when, at the same time
we are seeing more churning of the worlkbrce and more people
being thrown out of the work force and having a very hard time
getting back in to the workforce.

That GAO study reports that if we were now paying Unemploy-
ment Insurance benefits at the same level and same coverage ra-
tios that we did in years past: during the 1990-1991 recession, as
compared back to 1974 and 1975, another $20 billion would have
been available in unemployment insurance benefits to go out to
eirst in our unemployed workers ond their families. This would in
turn also to help stabilize our economy.

In other words, the unemployment insurance system benefits the
economic system as a whole to keep us out of a rtill deeper reces-
sion.

For example, we just found out that General Motors has an-
111v1.d it is ci t major manufacturin, plants IxY Michigan;
over i,000 workers are employed it each plant.

So, that i- 8,000 workers, plus some other plant clo.qings; 10,000
to* job lost in the State of Michigan due ,to t e announcement
)y( G_.

'~L,' Upjohn Institute has indicated that for every one of those
manufacturing jobs that disappears at GM in Michigan, there are
a additional 5.5 jobs that will also be lost just in Michigan. Those10,O00 jobs lost will snuff out another 55,000 jobs in Michigan.

So, those plant closings are going to amount, in total, to a job
lcso of 65,000 jobs in my State. And the problem is two-fold.

Number one, how do we reabsorb people and get them back into
the vork force to allow them to provide for themselves and to aod
to the productivity of our country? And, second, how do we handle
t-_ .-. ,cmployment compensation problem in the meantime?

Wit do you do with skilled workers who have no place to turn?
-,d how do you deal with an employmentt rate of 9.3 percent?
'is i just the official rate, the actual rate is higher than 9.3 per-

I h:ve stories that I could tell you for the rest of the day that
would just break your heart. I am talking about people who want
to wcrk, ar,3 qualified to work, and can make a contribution but,
,11*e is no work to be had.

And, a a minimum, it seems o rre, that we ought to liep thosepeople k~ plv: o
ee cc thir lhve together, and not just with enough money

to limp by through the election.



I do not want to see that, because there are too many flaws and
inequities in the program itself. Workers and their families, I
think, are, in effect, cheated because we do not help at the time
when they really need support from their country. We have not
dealt with the problems in unemployment insurance reform areas
that we have been talking about here this morning.

We have got to press to try to get some reforms done. I think it
is an obligation that we have to each other in this country. It is
one of the reasons we have government, to try to be able, in an up-
right and organized way, to respond to these problems.

And when an unemployed worker, somebody with a work history,
is in this situation, this is a time when is/her government ought
to respond. Because it is not only the decent thing to do, it is the
smart thing to do.

We want people to be able to help them hold their lives together
until they can get slotted back into the work force. It is crazy to
let somebody run out of money, lose their home, lose their car,
which oftentimes causes families to break up. That is why other
nations do not leave their people without assistance. Other nations
are doing a better job at this than we are. This is one area where
America has got to get back into the ball game.

Mr. CUNNINGHAM. Senator, it is important to remember, because
some people who have never been on unemployment compensation
think it is a total replacement for wages andbenefits, and it is only
about one-third of your prior wages.

And, of course, there are no benefits. There is no health insur-
ance, there is no life insurance. So, unemployment compensation is
not total compensation for your job loss. It is only about one-third
of what it was.

Senator RIEGLE. And it is taxable income.
Mr. CUNNINGHAM. Right. And it is taxable income. So, the ques-

tion that has to be understood here is that a person is not made
whole by unemployment compensation.

If you cannot get the benefits initially, you are in very deep trou-
ble. When you do get the benefits, you are still in trouble. Because
anybody who suffers a two-thirds loss in their take-home pay is in
deep, deep trouble.

Senator RIEGLE. Right. Absolutely.
Mr. CUNNINGHAM. So, we are looking for something that is

counter-cyclical and helps people over a bump. But it sure does not
make them whole. And if two-thirds of the people are not even get-
ting this benefit, the regional implications--you mentioned auto; I
think the defense industry is the next one coming.

Senator RIEGLE. Right.
Mr. CUNNINGHAM. There is nothing going to be put in place to

carry these people over for at least the 26 weeks of the basic pro-
gram, and something beyond that.

And my fear is that we are going to lose a generation of workers
who will never come back onto the system again. And this commit-
tee also deals with Medicaid and welfare.

I know it is becoming a political football this year, but we are
going to find more and more people thrown onto these systeiris
against their own will, without an ability to get off.



And it represents, for me, a significant hole in the American
dream; that the job-creation potential of this economy has been
suspect for the last 3 years.

I am fearful that it is going to be suspect for the next 10 years.
And a lot of the stuff that we are doing in the trade and tax area,
I think, is going to accelerate that problem.

And if we at least do not have a system in place of unemploy-
ment compensation that reaches out to these people to try and get
them over that hurdle-I mean, job loss, as zou know from talking
to a lot of people in Michigan, and Senator Packwood in
Oregon-

Senator RIEGLE. It is devastating.
Mr. CUNNINGHAM. It is devastating. It takes 2 or 3 weeks for

someone to get over, if they do get over, that initial problem of, I
do not have a job, I have no place to go, what am I going to retrain
for, I have done this for ten years, I have done this for 8 years.

We represent loggers and carpenters in Oregon. Your heart goes
out to these people. They have no alternative. If they do not have
Unemployment Compensation, they are basically not making it.
When they run out, there is nothing in place.

This is not a panacea program, but it is one of the efforts of the
government to basically get people over the hurdle. And I think the
changes have to come, my feeling is, in this legislation. This is the
opportunity the Congress has. This bill will be signed.

And my feeling is, if you can creatively work to get some perma-
nent changes in place, it will be the basis of the program for the
next 10 years. Because I do not pre-judge, but I do not think we
are going to return to this again. As the overall economic good
news gets put in place, I do not think we will return to this issue.

Senator RIEGLE. Thank you.
The CHAIRMAN. Thank you very much, Mr. Cunningham.
Mr. CUNNINGHAM. Thank you.
The CHAIRMAN. Thank you for your testimony.
[The prepared statement of Mr. Cunningham appears in the ap-pendix.]I
The CHAIRMAN. Our next witness is Mr. William Grossenbacher,

who is president of the Interstate Conference of Employment Secu-
rity Agencies and the administrator of the Texas Employment
Commission. We are delighted to have you back.

STATEMENT OF WILLIAM J. GROSSENBACHER, PRESIDENT,
INTERSTATE CONFERENCE OF EMPLOYMENT SECURITY
AGENCIES, AND ADMINISTRATOR, TEXAS EMPLOYMENT
COMMISSION, AUSTIN, TX
Mr. GROSSENBACHER. Thank you, Mr. Chairman and members of

the committee. I certainly appreciate the opportunity to come back
today.

In the interest of time, since some of the topics have previously
been discussed I have a rather detailed written testimony which
I would ask to have entered into the record.

The CHAIRMAN. That will be done.
[The prepared statement of Mr. Grossenbacher appears in the

appendix.]



Mr. GROSSENBACHER. I would like to comment briefly on exten-
sion of the Emergency Unemployment Compensation program.
There are two issues that we wish to call to your attention.

First, we ask that you permit State qualifying and eligibility re-
quirements to apply to EUC. Applying the Federal work search re-
quirements simply makes no sense. I have testified along these
lines earlier. We would certainly hope that this issue would be re-
viewed as the extension is considered.

Second, we urge you to change the complicated rules related to
phase-out of EUC which are very difficult to understand and will
be almost impossible for us to explain to unemployed individuals.

It is a very detailed issue in terms of qualifying, and the consecu-
tive weeks issue in the current law. And, as I say, it is very tech-
nical.

We have in-depth written testimony about this problem, and we
would be more than happy to work with staff to suggest some alter-
native methods for handling the phase-out that would be more un-
derstandable, and certainly more equitable.

The CHAImMAN. I would like for you to get into the detail of that
with staff on the Finance Committee.

Mr. GROSSENBACHER. We would very much like to do that. It is
a very complicated issue. To be quite frank, we are very worried
about being able to explain that to unemployed individuals if we
cannot understand it.

The CHAIRMAN. All right. If it is difficult for you to understand
it, do not try it this morning.

Mr. GROSSENBACHER. Thank you. On the permanent changes to
the Federal/State extended Unemployment Compensation program,
we are currently-and I say we, meaning the Interstate Con-\
ference-talking with our members about the trigger mechanisms,
the IUR and TUR.

We have not reached a consensus yet. There are some real dif-
ferences among the States in what they feel the trigger mecha-
nisms ought to be.

Aas you mentioned earlier, in 1986, which was one of the worst
years in Texas we would have had to reach a 13 or 14 percent total
unemployment rate to trigger into extended benefits. So, speaking
from the Texas perspective, there is no question that those trigger
mechanisms need to be looked at very carefully.

ICESA has reached consensus on a number of issues in the ex-
tended benefit program. One is repeal of the Federal qualifying and
eligibility requirements, the very same requirements that are ap-
plied to the Emergency Unemployment Compensation program.

We support an increase in the Federal share of EB. I believe
some of the current proposals are, rather than the 50/50 shared
cost, that it would go to 75 percent Federal, 25 percent State.

The CHAIRMAN. That does not surprise me that you support that.
[Laughter.]

Mr. GROSSENBACHER. I understand. But we do think that is ap-
propriate. On the discussions involving the Federal standards for
State unemployment benefits, we would simply say that before
Federal standards are applied that appropriate discussions take
place with the States.
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Over the past 8 or 9 months we have urged repeal of Federal
standards in the EUC program and the EB program. My experi-
ence with the Federal standards is that they have been much more
restrictive and much more difficult than many of the State stand-
ards.

H.R. 4727, sponsored by Congressman Downey and Rostenkow-
ski, includes a provision for re-employment assistance to unemploy-
ment insurance recipients. The States support that conceptually. It
may be one way to address sub-State unemployment.

There were discussions last year about how to structure an ex-
tended benefit program at the sub-State level, but no satisfactory
answer was found..

A program such as this one in H.R. 4727 might well be an an-
swer that would allow the States the flexibility to respond to unem-
ployment issues on a sub-State level.

Withholding of income taxes from unemployment benefits is pro-
posed in H.R. 4727. We would find that, first, to be a tremendous
administrative burden for the States.

We would suggest instead that we give up-front information to
unemployment insurance claimants on taxation of unemployment
benefits. Perhaps the issue of taxing UI benefits should be recon-
sidered.

As a final issue, we certainly recommend removal of the Unem-
ployment Trust Fund from the Federal budget. Decisions about un-
employment trust funded programs should be made on their merit
and not in terms of their effect on the deficit. Thank you.

The CHAIRMAN. That re-employment benefit, as I understand it,
that you are supporting, is about a $3 billion item.

Mr. GROSSENBACHER. I believe that is the cost. Yes.
The CHAIRMAN. One of the things you do is you urge us to permit

the use of State rather than Federal eligibility and work search
rules that have been a problem for you. And I sympathize with
that point you make. I was just down in McAllen, TX, and to have
30,000 workers out there searching for 400 jobs-

Mr. GROSSENBACHER. That is correct.
The CHAIRMAN [continuing]. Is a pretty futile experience. I am

sure that there are countless other cities around the country that
have the same kind of a situation.

But if we should decide to follow your recommendations on that,
how could we be assured that the States are going to enforce rea-
sonable work search rules, particularly in light of the fact that the
Emergency Unemployment Compensation program is 100 percent
Federally funded? There are no State dollars at risk. How do we
assure the American people that the tax dollars are being spent
only to help those who are trying to help themselves?

Mr. GROSSENBACHER. Mr. Chairman, I think a review of individ-
ual State work search requirements would show you that they are
reasonable requirements. They are requirements that allow States
to adjust for the local economies in those States.

If you compare those work search requirements to those that are
on the Federally-mandated work search requirements in EB, I
think you will find the unfairness is much more on the Federal side
than it is on the State side.



The CHAIRMAN. Can you say that across the board, or are you
speaking about your own State?

Mr. GROSSENBACHER. I think, in general, we could speak across
the board.

The CHAIRMAN. Senator Packwood.
Senator PACKWOOD. Tell me your reason again for wanting to

take the trust fund off budget.
Mr. GROSSENBACHER. Senator, both the Employment Service pro-

gram and the Unemployment Insurance programs should be judged
by the merits of the program. There is a system to pay for the ben-
efits, there is a system to pay for administrative costs.

Over the last 3 or 4 years we have been here addressing various
committees to try to get supplementals in the budget to keep our
staff on-line in the local offices.

The issue has not been, is that staff necessary, is the program
doing good, is it a necessary program. It has always been, what is
the effect on the budget?

It has been long felt that funds held in the Unemployment Trust
Fund have been used to offset the deficit. And, in terms of truth
in budgeting, we support moving those trust funds off budget.

Senator PACKWOOD. Well, what about getting rid of the trust
funds, and then you would not have to take them off budget.

Mr. GROSSENBACHER. All of the funds going directly into general
revenue? Well, I think, that would require a complete re-thinking
of the structure of our unemployment insurance system.

And that system has served us well since the 1930s, so I would
not support that. I would support remaining with the trust fund
concept.

Senator PACKWOOD. Let me ask you this. It has been my experi-
ence that every group that has an interest in a program that is
funded by a trust fund wants that trust fund off budget.

Mr. GROSSENBACHER. I understand.
Senator PACKWOOD. That applies to the highway trust fund, the

boating trust fund, and/or every other trust funds.
Mr. GROSSENBACHER. I understand.
Senator PACKWOOD. And the argument is very similar to what

ou say about, as long as these are dedicated funds, they ought to
e weighed against the purpose and not for other purposes, and not

for reducing the deficit.
Mr. GROSSENBACHER. Right.
Senator PACKWOOD. But, given that, once you set up a trust fund

and once you take it off budget, it is very impossible to change it.
Do you not eventually reach a situation where you are not weigh-

ing your priorities properly? You are saying, these are trust funds
that are not to be touched for any other purpose, even though the
needs of a decade later are-not the needs when the trust fund was
set up.

Mr. GROSSENBACHER. Well, I would think that if it came to the
Point that the Unemployment Insurance program was deemed no

longer a necessary program, then perhaps the trust fund should be
changed and it should be a general revenue program.

But, I think, again, you should make decisions on the merits of
the program and not on the amount of dollars that that program
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can hold in a trust fund and be used for offsetting deficits for other
purposes.

Senator PACKWOOD. But, in any event, the monies collected
under the unemployment tax, in your judgment, should not be used
for other purposes.

Mr. GROSSENBACHER. That is correct.
Senator PACKWOOD. All right. Thank you.
The CHAIRMAN. Thank you very much, Mr. Grossenbacher.
Mr. GROSSENBACHER. Thank you, Mr. Chairman.
The CHAIRMAN. Next, we have a panel, with Mr. Isaac Shapiro,

who is senior research analyst for the Center on Budget and Policy
Priorities; and Dr. Wayne Vroman, who is senior research associate
of The Urban Institute. Gentlemen, if you would come forward. Mr.
Shapiro, if you would proceed, please.

STATEMENT OF ISAAC SHAPIRO, SENIOR RESEARCH ANALYST,
CENTER ON BUDGET AND POLICY PRIORITIES, WASHING.
TON, DC
Mr. SIAMIwO. Thank you, Mr. Chairman. My testimony is largely

based on a comprehensive report on the unemployment insurance
system that my organization released last month.

Throughout the 1980s and into the 1990s, the problems with the
Unemployment Insurance system have been glaring. The system
has failed the unemployed in good economic times, as well as in
bad.

From 1984 to 1989, only one in three of the unemployed received
benefits. In five of these years, the share of the unemployed receiv-
ing benefits fell to the lowest level ever recorded.

As the economy turned down, this alarming trend continued. In
the first 17 months of the recession, the Unemployment Insurance
system provided less protection to the unemployed than in any
other recession since the end of World War II.

During the 17th month of the recession, the Emergency Unem-
loyment Compensation program was enacted. This program has
elped millions of long-term unemployed people.
Now, with good reason, a further extension of the emergency pro-

gram seems likely. There is widespread consensus that the recov-
ery will not put a quick end to labor market problems.

It is also worth noting that in the first 3 months of this year,
more than one million jobless workers exhausted their initial State
benefits. This is the largest 3-month total since the recession
began. The emergency program is vital to these workers.

Further extension of the tem porary program, while imperative,
would not address several signifcant problems with the Unemploy-
ment Insurance system.

One problem with the system, as noted by Mr. Grossenbacher, is
that many workers who have exhausted their State benefits are
being denied emergency benefits because of unduly restrictive indi-
vidual eligibility criteria.

A second problem is that the permanent program of assistance
to the long-term unemployed remains anemic. During recovery pe-
riods, States that fail to share in economic prosperity have gen-
erally been unable to qualify for extended benefits, even if their un-
employment rates are very high.
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During periods when the national economy turns down and job-
lessness increases, only a handful of States have been able to qual-
ify. Congress should strengthen the extended benefits program. It
should also ensure that the program's trigger more closely reflects
how difficult it is to find a job in the State.

A third problem area is the deterioration in the provision of basic
benefits. The share of the unemployed receiving State benefits is
now about one-fifth lower than in the 1967-1979 period.

The Federal Government can help address this problem while
still leaving States with the primary role in determining eligibility.

One modest Federal reform would affect the time period exam-
1 ined in determining eligibility. In most States, a worker's eligibility

for benefits is determined in a manner that excludes 3 to 6 months
of an applicant's most recent work experience. This severely re-

k,' stricts benefits for workers whose employment is concentrated in
recent months.

Six States do include all-or nearly all-recent months of work
history in determining eligibility. Federal standards could move all
States in this direction.

Another Federal reform would be to place modest limitations on
State discretion in disqualifying Unemployment Insurance appli-
cants. Workers who voluntarily leave their jobs are typically dis-
qualified from receiving benefits, as they often should be.

But the States often apply this disqualification, even if the em-
ploy ee had to leave work for reasons largely beyond his or her con-
tro , and even if the employee had many years of prior work experi-
ence during which Unemployment Insurance taxes were paid based
on the employee's wages.

The Federal Government should preclude States from disqualify-
ing workers in such situations. An especially strong case can be
made for extending benefits to workers who leave their jobs be-
cause of family responsibilities.

Another reason the share of the unemployed receiving benefits
has fallen is that a large and growing number of unemployed peo-
ple who may be eligible for benefits failed to apply for them. Out-
reach could increase the likelihood that eligible individuals would
apply for assistance.

The most direct and timely approach would be to require employ-
ers to inform newly unemployed individuals of their potential eligi-
bility.

A consensus on how to finance reforms will, of course, be difficult
to achieve. But I agree with the Chairman that these reforms
should be paid for.

I also believe that reasonable financing alternatives exist. The
best approach would be to finance the reforms within the Unem-
ployment Insurance system itself by raising the Federal taxable
wage base.

Alternatively, reforms could be financed outside the Unemploy-
ment Insurance system. The House reform proposal has a good fi-
nancing alternative that would extend existing revenue sources
now scheduled to expire in 1995.

The provisions target the wealthiest 4 percent of taxpayers; an
appro priate approach since recent tax and income trends have
heavily benefitted the rich.
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I would like to request, with the Chairman's permission, that the
short center analysis of this financing proposa lbe included in the
record.

The CHAIRMAN. That will be accepted.
[The information appears in the appendix.]
Mr. SHAPIRO. Thank you. Some are now arguing that now is not

the time to consider permanent and comprehensive reforms to the
Unemployment Insurance system.

This argument, I believe, is primarily an exercise in political de-
flection. The unemployed have been poorly served by the UI sys-
tem, not only during this recession, but throughout the 1980s' re-
covery as well, as the Chairman observed. No further proof of the
need for permanent reforms is required.

I note also that some of the permanent reforms would provide
needed aid to the unemployed even during the period of another
emergency extension. Other reforms should be enacted quickly be-
cause they would require lead time to be implemented.

Still others should be put in place before the next recession so
the unemployed will not have to wait 17 months again before the
President chooses to sign a bill providing them with necessary ad-
ditional assistance.

If permanent reforms are not enacted, the unemployed would
again face an unemployment insurance system providing record-
low levels of protections once the emergency program expires.
Thank you.

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

The CHAIRMAN. Dr. Vroman.

STATEMENT OF WAYNE VROMAN, PH.D., SENIOR RESEARCH
ASSOCIATE, THE URBAN INSTITUTE, WASHINGTON, DC

Dr. VROMAN. Thank you, Mr. Chairman. Since I have a tendency
sometimes to be long-winded, let me skip to some of the conclusions
and then go back to material that is covered more thoroughly in
the written record.

The CHAIRMAN. Well, if you are long-winded we have a light that
goes on here.

Dr. VROMAN. A bell. Yes. I want to make sure I beat the bell.
That is basically my concern.

The CHAIRMAN. All right.
Dr. VROMAN. Most of my remarks today will focus on what I

think are reforms needed in the Unemployment Insurance program
to make it more effective in conveying benefits to unemployed
workers, and being adequately financed to do that.

There are three areas that are touched on in the testimony that
I think are meritorious and should be given strong consideration.

First, the Federal taxable wage base, which currently is $7,000
per worker, is becoming increasingly inadequate.

And, because it is so important in determining State tax bases,
the easy, most efficient way to raise tax bases in many of the State
UI programs is to change the Federal tax base.

That is, assuming that we continue to have the curTent require-
ment that each State at least match the Federal tax base. I will
get back to that in a few minutes.
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Second-and this may set off some bells--I think the program
should have a solvency standard.

I think States that are trying to act responsibly should know
when they have achieved a trust fund balance that is high enough
so that they can go through an upcoming recession with a small

K likelihood of needing large-scale borrowing from the U.S. Treasury,
or a minimal likelihood of having to cut benefits to workers at the
worst time in the business cycle, or having to raise taxes on em-
ployers in a recession.

I have a suggestion for a solvency standard which I think is
achievable. And, furthermore, I think there are some financial in-
centives that could be provided that would help the States to
achieve that standard.

Third, I think the TURs should be the basis for triggering the
Extended Benefit program be,-ause there are several States where

the IUR has become, with the passage of time, less and less related
to the true unemployment situation in the economy.

On that last point, if I could extend the case of Textis. In 1986,
when you had a TUR of 8.9 percent, your, IUR only reached a 2.6
percent level. So, you are a long way of triggering on the EB Pro-
gram. And, I am sure your constituents told you how difficult the
times were in the State in that year.

The Federal/State Unemployment Insurance system is sometimes
described as a series of laboratories where different experiments go
on, because individual States legislate benefit levels, legislate tax
provisions, and have a way of experimenting with what is best and
appropriate for their circumstance.

If you look at the experience of unemployment trust funds they
are widely varied. I have been spending a lot of time on that re-
cently. One of my areas of work is to go into States with funding
problems and try to develop a model which will help them better
understand how they got into difficulties and how they might get
out of it.

This year I have been working in Connecticut. And, as you know,
Connecticut is having a very serious funding problem.

If you look around the country over the last 2Y2 years, the big-
gest losses in Unemployment Trust Fund reserves have been con-
centrated along the East Coast. The reserve losses have been espe-
cially serious in New England and in New York, New Jersey, and
Pennsylvania; the extreme northeast.

Within those northern States, it is interesting, thinking of the
State programs as laboratories, to look at the experience of Rhode
Island and Now Jersey relative to the other States.

I select Rhode Island and New Jersey because they indexed their
tax bases in the past. Consequently, throughout the 1980s, their
State tax base rode up, increased with average wage inflation in
the economies, such that they currently both exceed $15,000.

The northeast experienced very strong prosperity through most
of the 1980s, but recently has been the most hard- it region. And,
if you look at the way those two States have gone through this re-
cession, neither has had to borrow, both still have reserves in their
system, and they contrast with Connecticut and Massachusetts,
which have both been to the Treasury for loans and will borrow
again this year.
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So, I think there are implications for State revenue adequacy
that can be addressed partially by having an indexed taxable wage
base.

Senator Packwood, I would point out to you that in the last 2
years, Oregon has, in fact, increased its Unemployment Insurance
Trust Fund balance substantially.

Oregon is one of the 17 States that has an indexed tax base. Part
of the reason that Oregon is in good shape to face payments to your
unemployed with your 8 percent unemployment rate is' that more
than 10 years ago, your State had the foresight to index wages to
80 percent of the average annual earnings in the State. Con-
sequently, at the end of last year, Oregon had more than $1 billion
in its trust fund.

I guess I am long-winded. Let me be very quick on the extended
benefits.

The CHAIRMAN. Just wrap it up and give me a quick summary.
Dr. VROMAN. Surely. Extended benefit programs based on IURs

simply treats long-term unemployed workers in different States dif-
ferently. In table III of the testimony, if you look at New Jersey
and Texas, last year they both had TURs of 6.6 percent.

The IUR in Texas was 2 percent; the IUR in New Jersey was 4
percent. A lot more long-term unemployed in a State like New Jer-
sey have a chance to collect benefits because the program kicks on
more quickly. And I will stop right there.

[The prepared statement of Dr. Vroman appears in the appen-
dix.]

The CHAIRMAN. Well, Dr. Vroman, if you raise the wage base
which is now at $7,000, I assume you could also lower that tax.
You feel like you get a better distribution, do you, of the tax from
the low wage earner to somewhat higher wage earner? That would
affect different industries differently, obviously.

Dr. VROMAN. Certainly.
The CELAIMAN. Particularly those industries that have minimum

wages would not be hit quite as hard as those that had, perhaps,
more highly trained workers.

Dr. VROMAN. Certainly. Retail trade, which has low average pay
of its workers, would be relatively advantaged from a proposal to
raise the base.

But my sense about the way the base works is that if the tax
base is indexed, it allows the State to then have more capacity to
raise revenue when the experienced measures that draws on its
trust fund reduce the trust fund balance.

In a State which has a maximum tax rate of 5.4 percent and a
tax base of $7,000, all of us in the room can do the arithmetic in
terms of how much you can collect per worker, per year. It is a pal-
try amount.

And, with a higher tax base, you have some potential for raising
more revenue. Raising the base essentially anticipates a situation
where reserves will be drawn down, in contrast to having to have
the tax rate do all of the effort after the trust fund has been de-
pleted.

The CHAIRMAN. Mr. Shapiro, you understand that almost all of
these changes that are being recommended cost a lot of money.
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And extension of the current temporary benefit program, that, it-
self, is likely to cost $4-$5 billion.

And that depends on how far in the future these benefits are ex-
tended, of course. So, we are going to have a tough time raising the
funds to offset these kinds of costs.

And it is going to have some limitation on what we can put into
effect. Assuming we have to make those changes, which of the
changes, in either the temporary or the permanent program, do you
think has the highest priority? I know you do not like to pick on
anybody, but we may well have to.

Mr. SHAPIRO. First, I would like to talk about the choice more
£ generally and set the context. You said earlier that $20 billion less

was spent on the Ul system in 1990 and 1991 than was spent in
the mid-1970s. If you enacted every reform proposal that I sug-
gested in my testimony, the amount would total far less than $20
billion over 2 years. It might be $7-$8 billion over 2 years.

In terms of the priorities, though, I probably would rank them,
as: First, the temporary extension; second, the permanent reforms
to the extended benefits trigger; and the third reform I would rec-
ommend would be the idea of changing the so-called lag quarter ap-
proach where States ignore the most recent work experience in de-
termining eligibility.

The cost for those three pieces of that package together would
still be below $8 billion over 5 years. If further scaling back is re-
quired, I might provide fewer weeks of emergency benefits in order
to maintain funding for permanent reforms.

Note that most of these reforms are included in the House bill,
and they total, I believe, $7-$8 billion over 5 years. I am not taking
a position on the House REAP proposal, which costs about another
$2.7 billion.

The CHAIRMAN. Senator Packwood.
Senator PAC'KWOOD. No questions. Good testimony.
The CHAIRMAN. Thank you. Gentlemen, thank you very much.
[Pause.]
The CHAIrMAN. Madam Secretary, you said 11:30, and it is 11:30.

We are delighted to have you.
Secretary MARTIN. I am ukd to the House. Your punctuality is

remarkable, Senator.
The CHAIRMAN. Madam Secretary, we are very pleased to have

you. We know that you have been travelling and that you made a
special effort to be here this morning. We are looking forward to
your statement.

STATEMENT OF HON. LYNN M. MARTIN, SECRETARY OF
LABOR, ACCOMPANIED BY ROBERTS T. JONES, ASSISTANT
SECRETARY OF LABOR FOR UNEMPLOYMENT TRAINING,.
WASHINGTON, DC

Secretary MARTIN. Thank you very much. It is a pleasure to see
both ofyou this morning and to be back in the District of Colum-
bia. AndI really appreciate this opportunity to talk to you directly
to discuss an extension of the Emergency Unemployment Com-
pensation program.

When I was here in January, I mentioned then that I had once
represented a Congressional District with the city that had the
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highest unemployment in the country. That was during the 1982-
1983 recession. I will never forget that time.

That particular downturn affected friends and neighbors, mem-
bers of my own family. So, I truly do understand the devastating
effect that the loss of a job can have on the men and women who
want work, but cannot find it.

President Bush shares your concern and mine regarding the
country's unemployed men and women and their families, and their
future. The administration is committed to providing, as the econ-
omy does recover, the needed assistance to those Americans who
have lost their jobs.

Therefore, the President has directed me to work with the Con-
gress, with you, Mr. Chairman, to do the following. First, to de-
velop and quickly enact an extension to the Emergency Unemploy-
ment Compensation program.

Second, this EUC extension should be through the end of 1992,
when all of us hope the economic recovery will not just have been
continuing, but will grow.

Currently, the economy does seem to be improving. Senators, we
all want a sustained recovery. We have already seen some positive
signs: a higher than expected annual growth rate in the economy
for the first 3 months of this year; the two-year high in construc-
tion of new homes and apartments.

And the labor market is beginning to look stronger with each
assing week. It is not yet time to celebrate. We now, though, have
ad 3 straight weeks of declining initial claims for unemployment

compensation.
So, while it can appear that the economy and the recovery is

under way, job growth traditionally lags, even when the economy
is in full recovery. Therefore, a further temporary extension is nec-
essary to help those who need it.

The President's actions-to expand exports; to accelerate appro-
priated spending on public works and Federal contracts; to, yes,
eliminate the excessive regulation that sometimes curtails job
growth; to ensure that credit is available, really especially to small-
and medium-sized businesses-we think all have helped to move
the economy.

The President has proposed an economic agenda that would stim-
ulate and create the jobs that Americans want. I must tell you, in
our small way, we really do, Mr. Chairman, think that that change
for first-time home buyers would be an especially direct move.

Because you, and I, and across all party lines would agree that
the best remedy for unemployment is not just an extension. The
best remedy for unemployment is growth and job creation.

The EUC extension, third, must be paid for in a manner consist-
ent with economic growth. It must be financed through offsets that
maintain the discipline of the budget agreement that the House
and Senate reachedwith the President.

And, certainly-and I think most Senators agree with this--they
do not want to see an increase in tax burden at the very time the
economy may be showing the signs we all want it to show. Raising
taxes could threaten that growth. In fact, it could hurt existing
jobs.



Fourth, it is essential that we do this extension quickly so that
there will be no break in benefits for unemployed workers. In other
words, we should put the people first.

I am ready to sit down with you today, this afternoon, and have
our respective staffs hammer out the extension of EUC. We can do
it quickly.

Now, permanent structural changes to the unemployment com-
pensation system are complicated and often costly. The men and
women who need help should not have their assistance delayed
while we debate the permanent changes, many of which are con-
troversial, complex, and opposed by the States.

There are also some suggestions floating out there that the ad-
ministration might well oppose. For example, one suggestion about
increasing the Federal taxable wage base is an unacceptable in-
crease in taxes that would hurt the economy, would hurt the people
we would try to help. It is strongly opposed by not just the admin-
istration, but many of you.

Proposals to impose Federal mandates on State unemployment
compensation laws regarding disqualification of claimants might
well, in some way, constitute an unwarranted Federal intrusion
into affairs that are quite clearly the responsibility of State Gov-
ernment.

Governors across party lines have stated opposition to new Fed-
eral mandates on these State programs. Some have suggested re-
moving the Unemployment Trust Fund from the unified Federal
budget.

I do not have to tell members of this committee what incredible
implications on budgetary policy and the deficit that that idea
would cause, and the issues that it would raise.

So, we come down to the fact that the President certainly does
not want this extension delayed. But permanent structural changes
could not occur in the expeditious timeframe which we need to pro-
tect the people. Such a delay would be a cruel blow to those that
desperately need our help.

The administration considered proposing a specific extension
package. We decided, however, that such a proposal could generate
a counterproductive bidding war, or just cause a greater delay.
That could hurt the unemployed.

Mr. Chairman, you and I know we have had success working to-
gether. Senator Packwood, you know that. The rest of the commit-
tee has been more than helpful when we try to reach bipartisan
compromises in this particular issue.

The most recent extension is an example of what we can do
quickly if we focus on the people. We believe that an extension of
UC is a measure on which we can quickly agree.
It is a compassionate and appropriate way to help those who con-

tinue to need assistance. The administration and Congress have
worked together during the past year to provide these benefits to
the unemployed and have done so in a manner consistent with
long-term economic growth.

It is time, again, and I repeat this again, to join together to
achieve the objective. I may be in the minority on this, and it may
sound unusual coming from a member of the administration, but
I believe that Congress can work quickly.

58-006 0 - 92 - 2
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Working together, the Congress and the administration can show
not just those who might directly benefit, but from ever citizen
who already has a job and still wants to help his or her fellow citi-
zens, that political posturing does not always have to rule the roost
anywhere, especially in Washington.

So, Mr. Chairman, I look forward to working with you and every
other member of the committee starting today, to enact in the most
expeditious manner possible, a bipartisan extension. I will be
pleased to answer questions if you have them.

[The prepared statement of Secretary Martin appears in the ap-pendix.]

The CHAIRMAN. Madam Secretary.
Secretary MARTIN. Yes, Mr. Chairman.
The CHAIRMAN. I feel very strongly this should be paid for. And

you talk about not increasing taxes, and then you talk about pos-
sible offsets. I want to see some leadership out of the administra-
tion on how we are going to pay for this, and I want some specific-
ity on what the offsets are, ifyou do not want to call those tax in-
creases. I am quite ready to try to work with the administration.

Secretary MARTIN. Terrific. Let us put the staffs together and do
it.

The CHAIRMAN. Terrific. But I want some leadership on the part
of the administration in talking about what some of these ofsets
are with specificity.

Secretary MARTIN. Sure.
The CHAIRMAN. There are fellows in this committee running for

re-election, too, and I know the President is. But I think we have
to step up to that one and exercise that responsibility.

Secretary MARTIN. I could not agree more. We have done it twice
in a row now. Let us sit down, let us work it out. We will go
through the offsets. I think we could have a bill in 2 days.

The CHAIRMAN. Well, let us get it out front as to what those spe-
cific things are. Let us talk about them up front as to what you
think you have to do in the way of offsets. And I want those from
you.

Secretary MARTIN. Well, as you know, last time, Mr. Chairman,
we sat down, and I do not know how much more up front. Every
offset was then listed and we reached agreement. Both sides said,
here they are. Now you take it back to your respective bodies. Not
only did it work, we got it done quickly.

You were just an absolute leader in that, Mr. Chairman, and we
think we can do it again. And that is why I make it very clear. The
President said to me, do it, let us go, let us move, you know, not
try to embarrass anyone, let us just move it.

The CHAIRMAN. Madam Secretary, flattery will get you a long
way, and I appreciate that.

Secretary MARTIN. I hope so, Mr. Chairman. [Laughter.1
For the unemployed we will do most anything to get that. But

that is not flattery, that happens to be truth, Mr. Chairman.
The CHAIRMAN. Well, thank you. Let us get to another one.
Secretary MARTIN. All right.
The CHAIRMAN. You are talking about extending the unemploy-

ment benefits through the end of the year, anticipating an eco-
nomic recovery which I fervently hope you are correct on. And I
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the unemployment indicators lag, and they do.

How can we settle for something that gets us to the end of the
102nd Congress, and yet the new Congress will not be prepared to
act for awhile? You have been here; you understand that.

It takes a while for a new Congress to get organized, committees
to be set up, and the hearings to start. You are going to have a
lag time in there, and that worries me.

Secretary MARTIN. And certainly it would concern all. Now, you
state quite correctly that all of us want to anticipate an economy
that the signs continue to grow.

I have never bought into the theory that there is any member on
any side of the aisle that would want a terrible economy for politi-
cal gain. I have never believed that from the people of both parties
with whom I have the honor to serve.

You could say, why not go to August? We want to take it
through, as you and I know, a difficult time. And I think both sides
privately have agreed to that.

Obviously, if there are other signs, that still would give you time
to re-look at any situation that would need re-looking. I mean, Con-
gresses have come in after elections, if that is what you are sug-
gesting.

What we are looking at is what members of both parties were
publicly talking about, and the President wanted everyone to know
that he was in agreement with that. Responsible leaders of both
parties have talked about taking it to the first of the year; we find
that acceptable.

Now, someone else may say, hey, I have another idea. I do not
try to negate what someone else would say. But that seemed to be
the consensus out there in virtually every public and private state-
ment that was made from both sides of the aisle.

The CHAIRMAN. Well, I am looking, again, to what we are operat-
ing under right now, the criterion for the extended benefits.

Iam advised that the Department of Labor actuaries estimate in
the spring of 1993 only one State will qualify to pay benefits under
the regular extended benefits program, even though we are going
to see continued high unemployment for awhile, particularly in cer-
tain regions of the country.

That sounds dangerously like a repeat of the situation that we
had last year when Congress was forced to act because the EB trig-
ger simply was not working, even in the States with 8, 9, 10 per-
cent unemployment.

In view of that, would you agree that there should be some modi-
fication of the present extended benefits trigger, and, if so, what
would you recommend?

Secretary MARTIN. I repeat this for others, since you already
have expertise in the field. We believe that you would see, under
the current program, some benefits that people desperately need,
starting approximately May 18th-and I may be wrong by a day
or two there-are gone. That does not give us or you a lot of time.

There may be some excellent suggestions. Frankly, Mr. Chair-
man, I have some ways myself to review and redo the system. But
you and I know that those are not going to pass over the next pe-



riod of time. I do not see any problem with continuing to discuss
it.

What I am suggesting here today is for those people who are out
of work who have a ight to expect for help from us, let us move
expeditiously on this quick, clean bill and get there.

These other discussions, as useful and as important as they are,
you know and I know, they are not going to occur within basically
a three-week timeframe. And, so, we want to help the people.

The President has said, meet now, tomorrow, tomgh t; do it. And
I know your feelings about helping the unemployed, so I think we
share that. We will get this clean thing done; the others may con-
tinue.

But there is not time, perhaps you are a better judge of that in
the House and Senate, but perhaps not even the correct atmos-
phere. That may take more time to work on. I cannot comment
what is happening here, since I no longer am in the House. But I
do know that we can pass this and help the people that we are
both bound to serve.

The CHAIRMAN. Well, I am hopeful, Madam Secretary, that we
can work together, the administration and the Congress, and that
we can take care of some of these more egregious problems and get
it done in this piece of legislation. And I am willing to try to make
that effort and got it expedited and through. Senator Packwood.

Senator PACKWOOD. What I think the Secretary is saying is that
she is prepared to sit down and start meeting tonight.

Secretary MARTIN. You are right.
Senator PACKWOoD.That she is free tonight And tomorrow nightSecretary MARTIN. This afternoon. I will even bring sandwiches

for lunch. Let us go.
Senator PACKWOOD. I am convinced that your approach is right.

It is not necessary for everybody to state here in advance the
things that we recommend.

We sit down and we say-not unlike in a mark-up or a con-
ference meeting between the House and the Senate-here is your
proposal, here is ours. Here is where we might agree; here is where
the administration feels very strongly against any substantive
changes and would have to stand firm.

And I would wager in 4 hours of meetings, two meetings of 2
hours apiece, we would reach a conclusion.

Secretary MARTIN. I suppose there would always be, Senator,
maybe somebody on each side that will say, I will never do that-
I do not believe we need that, or we have got to do everything and
we have got to do it tomorrow. But I think most men and women
of goodwill could quickly reach agreement.

Senator PACKWOOD. I have no questions. I think what the Sec-
retary is says is wise. Mr. Chairman, we ought to start meeting to-
nigh1t.The CHAIRMAN. Senator Riegle.

Senator RIEGLE. Mr. Chairman, let me just say at the outset that
I have know the Secretary for a long time and we have had a good
personal relationship, and do today and will in the future, regard-
less of my comments about the issues at hand.

Secretary MARTIN. That bad, huh? [Laughter.]
What are you going to say?



Senator RiEw,. Well, I want to take issue with some of the
things you said, but I want to do it in a vein that recognizes the
fact that we have some policy differences and we have some inter-
pretation differences. I do not know that we have any personal dif-
ferences.

But I listened to what you said and I am very troubled about
what I think is an inadequate response by the administration to
our unemployment insurance problems.

Frankly, it is not enough to have the President say, why does'nt
everybody sit down and meet. Why does'nt he sit down and meet
on this important issue? He is the President. Why doesn't he call
people together on this issue? You say there are no politics in it.
We passed unemployment extensions twice and both were turned
down by the administration.

It was not until the third time that we did it and unemployed
people in the country were in terrible condition that, finally, there
was a change of heart down there.

So, there is a history on unemployment compensation beyond
just the extension that was finally agreed to. I think we need an
extension, but I think we need some reforms as well. And I think
in your heart of hearts you know we need reforms, too.

As you know, the State you previously represented, Illinois, is a
lot like Michigan. Both states have a lot of unemployed workers
and their families that are caught in a lot of problems in terms of
the way the unemployment system works and, the way the system
malfunctions. It is not designed properly for the economic
downturns we are facing.

I think we need some leadership to make the necessary changes.
The way to get this done is in a hurry-and I know this because
I have worked together with the administration on other difficult
issues, as Chairman of another committee.

If the President wants to solve this, he can certainly gather the
people necessary to putting a package together. Certainly he would
have you there as his lead player on this issue, and we would get
this thing settled in a hurry. But what I sense is detachment, in-
stead of a willingness to lead.

I did not hear you say that the President was prepared to meet
or that the President was inviting interested parties to meet. And
then, when Chairman Bentsen asked you how this was going to be
paid for, what was your answer to that? How is this going to be
paid for?

Secretary MARTIN. Well, this is partially what we are talking
about, so it is a little hard to say what "your this" is. But when
there is agreement on this-

Senator RIEGIE. Well, how would you pay for "your this?"
Secretary MARTIN. And, by the way, I would like to come back

to something you said earlier.
Senator RIEGLE. Please do.
Secretary MARTIN. But I will wait until you finish your state-

ment. We believe that, just as the last time, when, under the lead-
ership of many of the people in this committee, we were able to
reach successful agreement.



It was done in that way through offsets. There was no tax in-
crease, there was no loss of job creation. The recovery that all of
us want to hope for and to see even grow more was not stymied.

And if you are asking me do I think, with the wisdom of the Sen-
ators that are on this committee and with their compatriots over
in the House we can do it again, the answer is, yes, Senator, I
think we can.

Senator RIEGiE. Well, but that is not really what I asked. Let me
say it to you again. How do you think we should pay for this unem-
ployment insurance extension? How does the President think we
should pay for it?

Secretary MARTIN. This gets back, I guess, to the question. I
think the President is, in effect, in the room. I thank you for saying
you believe the Secretary of Labor should be there.

The President is directly involved in this, and I think it appro-
priate that he tells his Secretary of Labor, try, go, work, offer,
move. And, so, when we sit in that room together, because I am
sure you would be there with the Chairman, we work out how to
pay for it. And we think it can be done by offsets. We do set up-

Senator RiEGLE. Which offsets?
Secretary MARTIN [continuing]. The rules that most Senators

tend to agree with, that you do not want to see tax increases, you
want to do it in the most responsible way, and let us meet and
work out those offsets and then bring out what those offsets are.
And I would be happy to send our staffs and/or me to make sure,
starting anytime you want, Senator.

Senator RIEGE. Well, let us start now. This is why we are here.
Does the President have a preferred way to pay for this unemploy-
ment package?

Secretary MARTIN. We are willing to negotiate and work with you
to find a mutually acceptable way to do it. And you and I know pre-
cisely how that can and should occur.

We should sit down. If you want, I am testifying tomorrow before
the House Committee. If you want us to do that, first, then do it,
that is fine; whatever way that fits your timing.

And I would say, let us get to it. As I say, I am willing to do
it as soon as possible.

Senator RIEGLE. Well, there is no quicker time than now. And,
I must say with all due respect, you keep stepping around the
issue.

Secretary MARTIN. Oh. I think I am stepping toward the issue,
in general. Let us decide-and that, certainly, is up to you-who-
ever can be in the room, and let us go.

Senator RIEGLE. Does the President have any idea as to how to
pay for this?

secretary MARTIN. Of course he does. And let me just say
quickly--

Senator RIEGLE. I am asking it as a serious question. If you want
to do this, you have got to pay for it.

Secretary MARTIN. It is serious. That is right.
Senator RIEGLE. How do you pay for it?
Secretary MARTIN. And we believe we can do it by offsets. Let us

work together. What would we agree are offsets?
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Senator RIEGLE. Well, which offsets? Which offsets are you talk-
ing about?

Secretary MARTIN. There are offsets through the budget. Let us
sit down and go right through. We did it last time; we can do it
again. I am assuming, by the way, Senator, that that is your choice
o payment, too, rather than a huge tax increase. I think we match
what the Senate and House want to do.

And I certainly do not want to speak for you, Senator. Maybe you
would prefer a huge tax increase. But most members of both par-
ties do not. And they would prefer us to come up with a set of off-
sets; never easy. And we can do it.

Senator RIEGE. Let me just say, Madam Secretary, that when
you come in today, you are here.

Secretary MARTIN. Right.
Senator RIEGLE. When you say, sit down together, how is that

different from how we are sitting down together now? It is as if we
are not here in this room. It is like we are having a telephone con-
versation or something, but we are here and we are here for this
purpose. And, as I understand it, the President has decided now
that we ought to try to extend unemployment compensation.

Secretary MARTIN. Absolutely.
Senator RIEGLE. In order to do it, we have to pay for it. Is that

correct?
Secretary MARTIN. Absolutely.
Senator RIEGLE. And, qo, I sm asking you, are you coming in

here to make, in a sense, a proposal today. Does this proposal in-
volve a way to pay for it. I believe the President has to have an
idea as to how to pay for his proposal. Maybe he does not have any
idea. I am assuming that he does. And, if so, we ought to hear
what it is. If he does not have one, you ought to have one. Some-
body in the administration has to have an idea on this account.

Secretary MARTIN. Sure. And many do.
Senator RIEGLE. But why can't you tell us what that is? Is there

some specific reason for not informing us of the President's entire
proposal, including how he will pay for it?

Secretary MARTIN. No.
Senator RIEGLE. Well, then tell us. Just tell us.
Secretary MARTIN. I think you are missing, if I might, just for

a moment, a point. Let us set up a meeting, we will have whatever
people you want, it can be up to the Chairman. We will set the
time of the meeting.

Senator RIEGLE. Well, let us start with this group. We really
have the team here now.

Secretary MARTIN. Generally, as I understand how this worked
successfully last time, it usually is not--I am here for testimony,
not for a meeting.

And if you say right from here, your Chairman agrees right from
here, let us go into the meeting to begin the negotiations, I told
you, I am here, we will do it. We will call whoever else that your
Chairman determines should be part of that. And that is your
Chairman's call, and you know it is now mine.

Senator RIEGLE. Well, look. I do not think it is very straight-
forward.
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Secretary MARTIN. Now, wait. That is absolutely what it is. In-
stead of the long speeches, let us go. Let us get it.

Senator RIEGE. I do not want a long speech.
Secretary MARTIN. Fine.
Senator RIEGIE. I am getting a long speech, with all due respect.
Secretary MARTIN. Let us sit down.
Senator RIEGLE. I want to know how you think we ought to pay

for it.
Secretary MARTIN. With offsets.
Senator RIEGLE. You will not tell us that.
Secretary MARTIN. No. With offsets, Senator. And let us sit down

and-
Senator RIEGLE. Well, which offsets? Offsets does not mean a

thing if you do not make them specific.
Secretary MARTIN. Well, Senator, I would have to know from

your point of view, for instance, how big a program that you are
talking about.

Senator RIEGLE. What is your point of view? Let me hear your
point of view. What is your point of view as to which offsets?

Secretary MARTIN. We believe that we can have over the next 2
to 3 days, if it is your choice, through a series of meetings, we can
have an agreed program, a program that will quickly help the un-
employed, a program that can be paid for.

Senator RIEGLE. Do you have a starting point?
Secretary MARTIN. We thought--and I think, in general, it is the

most courteous thing to do--to come to the Chairman and to the
members of this committee and we start off by saylIg, yes, we
think it should go through the year.

We do not think we should e talking about shorter times. Yes,
we think we should pay for it by offsets and not by increased taxes.
And we think that matches most of the Senate. Now, do you all
agree with that? Where do we move from there?

Now, thus far, understandably, because this is not the appro-
priate venue, I have not heard from your Chairman or you how you
think about those two things, that is one of the things one works
through. That is one of the things one works through.

But I hope what we would have consensus on is the desire to
reach the agreement quickly so that those who might be running
out of benefits by the second week of May could find out across
party lines that, yes, their Congress and their President worked to-
gether to help them.

Senator RIEGLE. Can I continue for a minute, Mr. Chairman? I
realize the time is up. I may come back to this, because I would
still like to get an answer to the pay-for issue if we can get one.

Have you seen these two studies requested by the Chairman?
Have you had a chance to take a look at them yet, one by the Con-
gressional Research Service and one by the General Accounting Of-
fice comparing the Unemployment Compensation system in the
United States versus that in the other major seven industrialized
countries? Have you seen those?

Secretary MARTIN. I have read about the differences. I am not
sure I have read those two reports.

Senator RIEGLE. All right.



Secretary MARTIN. In fact, I know I have not read specifically
those two reports.

Senator RIEGLE. Well, let me do this.
Secretary MARTIN. But let us make sure I do.
Senator RIEGLE. I want to make sure you get copies of these

today. But let me just quickly summarize for you, in essence, what
they say.

Secretary MARTIN. Certainly.
Senator RIEGLE. I went over this material earlier before you ar-

rived. But the essence of it is that these reports that have been
done by objective third party analysts indicate that other countries
have a much stronger and better unemployment compensation sys-
tem in place for their workers than we do.

Particularly Japan and Germany are cited, but the other coun-
tries, by and large, also do. They provide higher benefits, they have
better coverage, they spend a larger part of their gross domestic
product to support their work force when people are out of work,
and so forth.

Chairman Bentsen asked for this study, and I really appreciate
the factthat he did. Because both from the GAO and from the Con-
gressional Research Service it is obvious that we do not have a
very good unemployment compensation system, comparatively
speaking, to other industrialized nations.

And those nations are doing quite well, as you know. They have
relatively low unemployment, they are doing well with their pro-
ductivity gains, and so forth.

I think it helps point out why just a simple extension that takes
us past the election is not enough. It is not enough for those coun-
tries, and it certainly is not enough for us. So, I think we need
some reforms in this bill.

In the same way and in the same spirit that you say that some-
how, if you have a private meeting there is a way to find a funding
source in 3 or 4 days, I think, using that same logic, we could also
agree on some basic reforms in the system. We could get rid of
some of the inconsistencies that cause some people not to get bene-
fits when they need them.

Madam Secretary, you are a logical, rational person. You have
represented a Congressional District. You know what these prob-
lems are first-hand, because you have had that kind of constituent
history.

If we are going to sit down and come up with the magic funding
source that we cannot talk about here, we could also do something
on these reforms. Other countries are out ahead of us and have es-
tablished a pattern of unemployment insurance coverage much
stronger than ours.

I do not think we should wait. Quite frankly, if you want a politi-
cal argument for it, I think it would help the President to be able
to not just extend benefits past the election period and leave all of
the other work undone for some undefined future date. It would be
better to do some of it now and craft a package that is concrete and
real-one that you can be proud of, that we can be proud of, that
the President can have some pride in, and that is available for the
great number of American workers who are currently unemployed
and their families.



The number I use is about 16 million, in terms of those who are
unemployed, discouraged workers, and people working part-time
that cannot find full-time work. Right now, 9.3 percent is the un-
employment rate in Michigan. That is a very high rate. We have
a lot of families in distress.

Why don't we implement some of the necessary reforms now? Are
you willing to do some? Is the President willing to do some reforms
now? I will work with you on this, but what; I do not want to hear
and I think it is irresponsible to say, whether it is him speaking,
you speaking for him, you speaking for you, is that we are sorry
we cannot do any reforms right now. Why can't we do some reforms
right now, especially when they are needed and other countries
have managedto get them done?

Secretary MARTIN. Senator, it is not for me to say what problems
exist in the House and Senate. The reality, though, I must rep-
resent men and women who work, or who want to work who are
out of work.

And if you are asking me in the next 3 weeks, how do we help
them most-and that is a judgment I must make, and I can give
to you what I certainly give to the President--it is that, from my
experience, the kinds of reforms that you might be for, that Sen-
ator Hatch might be for, some other Senators, pick out names any-
where alon-

Senator RIEGIE. Well, let us start with the Chairman. The
Chairman has some ideas.

Secretary MARTIN. Well, the Chairman, Senator Bentsen. There
has not been consensus yet within your bodies. For a moment, I re-
alize it is always fun to throw balls down the other court, but with-
in your bodies. I must do what I believe has to be done to help
those workers. I look at the experience that we are facing with the
Congress, Senator.

And I say, if you are asking me as a former legislator, is there
agreement between the Houses, can you do it in 3 weeks, the an-
swer is, no, I do not think you can.

Senator RIEGLE. You see, with all due respect, I do not think the
American people want to hear that.

Secretary MARTIN. Well, you and I might have a different sugges-
tion on how they can cure that. But the fact of the matter is, you
and I would agree, I think, publicly and privately, let us both be
honest, that you have had some bills in, everyone has had some
bills in. This could have been done through the years.

Now we are facing a different time constraint. As I said to this
Chairman, this does not preclude people trying to reach agreement
on the other issues. In fact, I have some reforms; we all have some
reforms.

Senator RIEGLE. Have they been sent up here?
Secretary MARTIN. But while we are looking at trying to look at

unemployment and extension of benefits, which is what the testi-
mony concerns itself with today, I believe we can quickly get a bill
so that no person has to see those benefits run out while other dis-
cussions may or may not be continuing.

And so, I would just hope that we could do that. That does not
stop the Senate and the House, certainly, or the administration,
from working on other sets of reforms.



And I think-and you and I both know-that in this time period,
just as last time, we can quickly reach some agreement to help peo-
ple that may not always understand the committee process, that
may not always understand our arguments, but just know, doggone
it, they need some help.

Senator RIGLE. Madam Secretary, the administration has sent up
a reform package in this area of unemployment insurance com-
pensation.

Secretary MARTIN. Well, you were talking about wanting to pass
a reform package and obviously the Senate and the House can do
as they wish. You were talking about comparisons with other na-
tions. We bring to you today not just an offer, but a commitment
to quickly take care of this particular problem which directly af-
fects men and women who need these benefits.

Senator RiEGLE. Well, let me cite two or three things.
Secretary MARTIN. It will be your choice whether to accept that

offer, or not.
Senator RIEGIE. With all due respect, you have not come in here

with any specific suggestion as to how to pay for this compensation
package and, you have no reform recommendations to make either.

You have not made any suggestions before today; you are not
bringing any ideas today. There are two major reports out. Quite
frankly, somebody on your staff should have digested this material
and been ready to comment.

Secretary MARTIN. Well, I am sure someone on the staff has.
Senator RMEGLE. I am talking about on your staff.
Secretary MARTIN. Well, I was, too.
Senator RIEGLE. Well-
Secretary MARTIN. Gee. I would think if we were personal

friends--gee, what if you did not like me, this would really be fun.
[Laughter.]

Senator RIEGLE. It would be a much tougher grilling, I assure
you, because I think the issue is an extremely serious one. Let me
give you one fact here. In the GAO study, it says, "The proportion
of unemployed people in this country who receive unemployment
benefits has clinked by 20 percent between 1975 and 1991."

Now, that is just one statistic. I mentioned the ones that com-
pare the different countries. We ought to be fighting to correct this.
There ought to be a proposal from the administration.

I appreciate the fact that you say, well, whatever you folks want
to do, let us take a look at yours and then we will see if that is
something that we can live with or agree with, and so forth.

I think the President has a different responsibility. I think he
has a responsibility to initiate. I think he has a responsibility to
come forward with some'specific ideas. And I want to tell you one
other thing, and then I willyield the floor.

Secretary MARTIN. Please.
Senator RIEGLE. I appreciate the Chairman's patience in allowing

me to continue here for a minute.
If I could just have your attention for a minute. I do not know

if you were involved in this, or not; I am not aware that you were.
There was a full court press up here just a few weeks ago on Most
Favored Nation trading status for Communist China.



I have never seen the White House so active and so vigorous.
Phone calls were coming in from various Cabinet officers and from
the President. There were all kinds of tactics used to really turn
the wheels and so forth.

There was none of this business of sort of a more laid back ap-
proach that we see most of the time. This was a full court press
during which great effort was made to gain congressional approval
for MFN for China. The President has a very strong feeling about
it, and China MFN was given a top priority.

I happen to have been on the other side of that issue. I do not
think we ought to be giving Most Favored Nation trading status to
the Chinese these days, particularly when they have a trade sur-
plus with us of about $13.6 billion a year.

But it was such a remarkable contrast to administration efforts
on unemployment insurance compensation extension and reform.
There was a specific proposal that was put out there, and great en-
ergy, great initiative, the full court press were utilized-all the
stops were taken out to try to get China MFN through Congress.

With all due respect, there is a night and day difference between
the effort that I have seen on unemployment compensation and
something like the administration's efforts on most favored nation
trading status for China. I do not understand it.

I do not understand why we are not seeing that kind of intense,
vigorous, focused effort here. We should be working for more than
just an extension that sort of limps everybody past the election. We
should have a specific proposal to fix the system, fix it once and
for all, provide the funding source, do the reforms, and bring us up
to the standards where Japan and Germany are today in terms of
what they are providing.

And the crazy contradiction between the States, where a family
or worker unemployed in one State gets a different kind of a treat-
ment than unemployed families or workers in a different State
must be addressed.

We are in a modern age. And why are we not seeing that? I do
not understand why we do not act on the apparent problems with
unemployment compensation. I think the President would be
helped by doing that, quite frankly.

I think the country wants him to do it. American workers do not
understand why he is not addressing the unemployment problems
they are facing. They do not understand why there is an emphasis
on a trade pact with Mexico, a JOBS program down there, and help
for Kuwait, and help for China, and help for the rest of the parts
of the old Soviet Union, and nothing very specific when it comes
to helping people here in this country.

That is the problem. And I do not know how to persuade the ad-
ministration to make it more specific. How do we do that? How do
you do that?

Secretary MARTIN. If I may, just to defuse for a moment, I was
going to feel terribly guilty about not reading the GAO report until
I saw the date.

It came out today, so I am not going to do quite a mea culpa on
that. And the other is April 23rd. So I assure you, I will read them.
But the one, since it came out this morning, it is true I did not
read it before I came here. But I will certainly look at it.
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And, perhaps you did not see that date so that is why you
thought,---

Senator RIEGLE. No. I know these have just come out. But the
point is, they are directly on the subject of the testimony.

Secretary MARTIN. Indeed. I will read them. But they are the
same day, so I think that is a bit-perhaps you got them before we
did since they are a report to your committee. In a sense, you have
now given them to me. I assure you, I assure you, Senator, they
will be read by me this afternoon.

Second, perhaps nothing more clearly indicates why we believe
that we must work on that is the potential that good people who
differ would differ even on a definition of what change should be.

The President of the United States, I suspect, even occasionally
Y you, has been criticized for saying he would not work with the

ngress. Now, often we thought those were unfair criticisms, it is
true. But, generally, you do; you think criticism is unfair and you
think compliments are duly deserved.

In this case, we come to work with the Senate, the committee.
We come to work with the House. Let us quickly get it done and
f et it out there. Let us accept the already public discussion about

aving it go for a year.
We clearly lay out that we do not want to see increases in taxes.

We do not want to do anything that could discourage job creation,
a goal, certainly, that we would all share.

Let us look at what we can agree on as the offset and come to
the people and make sure they are covered. I find that not just pro-
ductive, but the kind of leadership, not just from the President, we
are seeking that which, you are right, voters want.

There is a reason for three branches, there is a reason for a pow-
erful House and Senate. That is to work with the administration
to achieve this. I think we can do it quickly. Now, if others want
to go a different route, I must understand that. I mean, they are
freely elected to do so.

But, Mr. Chairman, and Senator, I assure you of our desire to
quickly help these people so that by the second week of May they
are not saying it is that old Congress's fault, they could not even
get that done, or, I bet it is the White House's fault. Who cares
whose fault it will be if people cannot be helped? So, let us try to
do it.

The CHAIRMAN. Madam Secretary, let me get a specific.
Secretary MARTIN. Sure.
The CHAIRMAN. Does the President support the full benefits that

are in the law now? And I am talking about the 33 weeks of bene-
fits in those States with higher unemployment, and I am talking
about 26 weeks in all the others. Is the President supporting that?

Secretary MARTIN. I am a little unclear. I should have-and ex-
cuse my lack of courtesy-introduced Roberts T. Jones, the Assist-
ant Secretary who works carefully with these programs.

The CHAIRMAN. We are pleased to have you, Mr. Jones.
Secretary MARTIN. So that if there are any specific questions that

I cannot answer, I would refer them to Bob.
The CHAIRMAN. Well, let me get the question again.
Secretary MARTIN. But are you asking does he support what we

are currently doing?
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The CHAIRMAN. That is right.
Secretary MARTIN. That answer is obviously yes, because we

could not have gotten where we are if there had not been that
agreement in February to bring us here.

The CHAIRMAN. You are supporting that till the end of the year
then, the 33 weeks?

Secretary MARTIN. Oh. No. A different thing. All right. That is
why I was not quite sure.

The CHAIRMAN. Well, then we need to return to talk to him. That
is what I asked you; until the end of the year.

Secretary MARTIN. Well, I believe, and that is why we are trying
to be very careful here to listen to you carefully-

The CHAPMAN. Good.
Secretary MARTIN. It is harder, sometimes, to listen than to talk.

I will agree with that.
The CHAIRMAN. I have not learned much while I was talking ei-

ther. But, go ahead.
Secretary MARTIN. Now, I do not think you are saying what I

thought you were, so let me try it again. Could you just ask it
again so I am very clear on what you said?

The CHAIRMAN. What I want to know is, does the President sup-
port the amount of weeks that are in the law now in the extension
to the end of the year, and that is 33 weeks for those States that
are hardest hit and 26 weeks for the others?

Secretary MARTIN. What we are looking at now, Mr. Chairman-
and thank you for repeating that, because I was unclear-is what
agreement we could reach at costs with offsets that we could agree
to.

The suggestion you are making-and I would have to roll it
through in my mind-if I am correct, would cost about $4 billion.
Would that be correct?

The CHAIRMAN. Between $4-$5 billion, as I recall. Between $4-
$5 billion.

Secretary MARTIN. Between $4.3, somewhere in there, and $5 bil-
lion. So, I would ask the Chairman-

The CHAIRMAN. I know this is painful, but I-
Secretary MARTIN. No, no. It is not that painful. I am trying to

politely ask the Chairman, would he assume that there would be
a tax increase to pay for that $4-$5 billion, or is that an offset he
would be talking about?

The CHAIRMAN. I would really like to get--let me tell you in all
candor, Madam Secretary.

Secretary MARTIN. Sure.
The CHAIRMAN. And I think that is part of the frustration of all

of us here. A President, we expect leadership from.
Secretary MARTIN. And you are getting.
The CHAIRMAN. And that is not just the good news, but some of

the bad news. And when you are talking about offsets, we are talk-
ing about either cuts in some programs, which are painful, or we
are talking about something that increases taxes, whether you call
it that or not, in the process.

I am not talking about rate increases, but a number of these off-
sets are truly tax increases. And I know that that is word you do



not like to use, but those are the realities. And I am trying to get
an answer on that.

Secretary MARTIN. Well, you are asking, do we think that it will
be $4-$5 billion, that will be part of the negotiations. I am asking
you where do you think that you would come

The CHAIRMAN. I am telling you where I stand.
Secretary MARTIN. So, you are for five-and how would you pay

for it, Mr. Chairman?
The CHAIRMAN. I want to do 33 weeks and 26 weeks, and that

is between $4-$5 billion for that without any changes in TUR and
that type of thing. So, I am telling you where I stand. Where does
the administration stand? It is tough to say it. I know it is.

Secretary MARTIN. Yes. It is very tough. You still, Mr. Chairman,
have not said where the money would come from. And since it is
this committee that is an important part of that-

The CHAIRMAN. I am saying we would pay for it.
Secretary MARTIN. I just got criticized for that sort of thing.
The CHAIRMAN. I am just trying to see if you are for either the

33 weeks or 26 weeks, or not.
Secretary MARTIN. Mr. Chairman, I saw a public statement

about where you were and did not, in that statement, as I recall,
indicate how you thought that the revenues or the offsets would
occur to support that. We stand ready to sit and talk to you.

If you are saying can I, off the top of my head, think of $5 billion
worth of offsets, I cannot. I am not sure, though, that is where ev-
eryone in the Senate is. Let us begin. Let us meet and see where
we go. We will not support tax increases that will hurt the people
at work or hurt job creation. And I cannot believe most of the Sen-
ate or the House wants to do that, either. But we can do it. It just
depends on how much everybody wants to get there.

The CHAIRMAN. Well, I am sorry we cannot get specifics. I have
no further questions.

Senator RIEGLE. Mr. Chairman, just finally, I think there is an
obligation to be specific. I think the administration does have that
obligation, whether the message comes from you today, here--
which I think is the appropriate time and place and that is why
we are here and that is why we are all gathered--or it can come
in a letter from the President, it can come in a public statement
that he makes.

I know this may sound surprising in the domestic policy area,
but I think there is a major leadershiesponsibility that only the
President carries; not just this President, it is true of any Presi-
dent, regardless of party and so forth.

And, as you look out across the country right now, and as you
see what people are trying to say with those that are voting and
those that are not, and an awful lot of people not voting at all, I
think what they are asking for is leadership. I mean, so much so
that we have even got a third party candidate coming in right now
that is running ahead of the President in his own home State
based on essentially the leadership issue about tackling these kinds
of questions. This is a tough question, but this is not the toughest
question.

I have been waiting for a proposal on health care that also has
to be presented to this committee. We are not getting one. We are



not getting one. What we are getting is sort of little things, what
I would call Band-Aids, or things that go just far enough to get us
past November of this year. And that is not enough.

The CHAIRMAN. Senator, we are not going to get the specifics.
Madam Secretary, thank you for appearing.

Secretary MARTIN. I thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Secretary MARTIN. A small point here. The last tvo times we

have had to extend benefits, the administration, the department,
and others, have come up with the offsets. Our record is quite clear
on that. We can, and will, at reasonable numbers, work toward
that.

And I look forward to working with everyone on this committee
to make sure that the people in the second and third week of May,
that we do not just give them our speeches to eat, that we are able
to show real leadership--and that is everybody-to make sure we
achieve that.

And, under your guidance-Mr. Chairman, and the Senator from
Michigan, I know, shares the desire to help people, too--I know we
can get there.

The CHAIRMAN. Thank you, Madam Secretary.
Secretary MARTIN. Thank you very much for letting me be with

you.
The CHAIRMAN. Thank you. The hearing is adjourned.
[Whereupon, the hearing was concluded at 12:19 p.m.]
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GENERAL ACCOU NOTING OFFICE,
Washington, DC, April 28, 1992.

Hon. LLOYD BENTSEN, Chairman,
Committee on Finance,
U.S. Senate

Dear Mr. Chairman: Although 97 percent of all wage and salary workers are cov-
ered under the Unemployment Insurance (UI) program, the proportion of the unem-
ployed who receive UI benefits has declined by one-fifth between 1976 and 1991.
The decline in UI recipiency has been widely, reported, raising fears that the U! pro-
gram no longer acts as an effective economic stabilizer or maintains the purchasing
power of the unemployed. At your request, we are conducting a study of certain as-
pects of the UI program. Specifically, we are examining the decline in the proportion
of the unemployed who receive UI benefits, the factors contributing to the decline,
and the effect of the decline on the program's objectives. As requested by your office,
this letter provides some reliminary results from our work on the decline in the
recipiency rate and its efect on the program's overall objectives. Our forthcoming
report will address the reasons for the decline in the proportion of the unemployed
who receive benefits, focusing on federal and state UI law changes.

BACKGROUND

The primary objectives of the UI system are to (1) provide temporary and partial
wage replacement to those who lose their jobs through no fault of their own and
(2) act as an economic stabilizer during economic downturns. The system, which is
operated as a partnership between the federal government and the states, provides
for the payment of regular benefits as well as extended benefits during periods of
high unemployment. A state Ulpayroll tax on employers finances regular UI bene-
fits and one-half of the extendetbenefits program.1 The federal government levies
a payroll tax and uses the proceeds to finance both state and federal UI program
administration, pay one-half of the extended benefits program, and create a fund
from which loans can be made to states with insolvent UIfaccounts. During 1991,
additional benefits were paid entirely from federal Ul funds under a separate pro-
gram, the Emergency Unemployment Compensation program, enacted in November
1991.

The UT system acts as a stabilizer to the economy because aggregate UI benefit
payments typically increase as unemployment rises during recessions--even after
adjusting for the unemployment level. Typically, during a recession, the Ul
recipiency rate increases as unemployment rises, reflecting an increase, among the
unemployed, in the number of workers who lose their jobs and a decline in the num-
ber of new entrants and reentrants in the labor force. 2 The opposite occurs during

'The extended benefits program gives unemployed workers additional benefits once they ex-
haust their regular benefits, which occurs after 26 weeks in moot states. Extended benefits are
paid on a state-by-state basis during periods of high unemployment.

2 Not all unemployed workers are eligible for Ul benefits. New labor force entrants and most
reentrant. are not eligible because generally they lack sufficient time in UI covered employ-

(46) Continued
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a period of economic recovery; the number of job losers declines and, as employment
opportunities increase, more new entrants and reentrants are drawn into the labor
force. As a result, the UI recipiency rate declines during recovery because those eli-
gible for UI benefits comprise a smaller proportion of the unemployed.

RESULTS IN BRIEF

The ability of the Ut program to meet its objectives of temporary and partial wage
replacement and economic stabilization has been eroded since the 1970s. Our work
shows that, relative to the level of unemployment, there has been a long-term de-
cline in the amount of UI benefit funds being inected into the economy to help sta-
bilize economic activity during recessions. This decrease resulted principally from a
decline in the percentage of the unemployed who receive UI benefits, a trend that
was particularly notable during the early 1980s. If the UI recipiency rate and bene-
fit payments were at the same level during the 1990-91 recessionary period as dur-
ing the 1974-75 period, about $20 billion more in UI benefits would have been
available to stabilize the economy and maintain a portion of the incomes of the un-
employed. Half of this difference was due to a decline in the proportion of the unem-
ployed who received regular UI benefits, and the other half to a decrease in the pay-
ment of extended benefits.

DECLINING IMPACT OF L! RESULTS FROM LOWER PROPORTION OF UNEMPLOYED
RECEIVING BENEFITS

he erosion of the UI system since the 1970s is largely a reflection of the decline
in the percentage of the unemployed who receive U1 benefits. 3 'The U recipiency
rate was 49 percent during the 1974-76 recession, was 43 percent during the 1980
recession, and dropped following the 1981-82 recession to 29 percent in 1984 (see
fig. 1). U1 recipiency increased slowly after 1984, but remained at historically low
levels until unemployment began increasing In 1990. In 1991, the percentage of the
unemployed who received UI benefits was 40 percent, which was about 20 percent
below the peak 1976 level.
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The usual pattern of increasing U1 recipiency during a recession did not hold dur-
ing the 1980s. Although Ul recipiency increased as the nation entered a recession
in 1980, it declined in 1981 while unemployment remained high. As unemployment
rose to a post-World War 11 high in 1982 (9.7 percent), the U1 recipiency rate was
37 percent, similar to that of the 1978-79 nonrecession period. And, in 1983 when
unemployment remained high (9.6 percent), the U1 recipiency rate declined to 31
percent. In contrast, UI recipiency rose to 43 percent in the 1969-70 recession, and

ment. Also, workers who voluntarily leave their jobs may not be eligible or may be eligible only
after a waiting period.

-UI recipiency includes only those receiving regular benefits, not those receiving extended
benefits.



to 49 percent during the 1973-74 recession. During recovery periods following these
recessions, UI recipiency did not fall below 36 percent.

The 1990-91 recessionary period showed a more typical pattern, with an increase
in the percentage of UI recipients as unemployment increased. However, at 40 per-
cent, the recipiency rate was well below the peak rate of 1975.

LESS U)I FUNDING AVAILABLE AS AN ECONOMIC STABILIZER

The economic stabilization provided by the UI system has been lessened since the
1970s. We estimate that, had the UI system paid benefits during the 1990-91 reces-
sion at a rate equivalent to its peak rate, that of the 1974-75 recession, about $20
billion more wold have been pumped into the economy than actually was in 1990-
91. The Ul system paid about $50 billion in benefits in the 1990-91 period. Had
the system paid benefits to the same proportion of the unemployed as it did in
1974-75, after correcting for inflation and unemployment levels, over $70 billion of
benefits would have been paid in 1990 and 1991. Half of the difference was due to
a decline in the payment of regular benefits and half was due to the decrease in
extended benefit payments. Similarly, had U'! benefits been paid at a rate equiva-
lent to that of 1980, $7 billion additional would have been available as an economic
stabilizer in 1990-91.

Most recently, the trend has returned to its traditional pattern of increased U!
benefit payments as unemployment rises during recessions. For example, the UI
system paid out about $1 billion more in benefits during the 1990-91 recessionary
period than It would have at the 1981-82 rate.

We are continuing our work in response to your request, and our forthcoming re-
port will respond to each of the matters you asked us to address. If you have any
questions or need additional information, please call me at (202) 512-7014 or Sigurd
Nilsen of my staff at (202) 512-7003.

Sincerely yours,
LINDA G. MORRA, D'rector, Education

and Employment I8sues
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CRS Congressional Research Service. -The Library of Congress. Washington, D.C. 20540

LETTER OF SUBMITTAL

April 23, 1992

Honorable Lloyd Bentsen
Chairman
Committee on Finance
U.S. Senate
Washington, D.C. 20510

Dear Mr. Chairman:

This report constitutes the Congressional Research Service (CRS) response
to your letter of January 16, 1992, in which you and Representative
Rostenkowski, Chairman of the House Committee on Ways and Means,
requested a study comparing the U.S. unemployment compensation program
with those of other industrialized countries.

As you requested, this study encompasses the following aspects of the
unemployment compensation systems analyzed: objectives, coverage, funding
sources, eligibility requirements, benefit levels and durations, associated
employment services, program administration, and historical development. The
detailed comparison was undertaken for the Group of Seven nations: Canada,
France, Germany, Italy, Japan, the United Kingdom, and the United States. In
addition, summary information is provided on the types of unemployment
benefits offered in other countries.

The comparison reveals that each of the systems studied is unique, and the
variations in program features among these seven major industrial countries are
significant. The study provides information on program design in other
countries that Members may find useful as they consider further changes in the
U.S. unemployment compensation system.

The study was directed by James R. Storey and written jointly by him and
Jennifer Neisner, both of the Education and Public Welfare Division. Helpful
comments were contributed by Vee Burke and Gene Falk, also of the Education
and Public Welfare Division.

We hope that this report will be helpful to your Committee and to the
Congress.

Sincerely,

Director

Enclosure
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Honorable Dan Rostenkowski
Chairman
Committee on Ways and Means
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Washington, D.C. 20515

Dear Mr. Chairman:

This report constitutes the Congressional Research Service (CRS) response
to your letter of January 16,1992, in which you and Senator Bentsen, Chairman
of the Senate Committee on Finance, requested a study comparing the U.S.
unemployment compensation program with those of other industrialized
countries.

As you requested, this study encompasses the following aspects of the
unemployment compensation systems analyzed: objectives, coverage, funding
sources, eligibility requirements, benefit levels and durations, associated
employment services, program administration, and historical development. The
detailed comparison was undertaken for the Group of Seven nations: Canada,
France, Germany, Italy, Japan, the United Kingdom, and the United States. In
addition, summary information is provided on the types of unemployment
benefits offered in other countries.

The comparison reveals that each of the systems studied is unique, and the
variations in program features among these seven major industrial countries are
significant. The study provides information on program design in other
countries that Members may find useful as they consider further changes in the
U.S. unemployment compensation system.

The study was directed by James R. Storey and written jointly by him and
Jennifer Neisner, both of the Education and Public Welfare Division. Helpful
comments were contributed by Vee Burke and Gene Falk, also of the Education
and Public Welfare Division.

We hope that this report will be helpful to your Committee and to the
Congress.

Sincerely,

Dieph E. RossSDirector

Enclosure
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UNEMPLOYMENT COMPENSATION IN THE
GROUP OF SEVEN NATIONS:

AN INTERNATIONAL COMPARISON

SUMMARY

The recession and worker dislocations have highlighted unemployment
compensation (UC) problems and prompted interest in how other nations
provide UC. This report compares UC in the Group of Seven (G-7): Canada,
France, Germany, Italy, Japan, the United Kingdom, and the United States.

Since the U.S. system operates largely under State rules, it varies more
than those of the other six nations, but all seven rely mainly on payroll taxes
to fund benefits. All the G-7 except Canada also use general government
revenue for UC, but mainly to pay for means-tested unemployment assistance
(UA) rather than for unemployment insurance (UI). France, Germany, and the
United Kingdom offer UA. Only Japan uses general government revenue to pay
part of UI benefits; the United States uses general government funds to extend
UC for workers made jobless by import competition. The other six nations tax
more of their wages than does the United States. The United States is the only
one to relate employers' tax rates to their unemployment experience.

The work history required for UI eligibility is generally lower in the United
States. The median State's earnings requirement is $1,418 in a year (42 days'
work at the minimum wage), whereas Germany requires 360 days' work over 3
years and Japan 6 months' work over 12 months. Workers jobless because of
voluntary quitting, misconduct, a labor dispute, refusal of suitable work, or
refusal of training are disqualified by all seven nations. Most U.S. States
disqualify job quitters for the whole jobless spell, but the other nations
disqualify them only for a specific time.

Benefits in the United States typically are 50 percent of past wages, subject
to State maximums. Benefit rates are higher in Canada, Germany, Italy, and
Japan. The United Kingdom's UT benefits are based on age and family size
rather than wages; their UA program provides three-fourths of their UC
benefits. All the G-7 nations except Germany and Japan tax benefits as income.

Maximum benefit durations are longer for prime-age, full-year workers in
Canada, France, Germany, and the United Kingdom than in the United States.
Durations are longer still for older, long-term workers in France, Germany, and
Japan. Canada sets durations based on how much a person worked in the past
year and the regional unemployment rate. The United States triggers extended
benefits based on State unemployment rates.

The largest UC programs as a share of gross domestic product (GDP) are
in Canada, France, and Germany, and the smallest are in Italy and Japan.
Adjusting these shares for unemployment rate, the U.S. program ranked either
sixth or seventh among the G-7 during the 1970s and 1980s.

Training is integrated with UC in Canada, France, Germany, and Japan.
The United States requires training for claimants receiving longer benefits
because they lost their jobs to import competition. Spending for employment
services relative to GDP is greatest in France, Germany, and the United
Kingdom and is the lowest in the United States and Japan.
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UNEMPLOYMENT COMPENSATION IN THE
GROUP OF SEVEN NATIONS:

AN INTERNATIONAL COMPARISON

INTRODUCTION

Several factors have focused attention on the unemployment benefits
available to jobless Americans and raised the issue of whether the system should
be changed. First is widespread dissatisfaction with the response of the system
to extended joblessness in the 1990-1991 recession. Second is concern that a
North American Free Trade Agreement among Canada, Mexico, and the United
States, now under negotiation, may lead to worker dislocation in certain sectors
of the economy. Third is the worker dislocation caused by reductions in military
bases and military procurement associated with the end of the Cold War.
Fourth is the threat to jobs posed by Federal initiatives to protect
environmental quality and to enforce the Endangered Species Act.

In considering changes to the unemployment compensation (UC) system,
it is useful to examine how other nations aid their jobless, since UC systems
vary greatly. This report compares UC among the Group of Seven (G-7)
nations: Canada, France, Germany, Italy, Japan, the United Kingdom, and the
United States. These seven nations are the industrialized countries with the
largest economies. They meet annually to review their economic policies and
consider policy changes that might be mutually beneficial.

The main, body of the report describes major events in the development of
each of the seven systems, analyzes how they differ along several dimensions,
and provides examples of how other nations' systems differ from the G-7
programs. Appendices provide a description of the UC system in each of the G-7
countries and a chronological chart of how each country's system developed.

In this report, the term unemployment compensation (UC) is used to refer
to a nation's overall system of unemployment benefits. Unemployment
insurance (UI) is used to refer to components of these systems that base benefits
on insured work histories without regard to need. Unemployment assistance
(UA) is used to refer to programs that are integral to the UC systems but that
do base benefits on financial need.

The reader should be aware of three limitations of this report. First, need-
related aid for the unemployed (UA) is included in the discussion only where it
is offered as an integral part of a UC system. All seven nations have need-
related assistance programs outside their UC systems, but they are not covered
here. Second, employment services are discussed only to the extent that they
are explicitly a part of a UC system. Third, special arrangements that may exist
for the unemployed in the public sector are not discussed except to the extent
that such arrangements are integrated with, and identical to, provisions for
compensation of private-sector workers.



In drawing comparisons of program rules across nations, this report cannot
describe the full historical, economic, and political contexts that determine
international variations. However, the reader should keep in mind that such
factors as unionization, government relationships to industries, labor force
diversity and mobility, and economic trends are important in understanding the
significance of the program differences highlighted in this report.

Monetary figures used in the report are stated in the national currency,
with the U.S. dollar equivalent shown in parentheses. Dollar equivalents were
calculated using the currency exchange rates in effect for December 31, 1991.

'Abbreviations of currency names used in this report are as follows: $A-Australian dollars;
£-British pounds; $C-Canadian dollars; F-French francs; DM-German marks; L-Italian lira;
Japanese yen; K-Swedish kronor.
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MAJOR EVENTS IN THE DEVELOPMENT
OF UNEMPLOYMENT COMPENSATION 2

Unemployment protection schemes were organized in several countries
through trade unions, mutual benefit societies, and other workers' associations
by the end of the 19th century. Under these plans, members contributed into
a fund from which benefits were provided. Organizations in France, Germany,
and the United Kingdom provided such services, which in some cases (notably
France) were subsidized by government contributions. The inadequacies of such
funds led to a recognition that broader measures would be needed to protect
more of the populace and that national governments would have to be involved.

In 1911 the United Kingdom became the first country to legislate a national
compulsory UI program with the passage of the National Insurance Act. In
1919 Italy instituted a UI program covering most manual workers. Though
these programs were limited in coverage and benefits, they were soon expanded.
In the period following World War I, several countries instituted unemployment
programs, the majority of which were compulsory insurance schemes, notably
Germany's UI system in 1927. In addition, six countries employed subsidized
voluntary schemes.

The economic depression of the 1930s and the risk of high unemployment
following World War II led several countries to develop comprehensive social
security programs for the unemployed. This development included the
improvement of existing schemes, as in Italy and the United Kingdom, and the
establishment of new programs, as in Canada in 1935 and 1940, in the United
States with passage of the Social Security Act of 1935 which contained UC, and
in Japan with enactment of the Unemployment Insurance Law of 1947.

During the postwar period until the recessions of the early 1970s, most
countries concentrated on modifying their existing systems by extending
coverage and increasing benefit duration and rates. In the late 1960s and early
1970s, UC programs were overhauled in several countries in response to changes
in the objectives held for UC. An emphasis was placed on integrating the
income maintenance aspects of UC with a wider human resources policy, one
that emphasized job training and related provisions. In Germany, UI was
integrated into the Employment Promotion Act of 1969. Japan adopted the new
Employment Insurance Act in 1974. This act, which replaced the
Unemployment Insurance Act, emphasizes the concept of lifetime employment
as opposed to temporary aid. Canada enacted a new Unemployment Insurance
Act in 1971 that included job training provisions as well as benefits in case of
sickness, maternity, and retirement. Likewise, the United Kingdom restructured
UI under the Social Security Act of 1975. The United States enacted a trade
adjustment assistance (TAA) program in 1962 and expanded it in 1974 to
provide workers displaced by import competition with compensation and
employment services.

2See appendix B for a chronological listing of major developments in each G-7 country.



56

The 1980s saw several countries revoke or cut back on program reforms of
the 1970s. The United Kingdom eliminated its earnings-related benefit in 1982,
returning to a flat-rate UI benefit. France restored its dual UI-UA system in
1984 following disappointment with a unified system. The United States
tightened eligibility for extended benefits and TAA in 1981 and made all UI
benefits taxable in 1986. TAA claimants were required to accept retraining in
1988.

In the past few years, UC has not changed dramatically in most countries.
Modifications again focused on existing systems. Germany, faced with
increasing unemployment since reunification, extended UT benefits to the former
German Democratic Republic (GDR) in 1990. Canada passed Bill C-21 in 1990,
the most important provision of which ended government contributions to UC.
The United States, faced with increasing unemployment due to the 1990-1991
recession, enacted Emergency Unemployment Compensation (EUC) in November
1991, and extended the new program in February 1992. This marked the third
time that Congress enacted temporary extended benefits since creation of a
permanent extended benefits program in 1970.



COMPARISON OF UNEMPLOYMENT PROGRAMS
IN THE G-7 NATIONS

The UC systems of the G-7 nations are described in detail in appendix A to
this report. This section compares these seven systems using the same structure
followed in the appendix: objectives, administration, financing, coverage,
eligibility, benefits, and employment services.

Objectives

The formally stated objectives of the seven systems are similar. They all
are intended to provide income support to jobless workers and promote stability
of employment. However, the relative emphasis given to different objectives
varies substantially, and two systems (those of Canada and Japan) specify
reentry into employment as a main objective of UC.

The sections that follow describe the variations among the seven systems,
key among which are:

" The degree of national control over the system;

" The division of program funding among employees, employers, and
government;

" The work history required for eligibility;

" The relationship between benefit amounts and past wages;

" Adjustment of benefit duration according to economic conditions;

* Extension of benefit duration for hard-to-employ workers;

" Coverage of new labor force entrants and reentrants;

" Means-tested benefits for the long-term jobless; and

" The inclusion of job training activities in the UC system.

Administration

Each of the seven systems is supervised nationally by an executive
department or ministry of the national government. However, the delegation
of authority by the supervising organization differs substantially across nations.
Also, collection of program revenue is handled differently from administration
of benefit claims in each nation.

The collection and management of earmarked tax revenue is managed by
the national revenue agency in Canada, Italy, and the United States, although
most U.S. revenue is collected first by State agencies before being deposited with
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the U.S. Treasury. The United Kingdom relies on its Department of Social
Security for tax collection, and Japan on its Labor Ministry. In France, financial
management is the responsibility of employer associations known by the
acronym of ASSEDICs. Germany's earmarked tax is collected through the social
security tax collection system by sickness funds that serve specific localities,
enterprises, or occupational groups.

Five of the seven countries administer claims through a local office network
under the direct management of the national executive agency responsible for
employment matters. The two exceptions are France and the United States.
Administration in France is the responsibility of UNEDIC, an acronym for an
employees' organization. Municipalities perform payment functions where there
is no UNEDIC office. Local administration in the United States is handled by
the local office networks of 53 distinct State employment security agencies,'
which operate under the general guidance of the U.S. Department of Labor.

Financing

Program financing methods vary among the G-7 nations in regard to who
pays, for what each party pays, and how much they pay. The various funding
arrangements are summarized in table 1.

All seven nations use a payroll tax to fund their general UI benefit
programs. While Japan pays one-fourth of these benefits with government
funds, the other six rely on the payroll tax exclusively (chart 1). Five of the
seven apply the tax to both employee and employer; Italy and the United States
(except for three States) do not tax employees.4 Japan taxes all covered wages,
the United Kingdom applies its employer tax to all wages, and Italy taxes all
wages above an exempt amount. The others have ceilings on taxable wages. All
six nations tax more of their wages than does the United States (chart 2A).

Five of the seven nations have fixed tax rates, the employee rates ranging
from 0.55 percent (Japan) to 2.52,percent (France) and the employer rates from
0.55 percent (Japan) to 4.43 percent (France). Of the two systems with variable
tax rates, the United Kingdom's varies with wage level, while U.S. rates vary by
State and by firm within State. The latter variation reflects the States' efforts
to "experience rate" program financing so that employers creating larger
unemployment costs pay more taxes. The other six nations do not vary rates for
experience, although Italy does levy a higher tax on industrial firms and an even
higher tax on construction firms. The average State tax rate in the United
States is 1.9 percent, and the Federal tax rate is 0.8 percent. If all U.S. wages

3The U.S. system operates in the District of Columbia, Puerto Rico, and the Virgin Islands,
as well as in each of the 50 States.

4This di sceion refers to the nominal tax rates applied to employee paychecks. The actual
incidence of employer and employee taxes is not addressed. Many economists believe that payroll
taxes on employers ultimately are borne by employees in the form of lower wages.
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were taxed, the effective rate would be 1.0 percent. Chart 2B compares nominal
payroll tax rates.

Germany relies most heavily on employee taxes (covering 50 percent of UI
benefit costs), with Canada (42 percent), Japan (37.5 percent), and France (36
percent) next. The least reliant on employee taxes are the United States (less
than 4 percent) and Italy (0 percent).6

The non-U parts of these seven UC systems are supported by general
government revenue. The three nations with UA programs 6 (France, Germany,
the United Kingdom) pay for UA entirely with government funds. Germany has
a special arrangement for jobless workers in the former GDR that is government
funded, as is the special trade adjustment assistance (TAA) program in the
United States that extends benefits to workers dislocated by import competition.
Italy has a wage supplement that is supported partly by government funds and
partly by the employer payroll tax.

6The share of the United Kingdom's program paid from employee taxes could not be
determined.

6The international literature classifies the United States as being without a UA program.
However, in 1990 Federal legislation mandated that all State welfare systems provide aid to
families with dependent children (AFDC) to families with an unemployed parent. In the States
affected by this mandate, such aid may be denied for families that have received benefits in at
least 6 of the preceding 12 months. The program is administered by welfare agencies and is
funded by State funds and Federal formula matching grants.
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TABLE 1. Funding Sources for UC Benefits in the G-7 Nations

Poportionof Level of tax on:
beeft cost aid from: EmWloye Emslover

Payroll tax on- Govt. Tax Wage Tax Wage
Nation/Program Employee Emoyr w aidy rate base rate base

Canada-U........... 429b 58%9 09 2.25% $30,576 3.16% $30,676

France
-UI.................38 64 0 2.62" 97,668 4.43 97,8
.4UA............... 0 0 100 - - - -

Germany
-UI................650 60 0 2.15 48,285 2.15c 48,285
-UA............... 0 0 100 - - -.-
-GDR program ...... 0 0 100 - -

Italy-Basic benefit ......... 0 100 0 - - 1.61 d
-Special benefit ....... 0 100 0 - - 1.61-2.410 d
-Wage supplement ... 0 NA NA - 1.9 .2 2 r d

Japan-U! ............ 37.5 37.6 25 0.65' A wages 0 .5 5h All wages

United Kingdom
-UI................ NA NA 0 2.0/9.('yJ 31,616J 0/5.0-10.45' All waged
-UA............... 0 0 100 - - - -

United State.
-UI................ 1 4 k 96-99k 0 0.0-1.1251 0-22,600 0.5-5.4m 7,000-

2?600
-TAA. ............. 0 0 100 .- ..

'Wage base figures were converted to U.S. dollars using December 31, 1991, exchange rates and annualized.

bTax rate is 2.47 percent on first $24,420 of earnings.

Mhe employer pays full 4.3 percent for employees earning lees than $4,828 per year.

dTaxable wags base is wage in exces of $44 a day. No upper limit.

'Tax rate is 1.9 percent on industrial firms and 241 percent on construction firms.

rax rate is 1.9 percent for firms with fewer than 50 employees.

gConstruction workers and seasonal workers pay 0.65 percent of wages.

hEmployers of seasonal workers pay 0.6 percent, and construction firms pay 0.75 percent. All employers pay

an additional 0.35 peromnt to fund employment services.

The first rate applies to the first $4,160 of weekly earnings and the second rate to additional earnings. A range
of rates is shown for employers because the rate is higher at higher wage levels.

4th United Kingdom payroll tax funds otlr social security programs in addition to U1. In 1989, Ul benefits
amounted for 4.4 percent of all besft costs financed by this tax.

kEmploy e share is estimated by the ConpssonalResearch Service (CRS) to be 4 percent or l.

'Only three States tax employees. The rate ranges from 0.1 percent in Pennsylvania to 1.126 percent in New
Jersey. Taxable wageui range vm $8,000 in Pennsylvania to $22600 in Alaska.

Tax rates and taxable w"gs vary by State, and tax rates vary by firm in each State. The rates shown are
the lowest and highwit average State rate. The national average tax rate applied to taxable wages in covered
employment is 1.9 pivent State and 0.8 peret Federal. If all covered wages were taxable, the national average
rate would be 1.0 percent. The taxable wage base for the median State is $8,250.

NA = Not available.
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CHART 2A. Taxable Wage Base for Ul
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The level of expenditure which these financial arrangements support is
shown in chart 3 for each G-7 nation as a percent of gross domestic product
(GDP) for selected fiscal years beginning in 1976 through 1990. Three systems
(those of Canada, France, and Germany) consistently cost more than 1 percent
of GDP during the 1980s. The United Kingdom's program, now 0.90 percent,
surged to 2 percent in 1985 before declining. The other three systems are much
smaller relative to the respective national economies, Japan's being the smallest
at 0.32 percent of GDP, half the size of the U.S. program (0.60 percent). The
U.S. program exceeded 1 percent only in the recession year of 1975.

Chart 4 shows this expenditure data adjusted for level of unemployment by
dividing each GDP percentage by the corresponding unemployment rate. The
resultant statistic indicates the divergence in relative program cost in the 1970s
has narrowed. However, the systems of Canada and Germany continue to be the
most expensive and the Italian program to be the least expensive. By this
adjusted measure, the U.S. program ranks sixth and is 50 percent smaller than
that of Germany. The U.S. program ranked either sixth or seventh throughout
the period.

Coverage

All seven systems provide broad coverage to wage and salary workers.
Three UC systems (France, Germany, Japan) coordinate coverage with national
pension systems by excluding workers over pensionable age. Four systems
specifically exclude part-time workers (Canada, Germany, Italy, Japan) based on
a weekly threshold for hours worked. Italy excludes managerial personnel from
UI eligibility.

Some systems have special arrangements for seasonal workers, Canada has
special rules for self-employed fishermen. France has special rules for
construction workers, the merchant marine, longshore workers, and aviators.
Germany excludes seasonal workers working less than 50 days a year. Italy
excludes seasonal workers. Japan excludes those working 4 months or less in
a year and covers small firms in selected industries only on a voluntary basis.
In the United States, seasonal workers whose work spells fall below thresholds
set by each State are excluded.

France and the United Kingdom provide coverage for virtually all
unemployed persons who do not qualify for UI through their UA programs.
Self-employed persons are generally not eligible for UI, though the State of
California covers them on a voluntary basis.

Workers on reduced schedules may receive UI in all seven countries. In the
United States, this "short-time" compensation is only available in 16 States,
however.
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CHART 4. Public Expenditures for UC as a Percent of GDP
per Percentage Point of Unemployment
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Eligibility

Eligibility for UT depends on a person's having worked ill covered
employment for some minimum time during a base period. The extent of
employment required varies widely, however. This requirement is summarized
for the G-7 programs in table 2.

TABLE 2. Minimum Employment Needed in Covered
Job for UI Eligibility In the G-7 Nations

Minimum amount of covered Reference
employment required period for

Nation Duration Earnings required work

Canada-
Low unemployment region ...
High unemployment region
New entrant/reentrant ......

France ...................

Germany--
Seasonal workers ..........
Other workers ............

Italy-.
Basic benefits.............

Special benefits...........
. . . . . . . . . . . . . . . . . . . . o . .

Japan--
Workers out of labor force

because of illness, injury,
or pregnancy ...........

Other workers ............

United Kingdom--
Full benefits.............
Reduced benefits ..........

United States--

U! ... ............ ......

TAA...................

20 weeks
10 weeks
20 weeks

91 days or
520 hours

180 days
360 days

2 years
52 weeks
same as above, but
13 of 52 weeks
must be continuous

6 months
6 months

none
none

$118/week
$118/week
$118/week

none

$284/month
$284/month

none

none

none
none

$4,000/yr
$2,000/yr

$1,418/yrb

$30/weekd

prior 52 weeks
prior 52 weeks
prior 52 weeks

prior 12 months

prior 3 years
prior 3 years

any period
prior 2 years

prior 2 years

past 48 months
past 12 months

prior tax year
prior tax year

first 4 of last
5 quarters'

prior 62 weeks

'Currency figures were converted to U.S. dollars using December 31, 1991, exchange rates.

bNine States required covered employment for 15-20 weeks. Other States have no explicit

work duration requirement. The minimum earnings required of $1,418 is the median for the 63
State programs. The required minimums range from $130 (Hawaii) to $5,000 (Montana).

cin 47 of the 53 State programs.

dTo be eligible for TAA, claimant must also meet State UI eligibility requirements.



Italy's requirement is the strictest, amounting to half of the past 2 years,
13 weeks of which must be continuous to receive full benefits. Japan requires
work for half of the past year, but the base period can be extended up to 4 years
for those out of the work force because of illness, injury, or pregnancy.
Germany has the longest base period--3 years--and requires covered work for at
least 40 percent of that time. The Canadian requirement calls for work for at
least 40 percent of a 1-year base period, although Canada's criterion is more
lenient in regions with high unemployment. The requirement in France calls
for covered work for one-fourth of the prior year.

The minimum work requirements in the United Kingdom and United States
are primarily earnings based and relatively low. The United Kingdom requires
a year's earnings to exceed $4,000 for full benefits. The rule in the United
States varies by State, but the median State requires only $1,418 in covered
wages (equivalent to 42 days of work at the minimum wage) over four quarters
to qualify for a minimum benefit. However, nine States do have requirements
for work duration, ranging from 15 to 20 weeks in four quarters, and the
majority of States require a minimum earnings amount in the worker's highest
paid quarter. Of the States with this latter requirement, the median State's
high-quarter earnings requirement is 62 percent of the earnings required over
four quarters.

Each of the seven nations has rules that disqualify claimants whose
unemployment results from voluntary quitting, misconduct, refusal of a suitable
job, involvement in a labor dispute, or failure to accept training. Those jobless
because of labor disputes are generally disqualified for the duration of the
dispute. However, the length of disqualification for other causes of
unemployment varies among the seven programs. Italy disqualifies job quitters
for 30 days, but disqualifications for other reasons last for the duration of
unemployment. Disqualifications last only 6 weeks in the United Kingdom.
Canada disqualifies up to 12 weeks, as does Germany. Japan's disqualifications
last as long as 3 months. France disqualifies job quitters for 3 months and
denies eligibility for misconduct or job offer refusals. The United States has the
strictest rules on disqualification, which are set by each State. For example,
chart 5 shows that the disqualification for voluntary quitting is for the duration
of the unemployment spell in 47 of the 53 State programs.

Eligibility rules for UA in the three nations that have these programs are
also tied to work history. France requires employment in at least 5 of the past
10 years but reduces this requirement by up to 3 years for periods spent rearing
children. Germany's program requires at least 150 days of insured employment
during the past year. The United Kingdom has no specific work history
requirement. UA claimants have to comply with work registration rules similar
to those for UI claimants. UI exhaustees are eligible for UA in all three
countries. A means test is used by the three countries to limit UA eligibility to
those in financial need.
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The proportion of unemployed workers assisted by the U. S. program in the

mid-1980s was low relative to the proportions assisted in Canada, France, and
Italy. The U.S. figure was similar to those for the UI figures in Germany and
the United Kingdom, but those countries' figures are mu-h higher when UA
recipients are counted. In 1985, 34 percent of U.S. jobless workers received UI.
Comparable figures for the other nations are:7 Canada, 80 percent; France, 55
percent (72 percent when UA recipients are included); Germany, 39 percent (68
percent when UA recipients are included); Italy, 60 percent (for 1981-83); and
the United Kingdom, in 1984, 32 percent (90 percent when UA recipients are
included). It should be noted that unemployment rates in Canada, France, and
the United Kingdom were 1.5 times the U.S. rate in the mid-1980s. Higher
unemployment usually means that a higher proportion of the jobless qualify for
UI since there are relatively more job losers than job quitters during downturns.

Benefits

The method of calculating UI benefits is unique to each program. The main
factors taken into account by the benefit formulas are displayed in table 3.

The United Kingdom does not relate benefits to past wages. The other six
programs do, though France and Italy also have a flat-rate component in their
formulas. Germany replaces 63 percent of after-tax wages; the other systems
base benefits on gross pay. Japan's formula is the only one that provides a more
generous rate of wage replacement, the lower the wage level.' Canada, Japan,
and the United States limit benefits with maximums, those in the United States
being the lowest except for a few States. Japan's wage replacement rate of 80
percent at low wage levels is the highest rate, but the wage figure used in Japan
excludes overtime pay and bonuses, which account for nearly one-third of cash
compensation in Japan. UI benefits are subject to income taxes in all the G-7
nations except Germany and Japan.

Age is generally not used as a factor in computing UI benefits, but Japan
does pay lump-sum benefits to persons over 65, and the United Kingdom has
higher benefit levels for unemployed workers who are over pensionable age.
Benefits are more generous for workers with dependents in Germany, the
United Kingdom, and nine U.S. States. Claimants with at least 6 months of
insured employment are subject to a more generous benefit formula in France,
and the United Kingdom awards lump-sum "redundancy" benefits to long-term
employees who have been dismissed. Italy uses a higher wage replacement level
for those dismissed by firms that are experiencing major long-term downturns
or reorganizations. The U.S. system is the only one without a national benefit
formula, its UI benefits being determined by 53 different State formulas that
produce widely varying benefit amounts.

7No comparable figures were obtained for Japan.

8A few States in the United States use higher wage replacement rates at lower wage levels

in computing benefits.
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Chart 6 compares weekly UT benefit amounts across the seven nations for

three hypothetical cases. For the United States, amounts are shown for the
States with the highest (Massachusetts) and lowest (Alabama) benefit
maximums. Case 1 is a young single worker age 25 who has worked 6 months
at an annual salary rate of $10,000. Case 2 is a 31-year-old married worker with
one child who has worked 3 years and was earning $28,000 a year at the time
of job loss. Case 3 is a married worker age 55 with two children who has
worked 25 years and was earning $50,000 a year. Case 1 would be ineligible in
Germany and Italy. There is little variation across the other countries, the
benefit being near $100 a week in each, with Alabama the highest at $150.
However, for case 2, benefits are over $300 a week in Canada, Germany, and
Italy but only $150 in the United Kingdom and Alabama. The benefit for case
3 is over $600 in Germany and Italy, and between $350 and $450 in the other
countries and in Massachusetts, but the benefit remains capped at $150 in
Alabama. Thus, the spread in benefit amounts grows as cases with higher
wages, older ages, and longer tenure are compared.



TABLE 3. Major Determinants of UI Benefit Amonts in the G-7 Nation

Relationship of U benefit formula to.a
Nation Past wages Ageb Work hi _b RDepen. nwdents

Canda 60% of average grow none none mowage, maximum of

rance $6.9lday plus 30% of none $9.21day plus 40% of non noneaverae gross wag, average grow Vwa if
worked 6 months or
more

Germany 63% of average net none none none 6% of avea netwag wap for daimant
with children

Italy
Basic benefit none-benefit is none none none none$0.87

/tay

Special benefit 66% of averap grow none none 80% of average grow none
wage wage at firms with

long-term la1YOMf
Japan 80% of average gross lump4nm benefit for none none nOnewage at low wage workers over 66

levels, 60% at high
wage levels, maximum
of $59/day

United Kingdom none-benefit is $81.56/week if over lump-am benefit for none additional$64.9I/week pension age, plus workers dismismd after $40.08/week with
$49.01 for spouse and 104 weeks of continuous dependents
$16.74/child employment

United States 50% of average W none none different formula in nine State havwage in most States, each State dependentsxm um of $116 to 
alowanos, Which
add a much as
$141wesek

currency figures were converted to U.S. dollars using Deoenibw 31. 1991, exchange ratm.

Benefit amounts naturally vary with age, work history, and region ince thae factors am often related to wag levl and, therere bendt &mmtHowever, this table displays only the relationship of each factor to a program's benefit formuLo.

eAfter the original and extended benefit periods have lapsed, the benefit paid is a flat amount unrelated to wages.

*The maximum in the median Stats is $212 a week.



CHART 6. UI Benefit Amounts for Three Hypothetical Cases
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Maximum benefit durations also vary widely across the G-7 nations, as
shown in table 4. The first column shows the "maximum duration for full-time
workers." For such workers, UT benefits generally last about half a year in Italy,
Japan, and the United States, two-thirds of a year in Canada and France, and
a full year in Germany and the United Kingdom. However, maximum durations
can vary considerably from these benchmark figures in every country except the
United Kingdom. Table 4 illustrates how four key factors (work history, age,
unemployment rate, and region) affect maximum benefit durations.

France, Germany, and Japan vary maximum durations by age and length
of service in combination. Basic benefit periods can be extended for these
factors as follows:

In France, the regular 8-month period can be increased to 27 months
for workers age 55 and older who have worked at least 2 of the last 3
years;

In Germany, the regular 52-week period can be increased to 104 weeks
for workers 54 and older who have worked at least 6 years;

• In Japan, the regular 180-day period can be increased to 300 days for
workers 55 and older who have worked at least 10 years.

In Canada and the United States, on the other hand, age is not a factor in
determining duration, nor is service occurring before the base period.

The level of unemployment is a determinant of duration in Canada, France,
and the United States. Benefit extensions are granted by the ASSEDICs
(employer associations) in France, where the maximum extension for those
entitled to 8 months of benefits provides a total duration of 15 months. Benefit
extension periods in France are determined by age and service as well. For
example, the maximum combination of age and service can result in an older,
long-term worker's 27-month regular benefit period being lengthened to as much
as 60 months. France reduces a person's original UI benefit amount by 15
percent when benefits are extended (10 percent for those over age 50). During
the final benefit period, the benefit paid is a flat amount unrelated to wages.



TABLE 4. Determinants of Maximum UI Benefit Durations in the G-7 Nations

Variation in maximum duration in relation to:
Maximum benefit durationNainfrfl-iewres Work historyy Age Unemployment rateT ReM0

Canada 36 Weeks = ff ==

( d year) we , with 20 we ek of

France

Germany

Ily

Basic benefit

Special benefit

Japan

United Kingdom

United States
U'

TAA

3 month with iem than 6
month, of work in I yeaz-.
14 month. for long-term

workers

16 week, with I year of
work; longer durationa for
combination of age and
ervic (see nait column)

90 days for construction
workers. lem then 180 do_
for sme farm worker.

NV

90 day, for lam than I year
of work; 210-300 days ;r
certain aw and service
combinations

8 month.
(worked mor, than half-yea)

52 weeks
(worked Last 3 year)

180 days

6 morth.

180 day.
(ea 30-44 and worked 6-9 years;
under 30 and worked over 

9 
years

46-64 and worked 1-4 yea.)

52 week. INV

26 wek. in 61 Sat.,
(must hay, worked certain amount
in 43 States)

26 weaks
(adds to Ul duration)

(ad to --- duaton

NV = No variation.

*Median minimum duration for these 43 States is 13 weeks.

9 month, if 60 or older
18-27 month. for long-

tarN worker. 60 or older

69 waek, for workers 4. or
older with 4 years of work;
86 weeks if 49 or oider and
6 year of work 104 week.
if 54 or older ad 6 year.
of work

NV

90 d"ay if under 30 unlem
worked l0 om or morn;
210-300 days for certain

ag. aMd ervice
combination.

5-24 week. for minimum
work requir.d by State in 43
Stat..

a

62 wek if in usnn (dde
to, YTT A,.L,-

up to 60 week. in ream
with high unemployemt

15 months if eantdad (21
mouth. for workers 50 or
older); 30 mon th if
aztlnded for long-term
worker. (46-0 months for
those 60 or older)

NV

9 month. in firmai with

long-tem layefa or

NV

59 waWith Antendebemnita; 62-6 week.

uNde propam

varlse for rgo. wi

uemployEmtu"

separ.L UA prp.., foer
femewEVA German

worker.

NV

NV

NV

80 weak. maimam Is 2

stak~e; ruad dualefor eort w ek blmkfer

'Vmamg 43 StM.O



75
Canada and the United States provide longer benefit periods based on

unemployment rates in labor market regions and States, respectively. Canada
also takes weeks of insured employment into account; its normal 35-week
benefit period can be as long as 50 weeks for full-year workers in regions with
unemployment above 10 percent. The durations that apply in Canada for
particular combinations of service and unemployment rate are shown below:

Regional Benefit duration for:
unemployment Half-year Full-year

rate worker worker
6% or less 22 weeks 35 weeks
6%-7% 25 38
7%-8% 28 41
8%-9% 32 45
9%-10% 36 49
10%-11% 40 50
1M%-12% 44 50
12%-13% 46 50
13%-14% 48 50
Over 14% 50 50

The usual U.S. maximum benefit duration of 26 weeks is extended to 39
weeks in States where the insured unemployment rate' for a 13-week period
exceeds 5 percent and is at least 120 percent of the corresponding rates in the
2 preceding years. In 41 States, an insured rate of 6 percent will trigger the
extension without regard to the rates in the preceding 2 years. A temporary
benefit extension now in effect supplants the permanent extended benefits (EB)
program with benefits that can total up to 52 or 59 weeks depending on whether
a State's total unemployment rate exceeds 9 percent or its insured
unemployment rate, augmented by its number of benefit exhaustees, exceeds 5
percent. The United States has enacted temporary benefit extensions during
each major recession since 1958. The other six nations have changed permanent
law in reaction to economic change, but they have not relied on temporary
programs for benefit extensions.

Chart 7 compares maximum UI benefit durations for the same three cases
for whom benefit amounts were shown in chart 6. The typical 26-week U.S.
benefit period is relatively generous for the youngest-worker (case 1), being a
longer duration than would be available from UI in France or Japan. Again,
this case would be ineligible in Germany and Italy. For case 2, however, the
regular benefit duration in the United States would be shorter than in all but
Italy and Japan. Eligibility for EB would bring the U.S. duration up to the
Canadian level for their regions of low unemployment. For case 3, all six
nations would provide benefits for a longer time than would the United States,
but EB would make the U.S. duration similar to that in a low-unemployment
Canadian region. However, a U.S. claimant eligible for TAA or the temporary

9The insured unemployment rate is the proportion of workers covered by U1 who claim U1
benefits.
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EUC benefit has a maximum duration better than or comparable to that of all
situations shown in chart 7, with two exceptions; the benefit periods could be
more than 100 weeks for case 3 in France and Germany.

Chart 7 does not show UA durations, which can extend benefits at a lower
rate indefinitely in France, Germany, and the United Kingdom. Eligibility for
UA is indefinite but, as noted before, is subject to a means test. France pays a
flat-rate benefit of F66.43 ($12.82) a day, with larger benefits for eligibles who
meet criteria for old age and length of service. France also covers certain new
entrants to the labor force under UA without a means test,10 but their
eligibility is limited to 1 year. Germany's UA benefit is 56 percent of net wages
(58 percent for those with children). The special benefit for jobless workers
from the former GDR is DM500 ($330) a month, plus a supplement from the
last employer to bring the total to 70 percent of net wages. The UA benefit in
the United Kingdom for those with no other income is £39.65 ($74.17) a week
(£62.25 ($116.45) for couples).

The relative importance of UA varies among the three countries with joint
systems. In Germany, UA benefits comprise about one-third of total UC
benefits, and in France this proportion is less than one-fourth. In the United
Kingdom, on the other hand, UA amounts to three-fourths of total UC benefits.

10Although UA programs generally apply means tests to determine eligibility, certain groups
not covered by UI have been granted limited access to UA without regard to financial status.



CHART 7. UI Maximum Benefit Durations for Three Hypothetical Cases
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Employment Services

All seven nations have public programs to provide job training and other
employment services to those with employability problems. This discussion is
limited to those services that are integral to each nation's UC system.

All seven nations require UC claimants to register with employment offices
where information is provided on available jobs. Service provision to UC
claimants beyond thii basic help varies a great deal. Italy and Japan use wage
supplements and subsidies to firms to permit them to retain employees during
short downturns. Canada, France, Germany, and Japan provide skills
development training as part of their UC systems. In the United States, job
training is not available within UC, but TAA claimants are required to enroll in
approved training unless this requirement is waived. All of these training
opportunities usually include continued receipt of benefits and special
allowances for job search and relocation.

Unemployment benefits have been used to help claimants start new
businesses in Canada, France, Germany, Italy, and the United Kingdom. The
United States is testing this idea in two State demonstration projects.

In 1987, public expenditures for employment services, including programs
outside the UC systems, were as follows:

Nation Percent of GDP
Canada 0.57
France 0.74
Germany 0.99
Italy 0.46
Japan 0.17
United Kingdom 0.89
United States 0.24

Spending was highest in Germany, the United Kingdom, and France. The
lowest expenditures relative to size of economy were registered by the United
States and Japan.
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OTHER TYPES OF UNEMPLOYMENT COMPENSATION SYSTEMS

Overview

This section presents an overview of the types of UC systems found
worldwide and then describes three systems that contrast sharply with the
programs of the G-7 nations.

The 1989 edition of Social Security Programs Throughout the World"
describes the programs of 145 countries. Of these 145 countries, 89 had no
formal public arrangement for the compensation of unemployed workers.
Another five countries had programs that excluded many occupational groups
or industries from coverage. The UC systems in the remaining 51 countries can
be classified as follows:' 2

* Compulsory social insurance--27 countries;

" Voluntary social insurance--3 countries;

" Means-tested assistance--19 countries, including 10 countries that also
operate social insurance programs; and

" Severance pay--12 countries.

All of the G-7 nations and 20 others operate compulsory social insurance
programs. These programs are characterized generally by broad coverage and
some linkage of program funding and/or benefit amounts to covered wages.
However, one program (Chile's) is funded entirely from general government
revenue and pays flat-rate benefits. The 20 countries in addition to the G-7
nations that operated compulsory social. insurance schemes are as follows:

Austria Egypt Ireland Norway
Barbados Ghana Israel Portugal
Belgium Greece Luxembourg Spain
Chile Hungary Malta Switzerland
Cyprus Iran Netherlands Uruguay

Three Scandinavian countries (Denmark, Finland, and Sweden) have
voluntary social insurance systems. Their UC systems are operated through
labor unions, but union participation in UC is voluntary.

"1U.S. Dept. of Health and Human Services. Social Security Administration. Research
Report #62.

121t should be noted that the political upheaval in the Soviet Union and the Eastern
European States occurred after publication of this reference. Taie newly independent states that
were part of the Soviet Union and the Eastern European nations have altered their social
programs since publication as part of their economic and political reforms.



Means-tested assistance programs apply means tests to unemployed workers
to determine their eligibility, and benefit amounts may be related to need as
well. These programs may stand alone or be a component of a larger UC
system. Nine countries had only a means-tested program. They are:

Australia Hong Kong Mauritius Tunisia
Brazil India New Zealand Yugoslavia
Bulgaria

Ten countries used means-tested assistance to augment a social insurance
prograip, either for selected unemployed workers with little or no recent work
experience, or for those exhausting their UI benefits, or both. Three of the G-7
nations (France, Germany, and the United Kingdom) have such arrangements.
The other seven countries with dual Ul and UA programs are:

Austria Ireland Portugal Sweden
Finland Netherlands Spain

The final category of countries offers only severance pay to unemployed
workers. Usually this benefit is paid by the employer under a labor law that
specifies the employer and employee types to which it applies and the amount
of the severance pay. The 12 countries with severance pay only are:

Bolivia Ecuador Mexico Solomon Islands
Botswana Honduras Nigeria Tanzania
Colombia Libya Pakistan Turkey

The remainder of this section describes three UC systems that differ from
those of the G-7 nations: a voluntary social insurance program (Sweden); a
solely means-tested program (Australia); and a severance pay law (Mexico).

Voluntary Social Insurance--Sweden

Sweden is the largest of three Scandinavian countries that have voluntary
UI systems. There are two aspects of voluntarism in this system. First,
unemployment funds for UI are established voluntarily by trade unions. Second,
although union members generally must participate in their union's fund,
nonunion workers in the industry may voluntarily accept coverage by the union
fund. About two-thirds of all employees are covered by this system. Workers
ineligible for this coverage and new labor force entrants are covered by a means-
tested UA program called the "labor market support program."

The UI system, which is supervised by the National Labor Market Board,
is funded by employee, employer, and government. Employees pay up to K40
($7) a month, the exact amount varying by fund. These employee contributions
cover 23 percent of UI costs. Employers are taxed at a rate of 2.16 percent of
payroll, which covers 31 percent of UT costs and two-thirds of UA costs.
Government funds pay for 46 percent of the cost of UT and one-third of UA,
which is administered by county labor boards and local employment offices.
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Eligibility for UI requires 12 months' membership in a union fund,

including at least 5 of the last 12 months before unemployment. Eligibles must
be registered at an employment office and capable of work. Workers whose
unemployment is a result of voluntary quitting, misconduct, or refusal of
suitable work are usually disqualified for 4 weeks. Eligibility rules for UA are
basically the same, except for the work history requirement. A person can meet
the requirement either by working for at least 5 of the past 12 months or by
meeting an education or training criterion.

The UI benefit amount varies by fund and wage level, ranging from K158
($29) to K450 ($81) a day. It is pegged to 80 percent of the average wage in
each covered trade. Benefits are payable for up to 60 weeks after a 1-week
waiting period. Benefits are considered taxable income.

The UA benefit amount is K158 ($29) a day and is payable after a 1-week
waiting period for up to 30 weeks. For those age 55 to 59, benefit duration is
60 weeks. For those age 60 to 64, or for dislocated workers age 55 to 59, benefit
duration is 90 weeks.

Unemployment Assistance--Australia

Australia is the most industrialized nation offering unemployment benefits
solely on the basis of a means test. First enacted in 1944, this UA program
covers all employed persons and is funded from general government revenue.
Benefits are administered by the Department of Social Security. Local offices
of the Department of Employment, Education and Training receive claims and
apply a work test.

To be eligible, an unemployed worker must be at least 16 years old and
below pensionable age (65 for men, 60 for women). Eligibles must be capable
of and available for work and actively looking for jobs. Jobless workers whose
unemployment is a result of voluntary quitting, misconduct, or refusal of
suitable work are subject to disqualification for up to 12 weeks. Those
unemployed because of a labor dispute are disqualified for the duration of the
dispute.

Benefits are paid after a 1-week waiting period for as long as an individual
is qualified. In addition to income, benefit amounts depend on marital status,
age, number of children, amount of rent, and location of residence.

The means teot has been liberalized numerous times to allow the
disregarding of more nonbenefit income in computing the benefit. Currently,
the first $A20 ($15) of weekly income and half of weekly income between $A20
($15) and $A70 ($53) is disregarded.

Severance Pay--Mexico

Like several other Latin *American countries, Mexico's only form of
unemployment benefit is a government requirement that employers pay
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departing employees a severance benefit under prescribed circumstances. Mexico
has two forms of severance pay: Lhe cesantia, payable when separation occurs
without just cause, and the antiquedad, payable based on tenure without regard
to the reason for termination.

The cesantia equals 3 months' pay plus 20 days' pay per year of service.
Pay is defined to include bonuses, commissions, and benefit payments except
profit-sharing. A worker must have been employed for at least a year to be
entitled for this benefit upon job loss without just cause. Examples ofjust cause
are a worker's engaging in dishonest, negligenit, immoral, or violent acts, or
coming to work in an intoxicated state. The reason for an employee's dismissal
must be communicated in writing to be considered justified.

The antiquedad, adopted in 1970, equals 12 days' pay per year of service
but cannot exceed twice the minimum-wage salary. It is payable upon
retirement, death, disability, or termination of employment. To qualify for this
benefit upon voluntary termination, the worker must have worked at least 15
years with the firm. No minimum service period is required for involuntary
termination, death, or disability, but service is counted only back to 1970 for
involuntary termination.



APPENDIX A: PROGRAM DESCRIPTIONS FOR THE G-7 NATIONS

CANADA

Objectives. When the UI system was established in 10940, the central
objective was to provide workers with economic security during short-term
unemployment by paying benefits related to past contributions but not to exceed
wages. Emphasis was given to adherence to insurance principles in the system's
design. A major reform of the system in 1971 added a second objective--aiding
the reentry of jobless workers into the labor market.

Administration. A national ageLcy, the Canada Employment and
Immigration Commission, administers UC tbxough regional and local offices.
The nation is divided into 62 regions fhr Ithe purpose of administering UC. Most
of these regions represent urban labor markets, with rural areas of provinces

4 making up the balance. Payroll taxes that fund the system are collected by the
national revenue agency.

Financing. Revenue is raised from a payroll tax on both employer and
employee. In 1990, the employer paid 3.15 percent and the employee 2.25
percent on the first $C680 ($588) of each covered worker's weekly wage. No
general government revenue is used to support the program.

Coverage. All wage and salary jobs are covered except those providing less
than 15 hours of work per week and paying less than $C136 ($118) a week.
Self-employed fishermen are covered under special rules. Provincial government
jobs are covered at the option of those governments.

Eligibility. To qualify for UI benefits, an unemployed worker must have
worked for a minimum number of weeks during the prior 52-week period. The
qualifying period can be longer than 52 weeks for those who were ill, injured,
pregnant, or in training. An insurable week is one in which the person worked
at least 15 hours or earned at least $C136 ($118). The minimum number of
weeks required varies by unemployment in the region, from 10 weeks where the
unemployment rate is over 15 percent to 20 weeks where the rate is 6 percent
or less. A new entrant or reentrant to the labor force needs 20 weeks to qualify.

Persons who quit jobs, ar? fired for misconduct, refuse suitable jobs, or
refuse required training are disqualified for periods ranging from 7 to 12 weeks.
Persons jobless because of labor disputes are disqualified for the duration of the
dispute.

Benefits. Benefits are equal to 60 percent of average insured gross
earnings over the prior 52 weeks, subject to a weekly maximum of $C408 ($353)
in 1991. Benefits are fully taxable as income. High-income beneficiaries (over
$C49,920 ($43,198) in 1990) must pay back part of the UC benefits they
received. Benefit payments begin after a 2-week waiting period.



The duration of benefits varies with the number of insurable weeks of work
and the regional unemployment rate. The maximum duration is at least 17
weeks for persons with 20 weeks of work in regions with unemployment of 6
percent or less. The maximum duration for those who worked every week of the
qualifying period is at least 35 weeks. Durations reach as long as 50 weeks for
some combinations of work history and regional unemployment, as shown below
(NE means not eligible):

Regional Maximum benefit duration (weeks)
unemployment Weeks worked in past year:

rate 13 26 39 52
6% or less NE 22 29 35
6%-7% NE 25 32 38
7%-8% NE 28 35 41
8%-9% NE 32 39 45
9%-10% NE 36 43 49
10%-11% NE 40 47 50
11%12% NE 44 50 50
12%-13% 34 46 50 50
13%-14% 36 48 50 50
14%-15% 38 50 50 50
15%-16% 40 50 50 50
Over 16% 42 50 50 60

Employment Services. The Employment Commission maintains lists of
available jobs and provides counselling on job search and retraining programs.
The agency offers job training and work experience programs for the long-term
unemployed,

FRANCE

Objectives. The UC system consists of two distinct parts. UI provides
wage replacement to workers who lost theirjobs involuntarily with benefits that
are in part wage-related but which decline as the period of unemployment
lengthens. The "solidarity" UA program provides a need-based benefit to
insurance exhaustees and a flat-rate, 1-year benefit for certain categories of new
labor force entrants and reentrants.

Administration. The system is supervised by a national agency, the
Ministry of Health and Social Security. Funds are managed by ASSEDICs, an
acronym for associations of employers. Payments are administered by UNEDIC,
an employees' organization. Municipalities distribute payments in places where
these organizations have no offices.

Financing. Employers and employees are required to contribute to the
ASSEDICs. Employers pay 4.43 percent and employees 2.47 percent of earnings
up to F42,160 ($8,139) a month. Employees pay an extra 0.5 percent on
monthly earnings between F10,540 ($2,035) and F42,160 ($8,139). The



government pays for the solidarity program that benefits certain persons
ineligible for UT.

Coverage. Workers under age 60 (or under 65 and not covered for a social
security old-age pension) are covered by UT, except for domestic employees and
seasonal workers. There are special rules covering construction and longshore
workers, the merchant marine, and aviators. Certain new entrants are covered
by the solidarity program, including new labor force entrants age 18-25,
apprentices, freed prisoners, recently discharged military veterans, newly
widowed or divorced women, single women with children, and unemployed
workers who have exhausted their UT benefits.

Eligibility. To be immediately eligible, the jobless worker must be
involuntarily unemployed. Unemployment cannot be because of misconduct or
refusal of suitable job offers. Those who leave jobs voluntarily are disqualified
from benefits for 3 months. A claimant must be able to work and registered at
ajob exchange. Eligibility also requires that the person have worked for at least
91 days or 520 hours during the 12 months preceding job loss.

Eligibility for a solidarity benefit for those who have exhausted their UI
benefits requires employment in at least 5 of the past 10 years, but this
requirement can be reduced by 1 year per child for childrearing for as many as
three children. Eligibility is also income-tested, with the limits set at F3,870
($747) a month for a single person or F7,740 ($1,494) for a couple. The
solidarity benefit for new labor force entrants is not income-tested.

Benefits. The U! benefit consists of fixed and variable amounts. The fixed
amount is F35.78 ($6.91) a day for those who have worked less than 6 months
and F47.71 ($9.21) for those who have worked more. The variable amounts for
these two groups are 30 and 40 percent, respectively, of the wages on which the
payroll tax was paid for the preceding 12 months. Benefits are capped at 56.25
and 75 percent of wages, respectively, for the two groups. All benefits are taxed
the same as earnings.

Benefits are paid without a waiting period. Extension periods are granted
beyond the original benefit period at the discretion of' the ASSEDICs. The
lengths of these periods depend on length of employment and age. Benefits in
an extension period are 85 percent of the original period amount (90 percent for
those over age 50). When extensions are exhausted, beneficiaries are eligible for
a flat-rate final allowance of F70.18 ($13.55) a day (F97.28 ($18.78) if over age
55, unemployed over a year, in covered employment at least 20 years, and
continuously employed at least a year during the 5 years preceding job loss).

58-006 0 - 92 - 4
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Original benefit periods and maximum durations are shown below:

Original period Maximum duration
Work history (months) (months)

Less than 6 months in year ........ 3 3

6.12 months in year and:
under age 50 ................. 8 15
age 50 or older ............... 9 21

6-12 months in year (12-24 months
in 2 years), employed 10 years in
last 15, and:

under age 50 ................. 14 30
age 50 or older ............... 18 45

24-36 months in 3 years and:
age 50 to 54 ................. 21 45
age 55 or older ............... 27 60

The solidarity benefit is F66.43 ($12.82) a day. A higher rate of F95.40
($18.42) is paid to those age 55 to 571 and employed at least 20 years and those
age 571/ and older and employed at least 10 years. Benefits are payable for
periods of 6 months but may be renewed. Eligibility terminates at age 60 for
those with old-age pension coverage. Benefits for new entrants, which are not
means-tested, are limited to 1 year.

Employment Services. UI beneficiaries are required to register with an
employment exchange where information on available jobs is maintained. The
government has begun to use UI funds for skills development activities and pays
allowances to persons in training.

GERMANY

Objectives. The Employment Promotion Act of 1969, which established
Germany's present UC system, states the intention that the program contribute
to the prevention of unemployment and underemployment as well s assist
unemployed workers with income replacement.

Administration. The UC system is supervised nationally by the Federal
Ministry of Labor and Social Affairs. Contributions for this system and other
parts of the social security system are collected by sickness funds operated by
various localities, enterprises, and occupational groups. Unemployment benefit
payments are administered by the Federal Placement and Unemployment
Insurance Institute through its regional and local offices.

Financing. Funds for UI are raised from the compulsory social security
tax on employers and employees. The UI system's share of these contributions
comes from a payroll tax of 4.3 percent on the first DM73,200 ($48,285) of



annual earnings, split equally between employee and employer. The employer
pays the full 4.3 percent for employees earning less than DM7,320 ($4,828) a
year.

A means-testcd UA program is funded by the government, as is a special
program created in 1990 for jobless workers in the former German Democratic
Republic (GDR).

Coverage. All employees with earnings subject to the social security tax
are covered by UC. Workers exempted are those working less than 15 hours a
week and earning less than DM430 ($284) a month. Those working less than
2 months or 50 working days in a year are also exempt.

VEligibility. To be eligible for UI benefits, unemployed workers must be
J under age 65, capable of and available for work, and registered with a local

employment office. Eligibility also requires that the person have worked in
insured employment for at least 360 days during the past 3 years (180 days for
seasonal workers). Otherwise qualified individuals are disqualified for up to 12
weeks for voluntary leaving, misconduct, participation in a strike, participation
in training, or refusal of a suitable job offer.

A means-tested UA program covers those who fail to qualify for UI benefits
if they had insured employment for at least 150 days during the past year.
Persons exhausting their UI benefits may also be eligible.

To be eligible for the special program in the former GDR, jobless workers
must meet requirements similar to those stated above for the regular UI
program. Insured status is granted to those who have contributed to an
occupational insurance fund in the 12 months preceding unemployment.

Benefits. The U benefit amount is 68 percent of after-tax income for
persons with children and 63 percent for others. It is payable without a waiting
period. Benefits are not subject to the income tax.

The duration of 13I benefit payments differs according to length of work
history and age. For those under age 44, benefit durations vary proportionately
from 16 weeks with 1 year of covered work up to 52 weeks with 3 years of
covered work. For those 44 or older, benefits can be paid for up to 69 weeks
with 4 years of covered work. For those 49 or older, benefits can last up to 86
weeks with 5 years of covered work. For those 54 or older, benefits can last up
to 104 weeks with 6 years of covered work.

The means-tested UA benefit is 58 percent of after-tax income for persons
with children and 56 percent for others. Benefits are available for 1 year but
may be extended for 1-year periods indefinitely.

The benefit in the special GDR program is DM500 ($330) a month, with
reductions for part-time workers and for those whose wage rate was less than
this amount. A claimant's last employer must pay a supplemental benefit to
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increase the public benefit by the difference between 70 percent of the
claimant's after-tax wages and the public benefit, not to exceed the DM500
($330) level.

Employment Services. Beneficiaries must register with an employment
office. The administering agency can use payroll tax funds to provide job
counselling and training. Maintenance grants are available for persons in
training.

ITALY

Objectives. The original UTI system provides a small stipend that does not
vary with wage level. It has been augmented with supplementary benefits
designed to replace wages more adequately and to provide job continuity in firms
experiencing downturns or disrupt~ons in their operations.

Adntinhitratiou. Benefit payments are administe;cd by a national agency,
the Natios] Social J' rance Institute. Payroll taxes that support the program
are collected by the Treasury.

Financing. Employer payroll taxes fund UI benefit costs. The tax is
assessed on wages in excess of L50,884 ($44) a day. The tax rate is 1.61 percent.
Industrial employers pay an additional 0.3 percent (0.8 percent in the
construction industry) for special benefits and 2.2 percent for the wage
supplement fund (1.9 percent for firms with less than 50 workers). General
government revenue pays for administration and part of the cost of wage
supplements.

Coverage. All workers in private employment are covered except
occasional and seasonal workers and part-time employees.

Eligibility. To be eligible for basic UTI benefits, a jobless worker must have
at least 2 years of insured employment, at least 52 weeks of which occurred in
the past 2 years. Special U! benefits, available to industrial and construction
workers, require at least 13 weeks of continuous covered employment as well.

Eligibility further requires that the jobless worker be registered at an
employment office and be capable of and available for work. Claimants may be
disqualified if unemployment results from voluntary leaving (30 days) or
misconduct or if a suitable job or prescribed training is refused.

Benefits. The basic U! benefit is L1,000 ($0.87) a day for the worker and
each dependent and is payable for 180 days after a 1-week waiting period. This
benefit is not available to managerial personnel. Construction workers are
limited to 90 days of benefits. Agricultural workers are limited to 270 days
minus the number of days actually worked, not to exceed 180 days.

Special benefits are available to employees in industrial and construction
firms with fewer than 500 employees. Aid to employees of larger businesses is



available by decree of the Ministry of Labor and Social Welfare. The amount
and duration of these benefits depend on the circumstances of the firm. A
temporary downturn or disruption results in a benefit ("ordinary assistance") for
wage employees worth 66 percent of wages. It is payable for up to 6 months.
A long-term, sectorwide downturn or a business reorganization results in a
benefit ("extraordinary assistance") of 80 percent of wages for both wage and
salary employees, subject to a maximum for salaried staff. These benefits may
be paid for up to 9 months. Again, managerial personnel are not eligible.
Special benefits, which do not include any dependents' allowances, are reduced
for any basic benefits received.

Employees of the finns covered by special benefits who are partially
unemployed may be eligible for wage supplementation. Such supplementation
cannot be paid to persons receiving special unemployment benefits. The
supplement is an amount sufficient to replace 80 percent of lost wages and is
paid for 3-month periods. A, supplement cannot be received for more than 12
months in a 2-year period.

All benefits are subject to the income tax.

Employment Services. Claimants must register with a local placement
office where information on available jobs is maintained.

JAPAN

Objectives. The UC system is called "employment insurance," which
reflects its multiple objectives: to help maintain workers' incomes during
unemployment, to stabilize employment, and to strengthen the employment
security of workers through skills development.

Administration. The system is administered by a national agency, the
Employment Security Bureau under the Ministry of Labor.

Financing. Most of the system's cost is borne by employer and employee
payroll taxes. Each pays 0.55 percent of wages for a total of 1.1 percent.
(Employees who are seasonal or construction workers pay 0.65 percent.
Employers of these workers pay 0.65 percent for seasonal employees and 0.75
percent for construction workers.) In addition. employers pay 0.35 percent of
wages to support employment services. These payroll taxes apply to total wages.
General government revenue is used to pay one-fourth of benefit costs generally
and one-third of benefit costs for unemployed day laborers.

Coverage. All workers are covered except those age 65 or older, part-time
workers working less than 22 hours a week, and seasonal workers who work 4
months or less in a year. Jobs with small firms (less than five employees) in the
agriculture, forestry, and fishing industries are covered on a voluntary basis.

Eligibility. To be eligible, a worker must have been in insured
employment for at least 6 of the last 12 months. The reference period can be



extended to 48 months for those out of the labor force because of illness, injury,
or pregnancy.

Eligibility requires registration with an employment security office. An
eligible must be capable of and available for work and report to the local office
every 4 weeks. A claimant may be disqualified for up to 3 months if
unemployment resulted from voluntary leaving, misconduct, or refusal of a
suitable job offer. Nonattendance at recommended training can also result in
disqualification.

Benefits. The basic benefit applicable for most workers varies by wage
level. The benefit is 80 percent of past wages for the lower wage workers and
60 percent of wages for higher wage levels.' 3 The minimum basic benefit is
V2,390 ($20) a day; the maximum is V9,040 ($73). A separate benefit schedule
for day laborers ranges from Y1,770 ($14) a day for the lowest wage laborers to
¥6,200 ($50) for the highest wage laborers. Benefits are paid after a 1-week
waiting period and are not subject to taxation.

Unemployed workers age 65 or older receive a lump-sum benefit that ranges
in value from 50 days of the basic benefit for those in insured employment less
than 1 year to 150 days for those in insured employment 10 years or more.
Unemployed seasonal workers receive a lump-sum benefit worth 50 days of basic
benefits.

The duration
follows:

Age
< 30
30-44
45-54
55-64
Difficult to
employ and:

< 55
55-64

of benefit eligibility depends on age and work history as

Period of insured employment
< 1 year 1-4 years 5-9 years > 9 years
90 days 90 days 90 days 180 days
90 days 90 days 180 days 210 days
90 days 180 days 210 days 240 days

90 days 210 days 240 days 300 days

90 days 240 days 240 days 240 days
90 days 300 days 300 days 300 days

If a worker obtains a steady job before half the applicable maximum benefit
period has expired, a reemployment allowance is paid that is worth from 30 to
120 days of the basic benefit amount.

Benefit durations are shorter for "short-time"
between 22 and 33 hours a week) age 30 and older.
have worked at least 5 years to receive benefits for

workers (those working
Those age 30 to 54 must
180 days. Those over 54

'NLt should be noted that the wage figures used by Japan for benefit computation exclude

overtime pay and bonuses, which together constitute nearly one-third of total cash compensation
in Japan.
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have a maximum duration of only 210 days with 10 or more years of service.
The difficult to employ are also limited to 210 days (180 days if under age 55).
The benefit amount for short-time workers is 60 percent of lost wages.

Employment Services. Employment services aimed at combatting
structural unemployment and labor market problems associated with factors
such as age and region are an integral part of Japan's UI system. These services
include skills development training and support services such as relocation
assistance and job search assistance. Firms can also receive employment
stabilization subsidies to allow them to retain employees during short-term
downturns. These funds can be used to support production activities or on-the-
job training.

UNITED KINGDOM

Objectives. The UC system provides a fixed amount of income support for
those with substantial work histories who lose their jobs involuntarily.
However, brief disqualification periods and a broad program of need-related aid
result in significant income support for the unemployed generally.

Administration. The UC system is administered by two national agencies.
The Department of Social Security is responsible for tax collection and award
of income-tested UA benefits. The Department of Employment administers UI
benefits through 8 regional and about 9,000 local offices.

Financing. UI benefits are funded by part of the payroll tax that finances
the overall social security system. Income-tested UA is funded from general
government funds.

The employer tax applies to total earnings, while the employee's share of
the tax applies to the first £325 ($608) of weekly wages (in 1989). Revenue is
allocated among all the insurance programs (pension, sickness, maternity,
unemployment, and work injury benefits), the National Health Service, which
is mostly government funded, and redundancy payments (severance benefits).
In 1989, UTI benefits were 4.4 percent of al benefits financed by the payroll tax.

The tax rates are graduated according to wage level. The employee pays 2
percent on the first £43 ($80) per week and 9 percent on additional wages up
to the overall ceiling. Employees over pension age (65 for men, 60 for women)
do not pay the employee tax. Employers pay nothing on the first £43 ($80) of
a worker's weekly wage but pay from 5 to 10.45 percent on additional wages,
the rate rising with wage level. Persons below pension age who are not
employed can contribute voluntarily at a flat rate of £4.15 ($7.76) a week.

Coverage. All workers who earn sufficient wages to pay the payroll tax
are covered. The self-employed are excluded.

Eligibility. All jobless workers who had earnings in the prior tax year of
at least 50 times the minimum threshold of taxable earnings (i.e., £43 ($80) a
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week) are eligible for full UI benefits. Reduced benefits can be paid to those
with earnings of at least 25 times the earnings threshold. To remain eligible,
beneficiaries must register with a job exchange and be physically capable of and
available for work.

Those workers who left jobs voluntarily or engaged in misconduct can be
disqualified for 6 weeks. This disqualification period also applies to those who
refuse a suitable job or fail to accept job training. Those who are jobless because
of a labor dispute are disqualified for the duration of the dispute.

After UI benefits are exhausted, a person can regain eligibility only after
working for at least 16 hours a week in each of 13 weeks. There is no work
history requirement for UA eligibility.

Benefits. A flat-rate benefit of £41.40 ($77.45) is paid weekly to the
jobless worker, plus another £25.55 ($47.80) for a spouse or dependent adult.
Those over pension age receive higher benefits: £52.00 ($97.28) for the worker,
£31.25 ($58.46) for the spouse/dependent adult, and £10.70 ($20.02) for each
dependent child. Benefits are payable, after a 3-day waiting period, for up to 52
weeks. UI benefits are taxed the same as earned income.

Redundancy benefits are paid by an employer in a lump sum to employees
under pension age who are dismissed after at least 104 weeks of continuous
employment by the employer. The benefit equals years of service times £172
($322) times t factor for weeks of pay per year of service. This factor is 0.5 for
those under age 22, 1.0 for those 22 to 40, and 1.5 for those over 40.

The social security system includes need-based UA, for which the
unemployed who meet the needs test are eligible indefinitely. This benefit for
those with no other income is £39.65 ($74.17) a week (£62.25 ($116.45) for
couples). Over half the unemployed receive need-based UA rather than UI
benefits. '

Employment Services. Beneficiaries must register with a labor exchange
operated by the Department of Employment. This agency maintains
information on available jobs.

UNITED STATES

Objectives. Before establishment of the UC system in the Social Security
Act of 1935, principles were set forth by the Committee on Economic Security
that have guided the program since without major change. The system was
intended to compensate jobless workers for short periods of unemployment with
payments proportionate to wages and not subject to any means test.
Establishment of UC was left to the States, but State action was induced
through a Federal tax on employers that is reduced substantially if a State has
a UC program in compliance with Federal law. Specific provisions of eligibility
and benefits were left to the States, but financial control over program
administration was placed with the Federal Government to assure adequate



State administering agencies. Financing was to rely on employer taxes, and
possibly employee taxes as well, but no subsidy from general government
revenue was included. Finally, it was intended that the system be designed to
promote stabilization of employment and that long-term unemployment would

; be dealt with by creation of public jobs rather than long-term 1UI benefits.

Administration. Fifty-three State employment security agencies
administer UC through local offices in each of the 50 States, the District of
Columbia, Puerto Rico, and the Virgin Islands. The U.S. Department of Labor
oversees State compliance with Federal law, provides grants to State agencies
for administrative expenses, and provides research and statistical services. The
U.S. Treasury Department receives State and Federal unemployment tax
revenues, maintains a set of trust fund accounts for the system, and reimburses
State agencies for their benefit expenditures.

Financing. Benefits are financed through the Unemployment Trust Fund
by payroll taxes levied by the States. These taxes are applied solely to
employers in all but three States, where employees are also taxed. In 1991,
State taxes averaged 1.9 percent of taxable wages and 0.7 percent of all covered
wages. Tax rates are experience-rated by individual firm to some degree in all
States. The 1992 ceilings on taxable yearly wages range from $7,000 in 16
States up to $22,600 in Alaska. Each State program has a Federal trust fund
account that is credited with its tax receipts.

A payroll tax of 0.8 percent on the first $7,000 of each covered worker's
annual wages is levied on employers as authorized by the Federal
Unemployment Tax Act (FUTA). The FUTA tax pays for half of the permanent
extended benefits (EB) program, Federal and State administration of UC, and
loans to States that experience insolvency in their trust fund accounts. It also
pays the full cost ofa temporary emergency UC program scheduled to expire on
July 4, 1992.

Coverage. Federal law indirectly compels State UC programs to cover
most jobs. Nonfarm jobs are covered for employers that employ at least one
worker in 20 or more weeks or have a quarterly payroll of at least $1,500. Farm
jobs are covered for agricultural employers that have at least 10 employees in
20 weeks or pay at least $20,000 in quarterly cash wages. Domestic employment
is covered for employers that pay cash wages of at least $1,000 quarterly.
Federal law directly requires coverage for jobs in State and local governments
and most nonprofit organizations. The largest uncovered worker category is the
self-employed. UC covers 98 percent of all wage and salary workers.

Eligbilty. States determine eligibility requirements. Most States require
that a worker have covered wages above a minimum level during the first four
of the past five calendar quarters to be eligible. The median minimum earnings
required in 1992 is $1,418. Nine States require that the worker had
employnrt.nt for at least a minimum number of weeks (15 to 20) during the base
period. In addition, 31 States reqvi -e that a substantial part of the required
minimum earnings fall within one quarter, and 11 other States require some
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concentration of the required earnings as a criterion of serious attachment to
the labor force.

States disqualify workers who leave jobs voluntarily, with all but six States
extending the disqualification for the duration of the unemployment spell.
Jobless workers are also disqualified for: willful misconduct on a job (for the
entire spell in 42 States); refusal of suitable employment (for the entire spell in
41 States); a labor dispute (for its duration in most cases); fraud; or receipt of
disqualifying income. This last disqualification usually results in an offset of
UC benefits by some or all of the disqualifying income. Federal law requires
that States reduce UC benefits for pension benefits received from a base-period
employer and for social security benefits received.

Benefits. UC benefit levels and durations are set in State law. Most
States peg benefits to 50 percent of the prior gross wage level, but all States set
benefit caps that result in lower wage replacement for those who earn more
than the average wage. Benefit maximums in 1992 range from $116 a week in
Indiana to $444 a week in Massachusetts (for a worker with dependents).
Fourteen States provide supplemental benefits for workers with dependents. All
UC benefits are fully taxable as income. A waiting period of 1 week is applicable
in 42 States; there is no wait in the other States.

The UC system was designed to compensate for job loss because of normal
business cycles. Thus, regular benefit durations are limited to no more than 26
weeks in all but Massachusetts and Washington, where benefits can last for 30
weeks. Eleven States currently operate State-funded extended benefit programs.

The Federal-State extended benefit (EB) program, funded 50-50 from
Federal and State payroll taxes, is automatically triggered in an individual State
when its insured unemployment rate over 13 weeks exceeds 5 percent and is at
least 120 percent of the rate during the corresponding periods of the past 2
years. At State option, a rate above 6 percent will trigger F1B regardless of the
relationship to the preceding years' rates. EB provides an additional 13 weeks
of benefits. It was in operation in nine States as of June 1991 in response to
the 1990-91 recession, but only Puerto Rico was operating EB in March 1992.

EB has been effectively supplanted by a temporary emergency UC program,
funded entirely from Federal payroll taxes, that is to expire on July 4, 1992.
This program provides either 26 or 33 weeks of added benefits depending on the
level of unemployment in a State. The higher figure pertains to States with a
6-month average total unemployment rate above 9 percent or a 13-week insured
unemployment rate, adjusted to add in benefit exhaustees, above 5 percent.

Since UC was not designed to help dislocated workers faced with long-term
unemployment and the need to make a career transition, Congress acted in 1962
to provide special help to workers dislocated by U.S. trade policies. Under the
trade adjustment assistance (TAA) progi am, workers who are certified eligible
may receive cash benefits and training, and firms may receive technical or
financial assistance to cope with import competition. TAA cash benefits are at
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the same dollar level as UT benefits in the State where the beneficiary is paid.
TAA benefits are paid only after UT benefits expire and are, thus, an extension
of the regular UI program. The combined duration of TAA and UT benefits,
including any EB or emergency benefits, is limited to 52 weeks (78 weeks in the
case of workers engaged in approved training that lasts beyond 52 weeks). To
be eligible, a worker must have been employed with a single trade-affected firm
during at least 26 of the 52 weeks preceding layoff and must have received
wages of at least $30 per week.

There is no need-tested benefit integrated with UC. U.S. assistance
programs apply differently to different categories of needy people, and benefits
in some programs vary widely by State. The assistance program most closely
related to UC is the unemployed parent component of the Federal-State aid to
families with dependent children (AFDC-U). To qualify for AFDC-U, the
unemployed parent must have a minimum work history, meet a test of
unemployment in addition to a need test, and accept work or training as
required by the State. Time spent in school can substitute for part of the
required work history.

Employment Services. UC beneficiaries are eligible for assistance from
the U.S. Employment Service, which maintains listings of available jobs.
Federally funded job training is available from a separate program for dislocated
workers under the Job Training Partnership Act. UC can be received while in
training only if the State approves the training course for the individual.
Demonstration projects in two States are allowing claimants to use UC funds
to start new businesses.

Workers who receive TAA cash benefits must participate in job training
unless exempted by the Secretary of Labor. Cash benefits are extended for up
to 26 additional weeks when training lasts beyond the normal eligibility period.
Special allowances of up to $800 are available to TAA beneficiaries for job search
expenses and for relocation expenses.



APPN~i B MAOR VETS N TR Ll!.V MaT frP1.wV r VM~MMv MET - - -Sn

& Canada France Germay Italy Japan United KnWgdm United States
Early Private Trade unions and Cash benefit19005 contributory voluntary plans forunemployment communal unemployed

benefit funds msuranoe funds organized byorganized by provided help for trade unions andtrade unions or members who workmen's
mutual benefit became woiaos
societies and unemployed.
subsidized by
government
contributions.

1910- National Decree issed in UK became first1919 umployment 1919 making country to
(UA) Unemployment legislate ascheme Insurance (UI) nationalestablished compulsory for compulsory U1Benefits provided most manual program withthrough funds workers. passage of thecre-ted and Nadonalopere locally- Inerance Act of

Subsidized by 1911.
government
revenue.

1920- Compulsory U1 eztendad to1929 national UI most workers in
progrm indusuy and
established in commerce in
1927 for all wage 1920.
earners and lower
paid salaried

___________employees. ______ __ __________

MAJOR EVENTS IN THE DE -- X-- TPMV'ivx rm i.z- ,AP ..............APPENDIX B:



D.& d I Canada France mayItaly Japan united Kwa~*i ud es
1.930- Emplayment and IDce eudi Tbnt oilSw~1939 Soc Im ce 1939 extending limited following MtOf 1M. LUAct passed in the ordinary financial strain was extihd as193M. UMunemployment o owmatiI Fdakfpropm, funded benefit, financed the mid-B . prWM dipedby tax revenue through employer Mft sted UA tooidefrom empicyers taxes and general propam initiated. temponayemployees and government financialthe government revenue, astanc to

adnistered by
the Nationol uneexployd
S0ilInsuracworkers and toInstitute (L-PS). maintain

__I sin

1940- Unepk"tyent Social Secur.ty In 1941 the Fund Unepoymen Enactment Of

1949 Inmraice Act of established bfor Supkmena Insurame Law unified system of1940. Established Unemployment Eanings (CIG) enacted in 1947. socia ia uram
compusoryUIinonrgurde asw stituted to Established contained in theprogram and insurablerisk. guarantee pert of I country's firt oapeniv.National the May of compulsory U! Ntiodnal
Employment sraand i"hmef c and
Service to operatesletf
in CJUCt owhce pymaybe i .neS
Program threatenedbyOIMministered by reduced work
Unemployment under certain
Insurance circumstances.
Commision- jFund financed I

WE Sjtareutote A_ _ _ _ _ I_ _ _ _ _ _ _ _
_ _ _ N S.I_______________________________ ______________________________



CaMada

1940 UI Ac
repealed and
replaced by
Unamplo~nenf
Ineowee Act of
195. Designed tO
make UI more
effective, it
m ed
cove , eased
qualying
ooaditonk
increased benefit
raes lengthened
duration and
increased
allowable

France Germany

1950-
1959

Federal
Institution for
Placement and
Unemployment

Insurance
established in
1962 to
administer UT

Program-

Itay I Japain IUnted Khngdom

Temporary
Unampkoytww~

program elected
in 196U pro'iding
MOn-harlf regular,

benefit
entitlemnt up to

financed trag
a temporary
Federal proam
ofIoanxto state&.

- . ________ & L I ________

Private,
contributory
plans nearly

extinct.
L"aton
enacted in 1961
to improve

mitn programs
and provide work
projects for the
unemployed.

Following a
national labor-
management
agreemnt in
1968, a UI
scheme
established which
provided coverage
to all firms
belonging to trade
assoiations or
inter-occupational

organizations
affiliated with the
National Council
of French
Employers
(CNPF).



1960-
1969

Camd

UA
I _______ I _______ I _______

Franoe

Ul made
compulsory in
1967, extending
UI benefits to all
workers in
industrial and
commercial
sectors of
economy
Administered by
joint labor-
management
bodies at the
national and
regional levels
(the UNEDIC
and the
ASSEDIC),
scheme was
private
contributory
insurance
program receiving
no financial
assistance from
government.
Public means-
tested UA
program extended
to cover
unemployed
workers in all
regions.

JapanGermany

In 1969 the 1927
Act was replaced
by the
Employment
Promotion Act
(AFG), pioviding
cash benefits of
two kinds:
unemployment
benefits, financed
by earnirp-ed
payroll taxes; and
unemployment
assistance (UA), a
means-tested
program for those
either ineligible
for UI or who
have exhausted
their UI benefits,
financed by
general
government
revenue. Act
provides job
training and
other benefits as
well.
Complemented by
the Federal
Social Assistance
Act which
provides aid to
those not entitled
to either U or
UA

i~y

special
unemployment
benefit program
established in
1968 to provide
economic support
to those made
redundant by
industries
affected by
sectoral or local
economic crises.

Special benefit of
the Earnings
SuppLemental
Fund introduced
in 1968.
Designed to
address economic
difficulties at the
enterprise,
industry or
regional level
impacting on the
employment and
level of income of
industrial
workers, it is
financed through
government funds
and administered
by the INPS.

United Kingdom

In 1966 UA
program merged
into a general
supplementary
benefit system, a

mesans-atew
program
providing cash
asitance to help
guarantee a
minimum
standard of

living. Also,Earnings Related
Supplement
(ERS) introduced,
based on earnings
in the preceding
year and
supplementing
flat-rate UI
benefit for up to
6 months.

United State

Temporary
Ftended

Compensationpassed in 1961,
provding one-half
of regular benefit
up to 13 webs,
financed by a

temporary
increase inFederal
unemployment

Trade adjustment
assstance C-iAAW

authorized to
compensate
workers displaced
by import
competition.



1979
In 1979 the
Government

-rpoedunified
UC system,
financed in pert
by eerni*D4s
taxes and in part
by general
government
revenue.

Ca--d----n-e
L- Italy

New regAlations
established for
ordinary benefits
paid by the
Eanings
Szspplweentr
Fund.

ntp U Tmne Uzd
.m.,.,,.....170-1979

Germany

According to a
1977 provision,
unemployed
person who
cannot find a
comparable job to
the one from
which he was
terminated must
accept a lese
8kiled job after 4
months, provided
salary is not less
than 80 percent
of his former
gross wage.

- _ _ _ _ _ _ _m I _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

INOW
Uhvnp1A=mt
Inuounce Act of
1971 enacted
Intended to make
UI compatible
with other Socal
Security
programs, it
included
universal
coverage, eased
eligibility and
new benefit. in
cam of sickness.
maternity, and
retirement.
Distinguished
between
claimants with
"major
attachment* to
labor force who
were eligible for
regular benefits,
and claimants
with *minor
attachnent" who
were eligible for
special or
miscellaneous
benefits (sickness,
maternity, job
training, etc).

1947 law replaced
by employment
insurance system
in 1976. Program
designed to
provide income
security for
unemployed
persons and
contribute toward
implementation
of a national
manpower policy.
Emphasnes
continuous skill
development for
al workers.

130 restructured
in 1976 uAw the
Social Ssrity
Act which co
not only
Unemployment,
but also income
lo due to

- work
injury, old age,
invalidity, and
death of
breadwinner.
NeW seemed
based an

p rax paid
by both employes
and emplayeg
Benefit still r
flat-rate, award.

Perumnnt
IFedralkas

qzmmed banafQRB) pr~mm
estabbehibe

bec9h,up to 19

w finmed
oa.-bWahby
Federal unswlcy-
ment ta:xs and
Swe UC tams.

Unempla Imsmoznqhn&7C.1; meaticAc t
Peen ed 1inMlto

one-haffo
beansftsfwrup to
is wasis.
Becnftfinancd
eontire FbyRMA

Ua-

ruo emd ,z

b_-,nia - i4.

1974 to p'ov~d
up to 25 web- of

through RITA
tarn and Federal

TA6alg~ ty
rules esd and
baefts liberal-
ized in 1974.



1980-
1989

Canada
Italy United KiWdom

ERS is abolished
in 1982, leVing
only the basic
ftl-rate benefit
and the
enpplei tary

benefit system.

France

In 1984 the dual
UI-UA system is
restored following
the failure of the
unified scheme on
financial and
institutional
grounds. New
Program consists
of UI program,
financed by
payroll taxes on
employees and
employers and
administered
jointly by
UNEDIC-
ASSEDIC, and a
revamped UA or
"solidarity"
scheme, financed
entirely by
general
government
revenue e.

-. L --__I__-__-__-_- _________________I

Germany Japan Unated tatM

and TAA
t9htaeld in 19 L

Fedemv4
C-

p ed .in 1982,
spring beaeft
which varied by
Staft.depending

Benefsfned

through Federal

UT baneftmad.
fully tazm~s in
198

TAA chamant.
required to
undergojob
retraining in 1986
act-



1990-1992

us tales.
I I I

UC system
established for
the former
Gtrma

Demoeratic
Republic; consiatsof flat-rate
benefit plus
rdundancy

allowance.

Italy
Japan United Kidm

Canada

Bill C-21 passed
in 1990.
Intended to

crese Private

and make the UI
program mr
responsive to the
needs of thon It
covers, it redue
the maximum
benefit period in
most reonik
tends coverage

to workers ove
66, provides for a
multi-tir special
benefit structure,
and encourages
peateru s of
program funds
for experiments.
Th government

no longer
contributes
general renue
to the system,
requiring about
$3.0 billion to be
replaced by an
increase, in

employer/employ-

Franm

United State

uaanplopresg

(ZUC) plmedInNovember 1991to
proideaddiaal

wke o bbeftsto thoe uho
ehas tae

UC and modebsnefl6 financed
tboujgtFUFTA

Uproar

amended in
February 1992to
prvieadditinal
weeks of beneft
and extend
program'sexpiration da to
Ju 4.1992



103

APPENDIX C: BACKUP TABLES FOR CHARTS

TABLE C.1. Public Expenditures for UC Programs in the
G-7 Nations, Fiscal Years Beginning in 1970-1990

Nation 1970 1976 1980 1985 1980 1987 1988 1989 1990

Public expenditure. for UC as percent of GDP

Canada ............ 1.67 2.76 2.32 1.87 1.86 1.64 1.67 1.67 NA

France ............. 0.32 0.78 1.46 1,20 1.24 1.31 1.31 1.27 NA

Germany ........... 0.40 1.49 1.12 1.41 1.31 1.34 1.34 1.20 1.14

Italy ............... 0.18 0.46 0.47 0.76 0.67 0.49 0.40 NA NA

Japan ............. 0.27 0.48 0.40 NA NA 0.40 0.43 0.34 0.32

United Kingdom ...... 0.47 0.70 0.94 2.01 1.93 1.56 1.10 0.84 0.90

United States ........ 0.42 1.18 0.62 0.61 0.6 0.51 0.44 0.47 0.60

Public expenditure. for UC as percent of GDP
per percentage point of unemPloyment

Canada ............ 0.29 0.40 0.31 0.17 0.20 0.19 0.20 0.21 NA

France ............. 0.13 0.19 0.23 0.12 0.12 0.12 0.13 0.13 NA

Germany ........... 0.80 0.44 0.40 0.20 0.20 0.21 0.21 0.21 0.22

Italy ............... 0.06 0.13 0.11 0.12 0.08 0.06 0.05 NA NA

Japan ............. 0.22 0.25 0.20 NA NA 0.14 0.17 0.16 0.15

United Kingdom ...... 0.16 0.15 0.13 0.18 0.17 0.16 0.13 0.12 0.13

United State ........ 0.09 0.14 0.09 0.08 0.08 0.08 0.08 0.09 0.11

NA = Not available.

Source: Organisation for Economic Co-operation and Development (OECD), Employment

Outlook, July 1991. The unemployment rates used by CRS to adjust the OECD data are from the

Economic Report of the President, Feb. 1992.
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TABLE Ci. Unemployment Rates Used To Adjust Statistics
in Table C.1

Unemvlonment rtes for:
Year Canada France Germany Italy Japan U.K U.S.

1970 ...... 5.7 2.5 0.5 3.2 1.2, 3.1 4.9
1971 ...... 6.2 2.8 0.6 3.3 1.3 3.9 5,9
1972 ...... 6.2 2.9 0.7 3.8 1.4 4.2 5.6
1973 ...... 5.5 2.8 0.7 3.7 1.3 3.2 4.9
1974 ...... 5.3 2.9 1.6 3.1 1.4 3.1 5.6
1975 ...... 6.9 4.1 3.4 3.4 1.9 4.6 8.5
1976 ...... 7.1 4.5 3.4 3.9 2.0 5.9 7.7
1977 ...... 8.1 5.1 3.4 4.1 2.0 6.4 7.1
1978 ...... 8.3 5.3 3.3 4.1 2.3 6,3 6.1
1979 ...... 7.4 6.0 2.9 4.4 2.1 5.4 5.3
1980 ...... 7.5 6.4 2.8 4.4 2.0 7.0 7.1
1981 ...... 7.5 7.6 4.0 4.9 2.2 10.5 7.6
1982 ...... 11.0 8.3 5.6 5.4 2.4 11.3 9.7
1983 ...... 11.8 8.5 6.9 5.9 2.7 11.8 9.6
1984 ...... 11.2 10.0 7.1 5.9 2.8 11.8 7.5
1985 ...... 10.5 10.4 7.2 6.0 2.6 11.2 7.2
1986 ...... 9.5 10.6 6.6 7.5 2.8 11.2 7.0
1987 ...... 8.8 10.7 6.3 7.9 2.9 10.3 6.2
1988 ...... 7.8 10.2 6.3 7.9 2.5 8.6 5.5
1989 ...... 7.5 9.6 5.7 7.8 2.3 7.1 5.3
1990 ...... 8.1 9.2 5.2 7.0 2.1 6.9 5.5

Source: Economic Report of the Preeident, Feb. 1992,
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PREPARED STATEMENT OF WARREN G. BLUE

Mr. Chairman and members of the Committee, I am Warren (. Blue1 Senior Vice
President and General Counsel, R.E. Harrington, Inc., Columbus, Ohio, a nation-
wide unemployment compensation third party administrator firm representing
many thousands of employers in all states. I am testifying today on behalf of the
National Association of Manufacturers. I am accompanied by Chris Bowlin, Associ-
ate Director, NAM, Industrial Relations Department.

Thank you, Mr. Chairman, for the opportunity to present NAM's views on the cur-
rent state of the unemployment insurance (UI) program and to discuss whether any
permanent changes to the program need to be made. We commend you and mem-
bers of the Committee for holding today's hearing on this important issue.

Mr. Chairman, one year ago you invited NAM to present our views on the state
of the UI program. Much has happened in the past year. I would like to make one
initial general recommendation and then present NAM s general views on the cur-
rent state of the UI system. Our comments deal with benefits under the U[ system,
with proposed permanent changes to the system, and with experience rating, all of
which are very important.

First and foremost is the recognition on the part of NAM that changes in the
American labor market, seemingly permanent in nature, may present unemploy-
ment duration problems for some'Americans which are beyond the scope of relief
provided by the current federal/state unemployment compensation program. The
present program was designed to address relatively short-term, temporary lay-offs
and transitional unemployment. That phenomenon is still a dominant characteristic
of the American labor market, mid the unemployment compensation program has
effectively addressed it.

The relatively recent increase in structural unemployment presents new problems;
problems that may best be resolved by a different program with different benefits
and different requirements on the individual. Efforts to restructure the present U.C.
system to meet this challenge could damage the program and be counter-productive.

NAM believes this issue deserves careful study. An attempt at its resolution
should not be merged with the immediate decision relative to temporarily extending
the life of a temporary program. Rather, we strongly recommend that decisions
making permanent changes to the unemployment compensation program be pre-
sented to the Congressionally mandated Advisory Council on Unemployment Com-
pensation for study and recommendations. NAM believes it would be premature and
potentially damaging to move forward with significant permanent changes without
the Council's careful consideration of all points of view.

Section 303 of Public Law 102-164, the Emergency Unemployment Compensation
Act of 1991, amended section 908 of Social Security Act to require the Secretary of
Labor to establish a quadrennial Advisory Council on Unemployment Compensation
begmning in February 1992. The eleven-member council would be created every four
years and consist of five members to be appointed by the president aid three each
by the House and Senate.

According to the statute, the function of the council is to "evaluate the unemploy-
ment compensation program, including the purpose, goals, countercyclical effective-
ness, coverage, benefit adequacy, trust fund solvency, funding of State administra-
tive costs, administrative efficiency, and any other aspects of the program and to
make recommendations for improvement.

The Council will report to the president and to the Congress with recommenda-
tions and findings every four years, with the first report due February 1, 1994-
just twenty-two months from dow.

NAM believes that it is in the public interest to allow this "Blue-Ribbon" Council
to consider all the issues relating to the UI system within the context of current
labor market characteristics.

This congressionally mandated council has yet to be appointed. However, your col-

leagues in the House, Mr. Chairman, have alreav introduced legislation proposing
some drastic permanent changes to the UI program. We believe it would be pre-
mature to make such changes. Instead, the Advisory Coumcil should be allowed to
deliberate and recommend anv modifications to the system that may be necessary.
Under this process the public interest will be best se8rer.

Before moving into our general views about, the current unemployment system I
would like to make a comment about where we have come in the past year with
respect to the unemployed and the unemployment insurance system. In the past
year, while ultimately receiving the appropriate assistance, the unemployed have
become unfortmnte elements of the politically charged climate inside the Beltway.
Each proposal to exiond emergency employment benefits was used as ammunition
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by both sides of the political aisle. Within the current politically charged climate,
we urge that the plight of the unemployed be elevated above the political warfare.
Congress and the administration should act where it is in the public interest, but
withstand actions that are primarily for political gain. This employer-financed and
employer-supported program is too important to the American public to be mired
in politics, especially this year.

NAM VIEWS OF THE CURRENT SYSTEM

From time to time the dynamic nature of our industrial economy brings with it
temporary and involuntary unemployment. Unemployment is an intrinsic char-
acteristic 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 1970 Congress en-
acted a permanent program to extend automatically Ufbenefits when unemploy-
ment exceeded specified thresholds. The Extended benefits (EB) program was de-
signed as an automatic response that would activate and deactivate as appropriate,
obviating the need for congressional action. It was a prudent thing to do. The Coun-
cil may determine that program needs adjustment-or modification-once it has
carefully examined all of the ramifications.

Since 1936, this nation has utilized the federal-state system of unemployment
compensation to provide benefits to the unemployed and to provide an incentive to
employers for steady employment. NAM would not like to see that program dam-
aged.

NAM supports the current triggering mechanism by which individuals in states
with "high" unemployment levels receive benefits beyond the 26 weeks of regular
unemployment compensation. Many in Congress have recently considered whether
the measure used to trigger extended benefits needs to be changed. NAM supports
activation of the EB program based on the employment statistic that reflects the
status of individuals covered by the program. The only appropriate measure is the
insured unemployment rate (1UR). The IUR is the employment measure that re-
flects the number of individuals currently unemployed that are covered under the
UI program. The EB program should not be triggered by any employment statistic
that has a tenuous relationship to the program under which benefits are paid. An
employment measure that is often considered as an alternative to the IUR is the
total unemployment rate (TUR). Tle majority of the unemployed reflected in the
TUR are not beneficiaries of the U.C. program and should not be factored into the
operating determinants of the program.

As you know, Mr. Chairman, to receive regdar U[ benefits individuals must meet
certain eligibility requirements. The TUR counts many individuals outside of the
covered labor force. Some of the unemployed included in the TUR are new entrants
to the workforce with no covered wages; others have scant work history with insuffi-
cient covered wages; others are re-entrants to the labor market having no recent
wages; others were disqualified from benefits because they voluntarily left their job
without good cause, or were discharged because of misconduct coimected with their
work or they refused an offer of a suitable job; others have exhausted all of their
benefit entitlement. NAM believes the TUR is inappropriate as an activating statis-
tic for extended benefits.

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 including some I have just mentioned.

FEDERAL-STATE RELATIONSIfIP

NAM supports the equal cost sharing between states and the federal government
for extended benefits. We believe this equal sharing of responsibility provides the
proper incentives at both levels to influence labor market behavior and insure ad-
ministrative accountability. A less than equal sharing of responsibility reduces em-
ployers' ability to stabilize employment provided by experience-rating the employer
tax at the state level. To the extent possible, the program should be financed using
the state experience-rating system. The purposes of a strong experience rating sys-
tems are to distribute cost equitably, provide incentives for employers to stabilize
employment and generate the necessary active interest of employers in the pro-
gram's operation. Strong experience rating is very important to NAM members.
NAM believes that the costs of administering the U.S. system, providing a reserve
for extended benefits and maintaining a loan find should be apportioned equally
among employers in relation to the number of individuals they employ. Their fuic-
tions are equally beneficial to all employers. For that reason, NAM strongly opposes
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any change in the F. U.T.A. tax structure that would disproportionately shift those
costs.

NAM believes that adherence to the following principles is essential if a state-ad-
ministered 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 m a maldistribution of costs or administrative problems should be discouraged.
72) 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 pro-
grams,

(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 loss of wages as determined by each state.
Payments should not be so high as to weaken the incentive to return to the work
force.

QUALIFICATION

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 seeking
employment, who do not refuse suitable employment when offered, and wlho are not
unemployed as a result of their participation or interest in a labor dispute.

DURATION

NAM believes benefit payments must be limited strictly to compensation for peri-
ods of temporary involuntary job-connected employment. Unemployment of longer
duration is outside the proper scope of a program to be financed by an employer-
paid payroll tax system.

Unemployment of durations longer than those "temporary unemployment" peri-
ods, as determined by the individual states, is symptomatic of far greater, more
deeply ingrained economic problems than those which employers can reasonably be
held financially responsible.

EXPENDITURE OF FEDERAL UNEMPLOYMENT TAX REVENUES

Regarding the use of Federal Unemployment Tax Act (FUTA) receipts, NAM be-
lieves receipts should be used for the following purposes:

* To finance federal and state administrative costs directly related to benefit
payments and determination of employers' tax liability;
0To finance those functions of the employment service system which are essen-
tial to a state's UI program;
* To provide a loan fumd for states that temporarily exhaust their trust funds.
However, realistic and enforceable repayment provisions should be provided;
and
9 To finmace no more than half the cost of the State-Federal Extended Benefit
Program.

There should be no allocation of FIJTA receipts for the purpose of providing spe-
cial benefits to a specific industry which is adversely affected by economic conditions
relative only to sald industry.

CONCLUSION

In conclusion, NAM supports the following- current federal-state unemployment
compensation program which provides temporary benefits to individuals who be-
come temporarily unemployed through no fault of their own; consideration by the
Advisory Council on Unemployment. Compensation of all issues relating to unem-
ployment (both temporary and structural) and how current programs address the
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labor market realities; and activation of the extended benefits program based on the
insured unemployment rate.

PREPARED STATEMENT OF WILLIAM J. CUNNINGHAM

Mr. Chairman, the AFL-CIO appreciates this opportunity to support extension of
the Emergency Unemployment Compensation program to help long-term jobless
workers. We appreciate your leadership and the interest of this committee in help-
ing to meet the income maintenance needs of unemployed workers and their fami-
lies.

Unemployment remains very high at 7.3 percent. More than 9 million workers are
officially jobless, In addition, there are I million discouraged workers and 6.6 mil-
lion involuntary part-time workers who want full-time jobs and full-time paychecks.
The shortfall in growth of the labor force indicates another 1 million hidden unem-
ployed. So partial and total unemployment hits 17.7 million people to give a true
unemployment rate of 11.6 percent. ATleast. 1.8 million workers have been jobless
for 27 weeks or more, and this total will probably go up during the rest of 1992.

We see three immediate priorities for jobless workers:

(1) First is the urgent need for extension of the current Emergency Unemploy-
ment Compensation program (EUC). This is needed to provide continuing, ime-
diate income support to workers who exhaust their regular state unemployment in-
surance benefits.

(2) The permanent Extended Benefits program (EB) must be reformed. The failure
of EB makes EUC extension necessary as a temporary expedient but EB reform is
necessary as a long-run answer to the needs of long-term unemployed workers who
exhaust their regular state UI benefits.

(3) State UI programs must reach more jobless workers. Too often unreasonable
and unfair state UIlprogram requirements deny eligibility and disqualify unem-
p loyed workers who should be getting Ul benefits by normal standards of logic and
fairness. This contributes to the low proportion of unemployed workers receiving
benefits.

UI REFORM STIL NEEDED

UI is the first line of defense for workers and their families when the worker loses
his or her job. It is a key part of 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. And by helping these families maintain a portion of their
consumer buying power, UI payments serve as a counter-cyclical stimulus when the
economy is in recession.

In spite of successful action by Congress in November 1991 and February 1992
to help long-term jobless workers with EUC benefits, U1 reforms are still urgently
needed. Too many jobless workers don't get any regular state UI benefits--over 4
million according to recent estimates--and too many long-term unemployed work-
ers--some 200,000--don't get any EB or EUC benefits. We want the nation's unem-
ployment compensation system to work with more logic, fairness, compassion, and
efficiency.

(1) EXTEND CURRENT EUC PROGRAM

We strongly urge extension of the current Emergency Unemployment Compensa-
tion program.

In 1990, there were 2.3 million jobless workers who exhausted their regular state
Ur benefits. In 1991, there were 3.6 million jobless workers who exhausted their
state Ul benefits. There are currently about 1.7 million long-term unemployed work-
ers drawing EUC payments after exhausting their state UI benefits. And many
long-term jobless workers simply do not qualify for EUC benefits.

Let there be no doubt about the continuing need for the EUC program. The exist-
ing state UI programs cannot cope with the demands of long-term unemployment;
and the existing Extended Benefits program is almost totally ineffective and, indeed,
almost non-existent in the present recession.

Even if the current serious recession were to end tomorrow, unemployment is
going to remain high for a long tine to come. The nation's unemployment experience
after past recessions indicates that unemployment typically gets worse after the up-
turn from recession to recovery starts. And the long-term jobless are often the last
to be re-hired. It generally takes years for unemployment to recede to pre-recession
levels.
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The AFL-CIO supports extension of the EUC program, but we urge an open-
ended extemion beyond January 1, 1993. We ask you to continue EUC at least 60
days after the month in which the three-month moving average national unemploy-
went rate falls below 6.0 percent. Tlds is necessary to avoid the one-month glitches
that often occur in national unemployment statistics.

We urge you to amend the present Emergency Unemployment Compensation pro-
gram to allow states to use state qualification reciturements for EUC benefits in-
stead of the more restrictive requirements of the Extended Benefits program. Work-
ers who have suffered half a year unemployed while receiving state U1lbenefits can-
not understand why they are not eligible for EUC benefits. We urge you also to re-
store state law mnd state rules to the EUC program not only for qualification re-
quirements but also for disqualification, job search, and reemployment require-
ments. These changes are necessary to bring more fairness and consistency to the
application of EUC.

'2) REFORM EXTENDED BENEFITS PROGRAM

The existing hildequate, effective., ad largely, m sed Extended Benefits pro-
grom n u e t b eform,-d."hio is a lon)g-ru answer to long.term unomployinent
when joLless workers exhaust their regular state UI beiiefits.fTlhe Extended Benefits
program should be modeled on the EUC program.

rji E13 program now is supposed to cut in fbr a state with an additional 13 weeks
of extended benefits when the insured Ul recipient rate in a state rises above a trig-
er rate that is very difliult to attain. D:x-ng 199t, only eig.t states briQefly quali-

fIed for the. EB program.
A major weakness of the EB program is the insured unemployment rate (fUR)

trigger. We urge you to substitute the much more realistic and labor-market-related
tot lI unemployment rote (TU[1) as a trigger to bring on state eligibility for EB.

We also urge you to consider making EB benefits 100 percent federally financed;
but, at least, there should be an increase in federal matching for EB fhom 60 percent
to 75 percent and nn increase in weeks of EB benefits beyond the present 13 weeks
up to the EUC linit of 26 to 33 weeks. An increase in the federal Ul taxable wage
base is a reasonable way to finance these new benefits.

We urge you to change EB qualification, disqualification and job search require-
ments from federal to state law. This action would correctly reverse the restrictive
federal eligibility changes made in t980 mid 1981 which wade EB so ineffective as
anti-recession aesistmce to long-term jobless workers. These EB restrictions were
adopted in the EUC program tnd seriously weakened EUC effectiveness in helping
jobless workers.

The erosion of state Ul coverage fostered by pliblic policy in the 1980s has been
thoroughly documentedin a recent Economic Policy Institute report, "Unprepared
for Recession," by Marc Baldwin and Richard McHugh. A September 1988 GAO re-
port found that 44 states adopted stricter eligibility requirements between 1981 and
1987.

(3) REFORM STATE UI PROGRAMS

ToD often unreasonable and xufair state UI requirements deny eligibility and dis-
qualify unemployed workers who should be getting UI benefits by normal standards
of logic and fairness. For example. the percentage of jobless workers getting regular
UI benefits was only 14 percent in South )akota, and for the nation as a whole only
36percv,:t hi the 12 months ending in September 1991.

The AF'L-CIO ha, long called for comprehensive iefornm of the present federel-

state unemployment insurance system. In the long rn,, the system must be federal-
ized, with appropriate worker protections, so that it will operate with consistency
and fairness. At present, federalminimn m standards are desperately needed to pro-
tect jobless workers and their ftanilies.

Tlherefire, as a mirtinimum stort on reform, we ikrge ;'ou to widen eligibility for
stte benefits by requtiring the inclusion of the last completed quarter of earnings
for eligibility, restricting state disqualifications for leaving the last job, and requir-
ing states and employers to notify laid-off workers about their UI eligibility and
benefits.

Disqualifications for most caitcoa should b limited to six weeks, with no reduction
or cancellation of benefit rights. Jobless workers who quit work to look after a sick
family member or who failed to serch for work because of sickness or caring for
a sick family member should not be denied state 1.1 benefits after returning to job
search activity. In general, state eligibility criteria should be broadened to help
more unemployed workers rather than restricted to cut employer costa.
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RAISE TAXABLE WAGE BASE

To increase funds available for UI administration and benefits, we support raising
the taxable wage base to a more realistic level, specifically, annual average earnings
of workers in covered employment. The wage base should reflect the wages of work-
ers covered by the U1 system. This would strengthen the progressive ability-to-pay
principle in the FUTA tax on employers.

As a general principle, we oppose taxation of UI benefits and urge repeal of such
taxes. If such personal income taxes continue, it seems appropriate that they be
dedicated to a reformed Extended Benefits program. This is the approach taken
with taxes on Social Security benefits.

We support removal of the unemployment trust fund from the unified federal
budget. U1 payments to jobless workers should not be hostage to federal budget defi-
cits and spending caps.

Mr. Chairman, I appreciate this opportunity to present some of the concerns of
the AFL-CIO. We are eager to work with you on this constructive legislation to help
America's jobless workers. hlank you.

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

Mr. Chairman: I appreciate the holding of today's hearing on fitrther extended un-
employment benefits. Last November, the Congress and IPresident Bush reached a
bipartisan agreement that brought relief to hundreds of thousands of unemployed
Americans.

At that time, there was no question that the President and most of Congress sup-
ported extended benefits. The only question or disagreement revolved around wheth-
er the program was going to be paid for, or was the deficit just going to be in-
creased. Congress finally listened to the President and agreed to pay or the pro-
gram rather than further increasing the deficit.

Unfortunately, hard times have continued for many, and people have continued
to struggle. In addition to extending benefits further for a short time earlier this
year, the President and Congress are now considering further relief.

During consideration of the last UI extension, I made the point that there were
a number of underlying problems with the current law that were preventing people
from getting help and these problems needed to be looked into. These problems con-
tinue today.

As has been mentioned, there are major conflicts between State and Federal law
regarding work search, qualifying base periods job placement requirements and
others. These problems have precluded thousands of exhaustees from Fetting help.
And, of course, there are still people out of work who lost their jobs prior to March
1991 who weren't helped in the last feW bills.

Mr. Chairman, I appreciate the fact that we are now looking into some of these
problems. Solutions may be costly, and, of course, these costs will have to be
weighed against the benefits. In addition, the question of how the costs will be paid
for will likely be a detenining factor.

I thank all of the witnesses for appearing today and I look forward to their testi-
mony.

PREPARED STATEMENT OF WILLIAM D. GROSSENBACHER

Mr. Chairman and members of the Committee, my name is Bill Grossenbacher.
I am IPresident of the Interstate Conference of Employment Security Agencies and
Administrator of the Texas Employment Commission. The Interstate Conference of
Employment Security Agencies (ICESA) is the organization of state officials who ad-
minister 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 extending the Emergency Unem-
ployment Compensation Act and malting changes in permanent provisions of the un-
employment compensation program.

EXTENSION OF EMERGENCY UNEMPLOYMENT COMPENSATION PROGRAM

As you consider extending the Emergency Unemployment Compensation (EUC)
program, ICESA has several recommendations for making the program more easily
administered and equitable.

Qualifying and Eligibility Requirements. In testimony before this committee ear-
lier this'year, I described in detail how federal qualifying and eligibility require-
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Ments restrict the number of unemployed workers who quali for EUC and create
bureaucratic hurdles related to work search and suitable work for those who meet
the initial qualifying requirements. A chart showing the percent of unemployed
workers in each state that have exhausted state unemployment benefits but do not
meet the federal requirements to qualify for EUC and a written description of these
requirements and their impact are attached to my statement.The federal req,.irement for base period wages is only slightly more stringent
than many state laws. For example in Texas, we require that base period wages
total at least 37 times the weekly benefit amount; the federal requirement is 40
times the weekly benefit amount. Some states require total base period earnings of
1 V4 times the high quarter rather than the federal requirement of 1V2 times ligh
quarter.

In Texas, as in almost every other state, we require that recipients of state unem-
ployment benefits search for'work every week. However we try to make those re-
qturements reasonable, particularly in locations such as the McAllen area where un-
employment is approximately 19%. A few weeks ago, there were about 9,000 on the
unemployment insurance rolls of the office that serves the McAllen area, and only
400 jobs listed with the employment service. A total of more than 30,000 people are
unemployed in the county.

The federal EB/EIUC work search requirement permits no flexibility based on eco-
nomic conditions or the individual's situation. In Texas, we believe that the unem-
ployed should be out there looking for jobs if there is even a slim chance of finding
one. But it makes no sense to us to simply erect bureaucratic hurdles that are frus-
trating for unemployed workers, to the employers they contact, and to our staff who
must enforce the letter, rather than the spirit, of the work search requirement.

In addition, if an unemployed worker fails to meet the federal work search re-
quirement one week, for whatever reason-illness included-he is disqualified for
future benefits indefinitely. Under Texas and other state laws, if an individual fails
to meet work search requirements for one week, he does not receive benefits for that
week, but cran be eligible for future weeks, if he meets requirements for those weeks.
In our view, the federal requirement is unduly punitive.

Another change to eligibility requirements which has been proposed by Senators
Kennedy and Kerry and others would permit individuals to choose to receive EUC
rather than apply for a new regular benefit claim. In addition, individuals who were
found ineligible for EUC because they qualified for a new regular benefit claim
could defer the regular benefits and become eligible for EUC based on their previous
benefit year. Some states have experienced administrative and public relations prob-
lems when individuals who have exhausted regular benefits qualify for a new bene-
fit year based on work during the previous benefit year. The weekly benefit amount
may be much lower on the subsequent claim because it is based on part-time or
short term work. Those individuals feel that they are penalized for having worked
during the course of their previous claim; otherwise they would qualify for EUC at
a higher benefit level. ICESA supports this change in eligibility for EUC

Phase-Out Procedures. The current program provides or a phase down period be-
tween June 13 and July 4, during which individuals who file new EUC claims would
be eligible for fewer weeks than those who filed new EUC claims before June 13.
There is a provision related to phase down which appears to be inequitable and
which we would like to see changed.

Individuals who qualified for EUC prior to June 13 must continue to meet eligi-
bility requirements for consecutive weeks in order to avoid a reduction or termi-
nation of their remaining entitlement. For example, an individual who, prior to June
13 qualified for twenty-six weeks of EUC and had already claimed fifteen weeks,
would have a remaining entitlement of eleven weeks. If he or she is sick or takes
a temporary job, or for any other reason is not eligible for consecutive weeks of ben-
efits for a week beginning after ,June 13, tender the current statute his/her claim
would be recomputed at. the lower rate. The recomputed maximum amount available
to the individual would be thirteen weeks. Since the fifteen weeks already received
exceed this number, the individual would have no remaining entitlement. Explain-
ing to an uneniployed worker that his remaining entitlement to benefits has been
wiped out because he was sick for a week will be impossible. We urge you to correct
tls inequity as you consider lengthening the program. The public can understand
that a program ends, after a certain date. but they will not understand why the
maximum number of weeks available to then would be suddenly reduced, perhaps
to zero, because they do not claim or are not eligible for one week.

Conabined Wage Claims. A combined wage claim (CWC) is one which is based on
wages earned by an individual in more than one state. In most instances, the state
where the claim 'is filed requests the transfer of wage records from other states
where the individual has worked. The individual's entitlement to benefits is deter-
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mined under the laws of the state where the claim is filed (paying stat). Benefits
which are paid to the individual are billed to the states from which wages were
transferred (transferring state) on a pro rata basis.

In the EUC program, beneflta paid on the basis of wages from government or non-
profit employers are paid from general revenues; all other EUC benefits are paid
from tile Extended Unemployment Compensation Account (EUCA). The paying state
does not know the source of transferred wages. Therefore, for all combined wage
EUC claims, the paying state must send the transferring state an initial notice of
entitlement and subsequent notices if the number of weeks available in the state
increases. In addition the paying state must bill the transferring state each quarter
for its share of EUC benefits . The transferring state must then request reimburse-
ment from federal ftuds. When the paying state receives the reimbursement from
the transferring state, it must offset that amount against future draw-downs from
EUCA for EUC.

These transactions between states are costly administratively. Several states have
estimated that the computer programming cost ($250,000-$380,000) of keeping
track of CWC EUCA and general revenue charges is prohibitive and are instead
doing so manually.

Combined Wage Claims account for about 2.2% of all claims. Of those 2.2%, only
a small portion include government or non-profit wages. Therefore, the effort in-
volved to charge these benefits to general revenues rather than to EUCA assuredly
costs more than the amount of benefits involved.

ICESA urges you to require the Department of Labor to estimate the amount of
EUC paid on CWCs that are attributable to wages from government or non-profit
employers and make the reimbursement from general revenues to EUCA on that
basis.

Overpayment RecoverY. A number of states have reported difficulties with imple-
mentation of the overpayment recovery provisions of EUC. Some of these difficulties
are inherent in running dual systems, i.e. different procedures must be followed for
EUC than for recovery of overpayments under state laws, and some are the result
of unduly complicated interpretations by the Department of Labor of the require-
ments of the Emer'genc, Unemployment Compensation Act.

States often "recover' overpayments by permitting the individual to certify to fu-
ture weeks of unemployment for which he meets all requirements, even though he
may have received all benefits available on his claim. When the overpayment is de-
termined, the overpaid amount is credited/restored to the individual's potential enti-
tlement and an outstanding overpayment set up as a debit. If, in the future, the
individual meets all eligibility requirements for a week, a week's worth of benefits
are deducted from the potential total entitlement and credited toward reducing the
overpayment. The individual receives no payment. Due to th. 50% limit on recovery
by offset, DOL will not permit states to use this recovery method.

Individuals must request a waiver before an overpayment can be waived. This is
another piece of paper to be handed back and forth, signed by the individual, and
kept on record. In addition, the DOL instructions seem to require states to periodi-
cally review the financial status of individuals--over the three years following the
overpayment-if the waiver was due to economic hardship.

Running dual overpayment recovery systems is complicated and costly and there
can be unintended results. ICESA urges you to eliminate the overpayment recovery
provisions for EUC and permit the provisions of state laws to apply to recovery of
overpayments of EUC.

CHANGES TO THE FEDERAL-STATE EXTENDED UNEMPLOYMENT COMPENSATION ACT

During this recession, it became apparent to both Congress and the Administra-
tion that, as currently structured, the extended benefits EB) program was not pro-
viding the protection to workers nor the counter-cyclical economic stimulus that the
economy needed.

Although ICESA's members have held in-depth discussions about proposals to
change EB, it has not been possible for us to reach a consensus on the basic issue
of the level of unemployment at which EB should be triggered, nor whether the in-
sured or total unemplovment rate is the best measure of economic distress.

Some believe that the insured rather than the total tnemployment rate is the
more appropriate trigger for extended benefits because the total unemployment rate(IUR):

" includes those (new entrants and re-entrants) not eligible for UI;
" is an estimate based on a relatively small sample; mid,
" cm have wide swings from month to month.
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Others believe that the total rate is more appropriate because the insured unem-
ployment rate (IUR):

0 excludes those who have exhausted regular state benefits and would qualify
for EB;
* is hot comparable among states because it is influenced by state UT require-
ments and labor force composition;
* does not reflect the condition of the job market in a state as well as the TUR;
and,
* is not well understood by the public.

Consensus has been easier to reach on several other issues related to EB. First,
as you know, ICESA has long supported repeal of the federal qualifying and eligi-
bility requirements that are part of the EB program and havebeen applied to the
EUC program. Our reasons are discussed in detail in an attachment to my state-
ment.

Second, ICESA supports an increase in the federal share of EB. Under the current
program, costs are shared equally. Since the federal government has the predomi-
nant role in determining the extent to which extended benefits are available, it
seems fair that the federal government should bear the primary financial respon-

1 sibility.

; WIThHOLDING OF INCOME TAXES FROM UNEMPLOYMENT BENEFITS

&! This spring, many unemployed workers have been surprised and unprepared to
find themselves holding a bill for income taxes on unemployment benefits. One pro-
posal to address this problem is to authorize state agencies to withhold federal,
state, or local income taxes from unemployment benefits if the individual elects to
have them withheld.

Tis proposal would be complicated and costly to administer. Some issues that
arise include how to deal with recovery of benefit overpayments from which taxes
were withheld. Withholding instructions (W-4's) providing marital status and num-
ber of exemptions would have to be obtained from each person electing withholding.
This information would have to be maintained and updated. Computer systems
would have to be redesigned to provide fields in benefit payment files for informa-
tion about whether withholding is or is not elected, number of exemptions, marital
status, and a cumulative amount withheld. A document showing withh1oldings would
have to accompany each check. The redesign of automated systems and the addi-
tional file space required to accommodate accounting for income tax withholding
would be a major automation project which could not be accomplished within cur-
rent resources.

A simpler and less expensive alternative would be to furnish information to UI
recipients periodically about taxation of benefits and make information and forms

i available for filing estimated taxes. This would give individuals an early warning
about taxes that might be due and would assist those who elect to pre-pay taxes.

REEMPLOYMENT ASSISTANCE FOR UNEMPLOYED NT INSURANCE RECIPIENTS

Congressmen Downey and Rostenkowski's comprehensive unemployment com-
pensation reform bill, ff.R. 4727, includes a proposal which would encourage states
to set up state funded reemployment assistance programs financed by payroll taxes.
Employers who make payments to a state-established reemployment assistance fund
would'be permitted to credit those payments against their Federal Unemployment
Tax (FUT) liability up to 12% of the PUT which would otherwise be owed. In order
to qualify for the credit, the reemployment assistance program must be certified by
the Secretary of Labor as meeting certain general requirements: It must be funded
by contributions from employers subject to the state unemployment compensation
law, and the contributions must be deposited in a special fund'to be used solely for
providing reemployment assistance to eligible workers.

Reemployment assistance is defined very generally to include counseling md test-
ing, intensive job search assistance, job search vouchers, retraining assistance/
vouchers, job search and relocation allowances, self-employment assistance, mid
cash allowances to individuals in training. Eligible worker is defined as any individ-
ual who has received unemployment for at least 4 consecutive weeks and who
worked for his last employer at least 126 weeks (at wages of $30 or more per week)
during the past three years.

Perhaps the weakest aspect of this country's unemployment insurance system is
its linkage with reemployment assistance. In recent years, as our economy has expe-
rienced a number of changes, we find a growing number of unemployment insurance
recipients who are not expected to return to their former job or occupation. Some

58-006 0 - 92 - 5
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may need training, others may need help in assessing the applicability of their skills
to other occupations. This proposal offers sufficient flexibility for states to provide
whatever services are needed and to reconfigure the mix of services as needs
change.

One part of this provision which should be modified is the definition of eligible
worker. Limiting participation to those who have worked for their last employer for
126 weeks of the past three years is too restrictive. Many workers may have found
a short-term job after lay-off from a long-term employer, or could have experienced
several substantial spells of unemployment during the past three years, particularly
if they were employed in a declining industry. In addition, states do not maintain
wage information for three years or, in most states, records on the number of weeks
an individual was employed. In order to provide maximum flexibility, the federal
law should require only that the individual have a cent benefit year when he en-
ters the program, and permit states to set any eligibility requirements beyond that
nin inlun.

There is one other aspect of this provision which should be clarified. It is not clear
to us from the legislation whether the cost of administering this program would be
a cost of administration of the state unemployment compensation law, as defined
in Title III of the Social Security Act, or whether administration as well as the cost
of services such as training and relocation allowances would be borne by the pro-
ceeds of the special tax.

MODIFICATION TO REGULAR STATE UNEMPLOYMENT COMPENSATION PROGRAMS

There are several other provisions of H.R. 4727 which give us serious concern.
Two are new requirements for state unemployment compensation laws. One would
require states that use the first four of the last five completed quarters as the base
period to provide an alternate base period for those who fail to qualify-the most
recent four completed quarters. The second would prohibit disqualifications for vol-
untary leaving of employment for any except the most recent separation.

IC SA opposes federal standards for state unemployment benefits. Decisions
about eligibility for benefits should rest with state governors and legislatures which
bear the responsibility for f'mancing state benefits.

BENEFIT INFORMATION REQUIREMENTS

In addition, HR. 4727 would require employers to post information about rights
to unemployment benefits and to furnish each employee who is separated "such
written statements regarding claims for compensation as may be provided by the
state agency..."

Employers in many states are currently required to post or make available such
information. While we support maldng information about rights to unemployment
benefits widely available, we were not aware that the lack of such information is
a problem. If there is a problem, States would volmtarily work to improve dissemi-
nation of information but see establishment of a conformity/complimce standard as
out of proportion to the issue. Potentially ,if an employer failed to comply with ths

requirement, the FUTA tax credit for all employers in the state would be at risk.

UNEMPLOYMENT TRUST FUND

As you consider an extension of emergency unemployment benefits, a question
which inevitably arises is the impact on the federal budget deficit. As you are well
aware, EUC is paid from the Extended Unemployment Compensation Account in
the Unemployment Trust Fund where funds are intended to be accumulated in good
times to be used when economic times are bad.

ICESA has long-standing policy which supports removal of the state and federal
accounts in the Unemployment Trust Fund from calculation of the federal budget
deficit, For the past decade, state administrators have watched the decline in fund-
ing for employment security that resulted from federal budget deficit considerations
while balances in the UTF's Employment Security Administration Account grew by
leaps and bounds.

The Unemployment Trust Fund. like the Social Security Trust Fund, is made up
of dedicated revenues. Federal and state unemployment taxes can be used only for
unemployment benefits and for administration of unemployment insurance anid em-
ployment. services.

Including these trust finds in federal budget deficit calculations serves only to
mask the size of the deficit. Removing the UTF'froim calculation of the federal budg-
et deficit would allow decisions to be made on the merits rather than on budget def-
cit considerations.
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ATTACHMENT-IMPACT OF EXTENDED BENEFIT ELIGIBILITY REQUIREMENTS

1TATE opW qusMled due to bae. Peront not Iblb. dutoSTATE *pedod w" r rqukromrt ploymemt requirynrt

Alabama .................................................................. ........ 1.8
A laska .............................................................................. 2.0
Arizon a ......... ........................ ..................................... 1.0
A rkansas ....................................................................... 4.9
Calfo n a ....I .................................................................... 13.0
C oo rad o 2 ........................................................................ .................................................
Connecticut .. ................................... ............................. 1.4
Delaware.............................. . .0
District of C olum bia ......................................................... 2.0
Florida............................................................................(')
Georgia................................................................... ....... .0
H a w a ii' ............................................................................ ..................................................
Idaho ................................................................................ 7.8
Ilinols ........................................................................... . .8.5
Indiana ..................................................................... ........ 0
Iow a ................................................................................. 18 .0
Kansas ....................................................... 3.0
Kentucky................................................................. ........ 0
Louisiana ......................................................................... (1)
Maine................................. .................... 8-10
Maryland .................................................................. .0
Ma ssachusetts ............................................................... 2.0
M ichigan ............................................................ . . . ....... 0
Minnesota............................ 5.2
Mississippil......................................................... . . ........ 0
Missouri............................ ....... .0
Montana ................................................................. ...... 0
N ebraska ........................................................................ 9.5
N evad a .......................................................................... 1-2
New Hampshire......... ................... 0
N ew Jersey ..................................................................... 5.0
New York ................................................................ ....... .0
New Mexico........................... ...... 10.7
North Caroflna 2.......................... ...............
N orth Dakota ................................................................... 1.0
Ohio ........................................................................ ....... .0
Oklahoma .................................................................... .(1)
O regon ............................................................................. 2 .3
Pennsylvania ............................................................... . (1)
Puerto Rlco .......................................... ............. ....... .0
Rhode island .................................................................. 8.4
South Carolina'2 ........................................................................
South Dakota ......................................................... ....... .0
Tennessee .................................................................. .. 0
Texas ................................................................ ........ 3.5
Utah ..................... .... .... I ............. .... 0
Vermont............................. .. .2.7
V irgin Isla nds '2 ......................................... ...................... ................................................
V rgIna ' .......................................................................... .................................. . . . .
W ashington .................................................................... (1)
West Virginia.......................................................... ........ 0
Wtsonsin................................. .(1)
Wyoming............................. 0

3.1
5.0
0

12.0
(1)

0
0
0

1.9
0
0
0
0
0

...... , , . ., , ., , , . , .......

3
0
0
1.8
0
0.5
0

34.0
0
0
2,0
0
0

0
0
0
0
0
0
0

5.0
0

(1)
0
3.0

0
2.6

(')

'Loe n one percent
'No resporg to ourvey,

ATTACHMENT-TERMS AND CONDITIONS OF EIGIBILITY FOR EXTENDED BENEFITS AND
EMERGENCY UNEMPLOYMENT COMPENSATION

The Emergency Unemployment Compensation (EUC) Act requires that the same
"terms and conditions" that apply to claims for extended benefits (EB) will apply
to claims for EUC. These requirements have the effect of restricting the number of
individuals who qualify for EUC and of creating bureaucratic hurdles individuals
must overcome to remain eligible.
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Prior to 1981, any individual, who exhausted state unemployment benefits when
the state was in an extended benefit period, qualified for EB. Ir, December 1980,
P.L. 96-499 amended the Federal-State Extended Unemployment Compensation Act
to require denial of EB to individuals who had been disqualified, under the state
law, based on reason for separation from employment or refusal of suitable work,
unless the state law required reemployment subsequent to the disqualification. In
August 1981, P.L. 97-35 again amended the Federal-State Extended employment
Compensation Act to require a minimum of 20 weeks of work, or the equivalent in
wages, to qualify for EB.

Also prior to 1981, state law requirements related to work search and suitable
work also applied to claims for extended benefits. P. L. 96-499 established specific
EB eligibility requirements related to seeldng work and applying for suitable work.

The EB/EUC ualifying and eliibility requirements and how they are imple-
mented are described below along with a general description of state practices.

Work Search: Extended Benefits Requirements. Indiv. duals are required to make
a systematic and sustained search for work and to present tangible proof of the
search, such as a list of the names, addresses, and telephone number of persons
with whom the individual filed applications. The niunber of job contacts which con-
stitute a "systematic and sustained" search has been defined in many states by the
courts and is usually two to four contacts per week. If the Individual fails to make
such a search for any reason (e.g. illness), he is disqualified for further benefits until
returning to work for at least four weeks and earning at least four times his weekly
benefit amount.

The "systematic and sustained" work search requirements apply regardless of the
economic situation or the individual's circtwistances. In some rural areas where M-
employment is high, where there are only a few major employers, and where it is
known that those employers are not hiring, it is a meaningless exercise to require
each EUC recipient to call on those few employers every single week in order to be
eligible for benefits. In many states the number of job contacts required by EUC
recipients each week outnumbers the employers in the state. For example, in Texas
we have about 326,000 employers. In -January, an estimated 540,000 job search con-
tacts per week will be required by EUC recipients. In addition, our regular state
benefit recipients will also be out looldng for work increasing the number of people
knocking on the doors of employers who have no job openings.

Work Search: State Laws. -Under most state laws individuals are required to make
a search for work each week. Some states require "proof;" others do not. However,
states generally have provisions to waive work search requirements in areas where
unemployment is extraordinarily high and where there are virtually no job openings
in an individual's line of work. Under state laws, work search requirements can by
tailored to the locality and to the individual. In addition, under state laws if an indi-
vidual fails to make a required work search for one week due to illness or other
reasons, he is ineligible only fbr that week, not indefinitely as tender the EB/EUC
requirements.

Suitable Work: Extended Benefits Requirements. In order to qualify for EB/EUC,
an individual must be willing to accept any work that is within is or her capabili-
ties and that pays more per week than unemployment benefits. For example, unem-
ployed airline pilots in Dade County, Florida, would be required to accept jobs cut-
ting sugar cane were they offered. Sugar cane growers generally don't want to hire
airline pilots. However, this illustrates the absurdities that result from this require-
ment.

Suitable Work: State Laws. Most state laws define suitable work as the type of
work for which the individual is suited by training or experience and that offers pay
comparable to the level of earnings before layoff. After the individual has been un-
employed for some time, lie is expected to reduce the lowest salary he will e.cept.

Dis qualifications: Extended Benefits Requirements. The Extended Benefits re-
quirements that also apply to EUC dictate that any provisions of state laws which
terminate disqualifications for voluntarily leaving 'employment, misconduct, or re-
fusal of suitable work on any basis other than employment subsequent to the dis-
qualification do not apply for purposes of determining eligibility for EV/EUC.

Disqualifications: State Laws. Since the amendment to the Extended Benefit legis-
lation in 1980, many states have changed state laws to match the federal E13 re-
quirement. However, a number of states still have state law provisions which dis-
qualify individuals for a certain number of weeks rather than requiring reemploy-
ment. In response to a survey by ICESA, twelve states indicated that 1% to 34%
of individuals who would otherwise have been eligible for EUC were not due to this
requirement. Nebraska is the state where the largest percent of individuals, 34%,
is not eligible. In Texas, this provision disqualifies from EUC one group, mostly
women, who quit a job to move with a spouse.
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Qualifying Base Period Wages: Extended Benefits Requirements. To qualify for EB/
EBUC, an individual must have worked at least 20 weeks in his base period or have
earned the equivalent in wages. The wage equivalent is defined as 11/2 times high
quarter wages or 40 times the weekly benefit amount.

Qualifying mBee Period Wages: State Laws. A number of states have less stringent
requirements for base period wages than the EB requirement. In response to
ICESA's survey, 21 states reported that from 1% to 18% of those who exhausted reg-
ular state benefits were not eligible for EUC due to the base period wages require-
nient. The average was about 4%. Tie greatest impact of this requirement is in
Iowa, were 18% are not eligible for EUC. The largestnumber affected is in Califor-
nia where 13%, or 23,335 regular benefit exhaustees, are not eligible for EUC.

Job Placement Requirements. 'le Extended Benefits law and regulations place
certain requirements on state Employment Servive operations without any addi-
tional funds. Each person claiming EUC benefits, whose reemployment prospects
are determined to be "not good," must be reinterviewed by the state Employment
Service and referred to any jobs that are listed with the Employment Service and
meet the suitable work defintion, that is, the job is within the individual's capabili-
ties.

These hiterview requirements, especially for the large number of individuals
brought in by the "reachback," have been overwhelming for many state Employnment
Service offices. In many cases, a review of the individual's application with the Em-
ployment Service would be adequate to determine whether a personal interview
would be beneficial. In localities where there are virtually no jobs listed due to eco-
notuic conditions, or where the jobs listed are not within the capabilities of the indi-
vidual, the rigid requirement for a personal interview is just another example of the
bureaucratic wheel-spinning to which both unemployed workers and our own staff
are subjected.

Conclusion and Reconinmendation. The stringent requirements that apply to EB/
EUC are inconsistent with the fact that these programs are available only because
economic times are bad and jobs are scarce. We treat people who have not been able
to find a job after 26 weeks as if it were their fault they just didn't try hard enough.
The fact is that these requirements are not designed to help people get back to
work, but merely to restrict the tunber who qualify for extended or emergency ben-
efits. These requirements create needless paper work for staff in local unemploy-
ment offices and bureaucratic hassles for unemployed workers with enough prob-
lemns already. We urge you to repeal the terms and conditions that apply to the Fed-
eral-State Extended Benefit program and to Emergency Unemployment Compensa-
tion and permit the terms and conditions of qualifying and eligibility for state bene-
fits to apply to Extended Benefits and Emergency Unemployment Compensation.

PREPARED STATEMENT OF LYNN MARTIN

Mr. Chairnmn and Members of the Committee: I appreciate this opportunity to
appear before you today to discuss an extension of the Emergency Unemployment
Compensation (EUC) program.

I mentioned in my January testimony before this Committee that when i was in
Congress, I represented a district with a city that had the highest unemployment
rate in the nation during the last recession. This affected some of my friends, neigh-
bors, and members of my fanfily. I utderstmd the devastating effect that the loss
of a job can have on men and women who want to work but cannot find employ-
ment.

President Bush shares this concern regarding oxr country's unemployed men and
women, their families, and their future. The Adninistratio i is committed to provid-
ing, as the economy recovers, needed assistance to those Americans who have lost
their jobs.

Therefore, the President has directed me to work with Congress to do the follow-
ing:

Iifirst., develop and quicldy enact an extension to the Emergency Unemployment
Compensation (EUC) program.

Second, this EUC extension should be through the end of 1992, when economic
recovery will be well tuiderwav. Currently, the economy is steadily improving. Sen-
ators, we all want a sustained recovery. We have already seen positive signs--a
higher than expected annual growth rate in the economy for the first three months
of the year. andatwo year high in construction of new homes and apartments. Also,
America's labor market is looking stronger with each passing week. It's not yet time
to celebrate, but we now have had three straight weeks ofdeclining initial claims
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for unemployment insurance which indicate that the fruits of the recovery are now
reaching American workers and their families.

While it appears that the recovery is already underway, job growth traditionally
lags even as the economy recovers. Therefore, a further temporary extension of EUC
is necessary to help those who need it.

The President's actions to expand exports, accelerate appropriated spending on
public works and federal contracts, eliminate excessive government regulation and
ensure that credit is available to sound borrowers, particularly to credit-worthy
small and medium-sized businesses, are among the reasons our economy is now
moving in a positive direction.

The President also has proposed to the Congress an economic agenda that would
stimulate growth and provide the jobs Americans want. These proposals should be
enacted quickly. After all, the best remedy for unemployment is economic growth
and its associated job creation.

Third, the EUC extension must be paid for in a manner that is consistent with
economic growth. It must be financed through offsets that maintain the fiscal dis-
cipline of the bipartisan Budget Agreement, but do not increase tax burdens. Rais-
ing taxes at this stage of the recovery would threaten job growth and existing jobs.

Fourth, it is essential that this EUC extension be passed quickly so that there
will be no break in benefits for unemployed workers. I am ready to sit down today
with you and our respective staffs to hammer out an extension of EUC. We can do
that quickly. Permanent, structural changes to the unemployment compensation
system are complicated, costly issues. The men and women who need help should
not have their assistance delayed while we debate permanent changes, many of
which are controversial, complex, and opposed by the States. The Adhiistration
also opposes these chance, due to the delay and for substantive reasons.

For example, increasing the Federal taxable wage base is an unacceptable in-
crease in taxes that would harm the economy. This proposal is strongly opposed by
the Administration and many of you.

Proposals to impose Federal mandates on State unemployment compensation laws
relating to disqualifications of claimants and other issues would constitute an um-
warranted Federal intrusion into issues that are appropriately 'the responsibility of
State government. Governors have repeatedly stated opposition to new Federal
mandates on State UJ programs.

Removing the Unemployment Trust Fund from the unified Federal budget has
profound implications on budgetary policy and the deficit which raise an array of
extremely complex issues.

The President does not want this extension delayed. Permanent structural
changes to the unemployment compensation system will not occur in an expeditious
time frame. Such a delay would be a cruel blow to those that desperately need our
help.

The Administration considered proposing a specific extension package. We de-
cided, however, that such a proposal could generate a counterproductive political
bidding war for unemployment benefits which might lead to bad policy and an unac-
ceptable result. This would only hurt the unemployed. We have had success in work-
ing with you, Mr. Chairman, and Senator Pack wood and the rest of the Committee
to reach bipartisan compromises in the past. Our joint efforts in the most recent
extension -s an example of what can result if we focus on people rather than politics.

We believe extension of EUC is a measure on which we can all quickly agree. It
is a compassionate and appropriate way to help those who continue to need assist-
ance. The Administration and Congress have worked together during the past year
to provide these important emergency benefits to the unemployed and have done so
in a manner that is consistent with long-term economic growth. It is again time to
join together to achieve this objective.

I still believe the Congress can act quickly, Working together, Congress and the
Administration can show-to those who will directly benefit and to those who have
a job but want to help their fellow citizens-that political posturing does not always
rule the roost.

Mr. Chairman I look forward to working with you and other Committee remembers,
starting today, to enact a bipartisan extension. I will be pleased to answer any ques-
tions you might have.

PREPARED SrATEtENT OF ISAAC SHAPIRO

Mr. Chairman, thank you for the opportunity to testify here today. My statement
is based largely on a Center on Budget and Policy Priorities report released last
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month. I co-authored the report--Far From Fxed: An Analysis of the Unemployment
Insurance System-with Marion Nichols.

UI SYSTEM FAILED MISERABLY FOR MOST OF PAST DECADE

Before the enactment of the temporary EUC program, the UI system was provid-
ing less protection to the employed than during any other recession since the end
of WorldWar 11. From July 1990 when the recession began until November 1991,
only 40 percent of the unemployed received benefits in an average month.

This record low level of protection continued an alarming trend in unemployment
insurance protection.

# From 1984 to 1989, the share of the unemployed receiving benefits averaged
33 percent. In five of these six years, the share of the unemployed receiving
benefits fell to the lowest level ever recorded.
* The proportion of the unemployed receiving benefits typically rises during re-
cessions, and 1990 and 1991 were no exceptions.' But the increases were mod-
est, with just 37 percent of the unemployed receiving benefits in 1990 and 42
percent receiving benefits in the more severe recession year of 1991. (The in-
crease from 1990 to 1991 largely reflects the weaker labor market prevailing

Ain 1991.)
*nie percentage of the unemployed receiving benefits in 1990 was lower than

in any other recession year since the end of World War [I. The percentage of
the unemployed receiving benefits in 1991 was nearly identical to the previous

S low for a recession year.
* By contrast in the recession year of 1980, some 60 percent of the unemployed
received aid. In the more severe recession year of 1976, an all-time high of 76
percent of the unemployed received aid.
* If the share of the unemployed receiving benefits had been the same in 1991
as in 1980, nearly 760.000 more jobless workers would have received aid in an
average month last year.

The permanent unemployment insurance system includes two basic parts: regular
3and extended benefits. Throughout the 1980s and into the 1990s, both parts have
Driven inadequate. A number of factors contributed to the decline in protection, but

:federal and state cutbacks played a major role.
;State Protection

Regular, state-funded benefits are provided for up to 26 weeks in virtually all
,states. Gary Burtless of the Brookings Institution has found that the share of the
unemployed receiving state benefits is now about one-fifth lower than in the 1967-
.1979 period.

The proportion of jobless workers receiving benefits Varies from state to state,
,ranging from 21 percent in South Dakota in 1991 to 70 percent in Alaska. This dis-
panty reflects differences in state economies, the demographics of state workforces,
and to a significant extent, differences in state unemployment insurance programs.

Some state programs are highly restrictive. In 14 states, fewer than one-third of
the unemployed received benefits in an average month in 1991.

Of particular concern is that some of the states with low levels of unemployment
protection had very weak economies. West Virginia had the nation's highest unem-
ployment rate last yenr--10.5 percent--but only 31 percent of its jobless workers re-
ceived benefits in an average month. In Mississippi, the unemployment rate was 8.6
percent, fourth highest in the nation. Just 30 percent of the unemployed received

:enefits in that state.
In many states, unemployment protection fell sharply in the 1980s. One way to

measure this decline is to compare the portion of unemployed workers receiving ben-
efits in a state in 1991 to the portion receiving benefits in 1980. Both were recession
,ears with similar unemployment rates.

In 34 states, the proportion of jobless workers receiving benefits was lower in
.991 than in 1980. In some states, the decline in unemployment insurance protec-

,ion was severe. Th(ere were six states--Illinois, Kentucky, Michigan, Montana,
)hio, and West Virginia-where the proportion of the unemployed receiving benefits
eclined 16 percentage points or more between 1980 and 1991. For example, in
dichigan, the decline was 27 percentage points; 68 percent of the unemployed re-

1 The proportion of the unemployed consisting of people who have been laid off or fired rises
during a recession. Since it is these job losers that the unemployment insurance system is pri-
narily designed to assist-as distinguished from unemployed people who leave their jobs volun.
aily or are new entrants or reentrants into the labor market-the proportion of the unem-
'loyed receiving benefits normally rises in a recession.
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ceived benefits in 1980 but 41 percent did in 199j. In 12 other states, the unemploy-
ment protection rate fell between 10 and 15 percentage points.

Extended Benefits
The second part of the permanent unemployment insurance system consists of the

federal-state "extended benefits" program. When the level of unemployment insur-
ance receipt in a state rises above a specified threshold, up to 13 additional weeks
of "extended" benefits are provided to most of the unemployed workers in the state
who have used up their regular benefits tnd are still looking for a job. The concept
behind the extended benefits program is that when unemployment is high, it usu-
ally takes longer to find a new job.

Tile number of jobless workers who exhausted their state unemployment ivisur-
ance benefits jumped by nearly half in 1991; some 3.5 million state UI recipients
exhausted their benefits. Only a small fraction of these workers, however, were im-
mediately eligible to receive extended benefits. Large cutbacks in the extended bene-
fits program in the early 1980s greatly restricted its scope.

# Eligibility for the extended benefits program during the current recession
peaked in April and May 1991. Even then, just eight states qualified for the
extended benefits program.
# Massachusetts and Michigan lost their eligibility for extended benefits in
June, even though their unemployment rates exceeded nine percent. West Vir-
ginia became ineligible for extended benefits in July despite an unemployment
rate of more than ten percent.
* In July, some 350,000 unemployed people had their state benefits expire.
Only 18,000 of these workers HveA in states where they could qualify for ex-
tended benefits. 11hat left 332,000 workers without additional aid, the largest
number of state exhaustees not qualifying for additional aid in any month on
record.

RECENT 'ITMPORARY L.E(JISLIA'1ON HELPS BUT IS INSUFFICIENT

During most post-World War II recessions, the federal government has enacted
a temporary program of supplemental unemployment benefits for workers who have
exhausted their regular or extended benefits and are still looking for a job. In No-
vember 1991, some 17 months after the recession began, the Emergency Unemploy-
ment Compensation program was established

Not only did the EUC program take a long time to be enacted, it also only par-
tially and temporarily addresses weaknesses in the unemployment imsurance sys-
tem. Nevertheless, it is providing sibtmitial assistance to the unemployed, increas-
ing the percentage of the unemployed receiving unemployment benefits from 40 per-
cent to more than 60 percent.

ONGOING NEED FOR UNEMPLOYMENT INSURANCE REFORMS

In March 1992, the unemployment rate was 7.3 percent, tied for the highest
monthly rate in nearly seven years. There are 9.2 million unemployed people, 2.7
million more than when the recession began.

Thankfully, there are indications the economy is growing again; unfortunately,
the recovery is expected to be weak. Nearly all current economic projections forecast
that it will take a number of years before unemployment returns to pre-recession
levels. Even the Bush Administration's economic forecast projects the unemploy-
ment rate will be hiigher in 1992 than in 1991 and will remain at high levels for
an extended period of time. Under the Adinistration's forecast, the unemployment
rate will not return to its pro-recession level-6.3 percent-until 1996. The Congres-
sional Budget Office projects that this will not happen until 1998.

Whatever the exact course of the recovery, however, the weaknesses of the unem-
ployieit insurance system will continue to cause problems. The system is inad-
equate in good economic times as well as in bad.

A strong national labor market does not eliminate weaknesses in all state and
local labor markets; the unemployment rate is likely to remain high in some states
long after the national rate declines. Unemnployed workers in those states will still
face long job searches. They will be tuliktely, however, to receive adequate unem-
ployment hisurance protectiim.

* In 1989, the national unemployment rate of 5.3 percent was the lowest in 15
years, but six states had unemployment rates that averaged seven percent or
more. None of these states qualified for the extended benefits program.
0 In 1988, when the national unemployment rate averaged 5.6 percent, 10
states had average unemployment rates'above seven percent. Four states had
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rates greater than eight percent. Otly one of these states qualified for the ex-
tended benefits program.

Moreover, during both good times and bad, the proportion of the unemployed who
receive regular unemployment insurance benefits is very low in some states. In
1989, there were 16 states in which fewer than one in every four unemployed work-
ers received benefits. Even when labor markets are tighter and job searches are
shorter, some unemployment insurance protection is needed to help workers until
they find a job.For those who do not receive help from the unemployment insurance system, the
rest of the safety net is frequently inadequate. Those parts of the safety net that
are designed to provide cash assistance to the non-elderly poor are themselves con-
siderably weaker than in the past. A number of states instituted major reductions
in cash aid programs for the poor in 1991, and additional cuts are likely in 1992.
Furthermore, most such programs are not specifically designed to help the unem-
ployed; in fact, these programs generally exclude even low- or moderate-income job-1ess workers because of stingent resource aid asset tests.

In short, unless permanent and comprehensive reforms to the unemployment in-
surance system are established, the unemployed will be forced to rely more heavily
on other parts of the safety net which also are badly tattered.

UNEMPLOYMENT INSURANCE REFORMS

To repair the unemployment insurance system's cracked foundation, comprehen-
sive reform is needed. Reforms can be fashioned both to strengthen the roviion
of assistance to the long-term unemployed mid to raise the proportion of tie unem-
ployed receiving regular unemployment benefits.

Strengthening Assistance to the Long-term Unemployed
The first step toward strengthening unemployment insurance assistance to the

long-term unemployed is extension of the emergency unemployment compensation
program beyond its mid-1992 expiration date. For good reason, it appears such an
extension will occur.

When the EUC program was established in November 1991, the unemployment
rate stood at 6.9 percent. The current unemployment rate of 7.3 percent is signifi-
cantly above the November level. In addition, in the last recession, long-term unem-
ployment did not peak until six months after the recession ended. In both the reces-
sion of the early 1980s mid that of the mid-1970s, the federal government main-
tained temporary supplemental benefit programs through the early years of the re-
covery.

In the first three months of this year, moreover, more than one million jobless
workers exhausted their basic state benefits the largest three-month total since the
recession began. In March alone, 345,000 individuals exhausted their state benefits.
In the absence of the EUC program, only a small fraction would be qualifying for
additional benefits under the extended benefits program. 2

Further extension of the temporary EUC program, while imperative, would not
sufficiently address the permanent problems in how the unemployment insurance
system responds to long-term unemployment. The permanent program of assistance
to the long-term unemployed-the extended benefits program-remains anemic.
During recovery periods, states that fail to share in economic prosperity have gen-
erally been unable to qualify for extended benefits even if their employment
rates are very high. During periods when the national economy turns down and job-
lessness increases, only ahandftl of states have been able to qualify. In the next
economic downturn, the long-term unemployed should not have to wait 17 months-
the amount of time that passed during the current recession before the EUC pro-
gram was enacted-before receiving additional aid.

Federal policy changes have played a major role in making it more difficult for
states to qualiy for extended benefits. In 1981, the federal threshold used to deter-
mine when a state qualifies for these benefits was raised substantially. Accordingly,
it would be sensible for Congress to enact legislation that both extends the EUC
program and makes permanent reforms in the extended benefits program. Th1is
would allow states time to make corresponling changes in state laws governing the
extended benefits program while the EUC program continued providing additional
relief during the current stretch of high unemployment.

Congress should also ensure that the extended benefits trigger more closely re-
flects how difficult it is to find a job in a state. Since the current insured unemploy-

21,1 the absence of the EUC program, only six states would currently be qualifying for the
extended benefits program.
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ment rate trigger excludes a large and increasing number of unemployed, it is not
a good indicator. For example, Wayne Vroman of the Urban Institute has found that
in several states, the total unemployment rate must reach about 15 percent before
the states would qualify for the extended benefits program. (Florida, South Dakota,
Texas, and Virginia are the states in this situation.)

Reforms should also be considered in another set of restrictive federal criteria en-
acted in the early 1980s that have reduced the effectiveness of the extended benefits
program. The changes established federal eligibility criteria that make many indi-
viduals who meet the eligibility requirements for state unemployment benefits-and
who have exhausted these benefits-ineligible for extended benefit assistance. Indi-
viduals who would be precluded under these rriteria from receiving extended bene-
fits are also barred from receiving RUC benefits.

The Interstate Conference of Employment Security Agencies has made it clear
that these federal restrictions are barring the provision of EUC benefits to some
who should receive them, while also placing unnecessary burdens on employers and
adding to administrative costs. For example, the federal restrictions bar a worker
from receiving any extended or EUC benefits for all the remaining time the worker
is unemployed if the worker's job search efforts are interrupted for a single week
for any reason, even if this is because the worker has become ill or must care for
a sick child.

Increasing the Proportion of thw Unemployed Receiving Regular Benefits
As noted, there is wide variation among states in the share of the unemployed

receiving unemployment benefits and there are some states with vtpecially limited
protection.These variations, in part, reflect substantial differences in state eligi-
biity standards and polices. In some tatei moreover, changes in state olicies

during the 1980s contributed to the decline in unemployment protection. policies
governing who can qualify for state unemployment benefits deserve review.

Include Most Recently Completed Quarter of Work Experience in Eligibility
Determination

The federal government could strengthen certain standards governing state unem-
ployment insurance programs. For example, a worker's eligibility for benefits-and
the amount and duration of benefits the worker receives--depend on the worker's
earnings during a "base period." In most states, the base period is the first four of
the last five completed calendar quarters before a worker files for benefits. This
means that earnintis in the current quarter and the previous quarter (three to six
months of an applicant's most recent work experience) are ignored. For a worker
1 filing for benefits in May 1992, the base period would be January 1991 through De-
cember 1991, and earnings for this year would not count. This severely restricts
benefits for workers whose employment is concentrated in recent months.

Six states do include all or nearly all recent months of work history in determin-
ing eligibility. Federal standards could require that every state count earnings in
the most recent completed calendar quarter.

Modestly Limit State Disqualifications, Particularly Workers Who Leave Their
Jobs for Family-Related Reasons

Another possible reform would involve placing modest limitations on state discre-
tion in disqualifying unemployment insurance applicants. Workers who voluntarily
leave theirjobs are typically disqualified from receiving benefits, as they generally
should be. But states sometimes apply this disqualification even if the enplovee had
to leave work for reasons largely beyond his or her control-and even if the em-
ployee had many years of prior work experience during which unemployment insur-
ance taxes were paid based on the employee's wages. For example, if an employee
is forced to leave a job either because a child or other family member becomes ill
for an extended period of time, or because his or her child care arrangements have
fallen through, the employee is often ineligible for unemployment insurance for the
full duration of the unemployment period. In another example, in about half of the
states, a worker who leaves a job because of a serious illness is generally ineligible
for unemployment benefits even if the worker recovers and starts looldrig for work
but cannot ind it.

While it is sensible to treat workers who lose their jobs involuntarily differently
from most voluntary job leaverq, it is not clear that voluntary job leaves who have
a substantial employment record-and who had to leave their jobs for good reasons
that may be largely outside their control-should be excluded from benefits alto-
gether. instead, these voluntary. job leavers might be made eligible for benefits or
required to wait a certain period of time before they become eligible for assistance.An especially strong case can be made for extending benefits to workers who leave
their jobs because of family responibilities-such as to care for a sick family mem-
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her or to reassume child care responsibilities if other arrangements have fallen
through.8

Outreach
Another reason the share of the unemployed receiving unemployment insurance

benefits has faUen is that a growing number of unemployed people who may be eli-
gible for unemployment insurance benefits fail to apply for them. A study by econo-
mists Rebecca Blank and David Card found that a decline in the share of eligible
unemployed workers who actually apply for and receive benefits was the most im-
portant factor explaining the decline in state UI protection in the 1980s. This study
also found that the proportion of eligible workers who a ply for unemployment in-
surance varies widely among states. Another study by Wayne Vroman, found that
a substantial proportion of job losers do not apply for benefits because they believe
they are ineligible.

Taken together these findings suggest that lack of understanding of eligibility
rules is a barrier to receipt of the benefits and that outreach could increase the like-
lihood that eligible individuals would apply for assistance. The most direct and
timely approach would be to require employers to inform newly unemployed individ-
uals of their potential eligibility.

FINANCING REFORMS

Reforms such as those described here can be financed within the unemployment
insurance system. Currently, employers pay a federal tax equal to 0.8 percent of the
first $7.000 of each workers wages. This federal "taxable wage base" of $7,000 has
been raised only three times since being set At $3,000 in 1936. By contrast, Social
Security taxes are paid on the first $66,600 in earnings. When the unemployment
insurance mad Social Security programs were created, their taxable wage bases were
set at the same level.

The unemployment insurance tax structure creates inequities. An employer pays
the same amount of federal UI tax for an employee earning $7,000 as for an em-
ployee earning $50,000 or $100,000. Yet the worker paid at the higher wage level
gets larger unemployment benefits if he or she loses a job.

If the wage base were raised sufficiently, it could be coupled with a substantial
reduction in the unemployment insurance tax rate that employers pay-and still
produce an increase in revenues sufficient to finance the costs of extending unem-
ploy-ment protection to a larger share of jobless workers.

Alternatively, improvements in unemployment insurance protection could be fi-
nanced outside of the system. If this is done, revenues should be raised in a progres-
sive manner that takes a larger share of income from the wealthy than from the
middle class or the poor. This is particularly appropriate in light of the evidence
demonstrating that income trends over the past 16 years--as well as changes in fed-
eral tax burdens-have heavily benefited the wealthiest segment of the population.

In this vein, the UI reform proposal introduced in the House by Rep. Downey has
a good financing alternative. It would extend two existing revenue sources now
scheduled to expire at the end of 1995-the "PEP" (Personal Exemption Phase-out)
provisions. (The Center on Budget and Policy Priorities released a short analysis
this week on the advantages of extending the Pease provision, the larger and some-
what more controversial of the two extensions.)

CONCLUSION

Some are arguing that now is not the time to considerpermanent and comprehen-
sive reforms to the unemployment insurance system. This argument, I be leve, is
primarily an exercise in political deflection.

As has been well-documented in recent years, the unemployed have been poorly
served by the UI system not only during this recession but throughout the 1980s

,'A key reason that unemployment insurance benefits have traditionally been denied to people
who voluntarily leave their js is the "experience rating" system, under which the larger the
number of ex-employees receiving unemployment insurance benefits an employer has, the great-
er the unemplovment insurance taxes the employer must pay. As a result, many employers ob-
ject to the provision of benefits to individuals who have left their job for any reason that is not
the employer's fault.

A possible response to tis objection would be not to charge the employer's account whenl lhe
employer is not at fault for a voluntary quit, but still to provide unemployment insurance bene-
fits when an individual had a substantial ob record and had to leave employment for reasons
largely out aide his or her control. The benefits for these individuals could be funded out of gen-
eral unemployment insurance taxes collected from all employers. This approach would separate
the issue of who pays for the benefits from whether such an individual ought to receive benefits.
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recovery as well. In good times and bad, the system has proven woefully inadequate.
No further proof of the need for permanent reforms is required.

Note also that some of the permanent reforms would provide needed aid to the
unemployed even during the period of another EUC extension. Others should be en-
acte'! quickly because they will require lead time to be implemented. Still others
should be put in place before the next recession, so the unemployed will not have
to wait 17 months aain before the President signs a bill providing them with nec-
essary additional assistance.

If permanent and comprehensive reforms are not enacted, once a EUC extension
would expire, the unemployed would again face an unemployment insurance system
providing record low levels of protection.

Attachment.

STATEMENT OF THE CENTER ON iUDoET AND POLICY PRIORITIES

Representative Downey's new legislation to extend emergency benefits and make
permanent changes in the unemployment insurance system includes a temporary
extension of two existing revenue sources now scheduled to expire at the end of
1995-the "Pease" and "PEP" (Personal Exemption Phase-out) provisions. The tem-
porary extension of the Pease provision has been the subject of some controversy.

The Pease provision, established in the 1990 budget agreement, imposes a modest
limitation on the itemized deductions upper-income taxpayers may claim. The provi-
sion reduces the total deductions a taxpayer may claim by an amount equal to three
percent of the amount by which the taxpayer's adjusted gross income exceeds
$100,000. Thus, if a taxpayer's AGI were $160,000, his or her itemized deductions
would be reduced by $1,606 ($160,000-$100,000 = $50,000. $60,000 x 3% = $1,600).

Each dollar that a taxpayer's deductions are reduced does not result in a dollar
tax increase. In this example, the $1,600 drop in deductions would result in a tax
increase of $466.

PEASE PROVISION WIDELY MISUNDERSTOOD

The Pease provision has been widely misunderstood. Opponents claim it reduces
the incentive for high-income taxpayers to make charitable contributions and to sup-
port necessary increases in state and local taxes. For example, a recent bulletin is-
sued by Independent Sector states that "Reducing charitable contributions therefore
is the only way a taxpayer can lessen the tax impact of his or her increased tax
obligations resulting from the three percent floor." This, however, is not correct.

The amount that must be subtracted from itemized deductions under the Pease
provision depends solely on the income of the taxpayer, not on the amount of the tax-
payer's itemized deductions. As a result, under the Pease provision, virtually all tax-
payers can still reduce their tax bill by making an additional charitable contribution
or by paying higher state or local taxes.

The following points about the extension of the Pease provision contained in the
Downey bill are also worth notbig.

* Contrary to some information being circulated about the proposal, the Dow-
ney bill does not in any way enlarge or broaden the Pease provision in current
law. The bill thus poses no assault on the current deductibility of charitable
contributions or state and local tax payments. It is a simple two-year extension
of current law and should have no other effect on these deductions.
9 Other methods of financing unemployment insurance reforms face stiff oppo-
sition. Extending the Pease and PEP provisions2 may be the only politically ac-
ceptable, progressive way to finance badly-needed permanent reforms. If the
Pease extension is dropped, it is likely the bill will have to be scaled back and
will consequently provide less protection to jobless workers.

'Three percent of a taxpayer's adjusted gross income above $100,000 is the maximum by
which a taxpayer's deductions may be reduced. Four categories of itemized deductions are ex-
empt from the Pease limitation m edical/dental, casualty/theft, gambling losses, and investment
interest. Other itemized deductions cannot be reduced by more than 80 percent. As explained
below, however, the 80 percent floor is rarely used because it is rarely needed. For most high-
income taxpayers, the Pease provision causes itemized deductions to be reduced by only a mod-
est percentage.2 The PEP. or personal exemption phase-out provision, phases out the personal exemptions for
taxpayers at high income levels. For married couples filingjointly, the personal exemption starts
being reduced when income exceeds $150,000 and is phased out entirely when income passes
$272,600.
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* Instead of endangering state revenues, as some have suggested, an extension
of the Pease provision would actually bolster state tax collections. Because
many states base their state income tax codes on the federal code, the majority
of states have incorporated the Pease provision into their own state tax sys-
tems--and raise more state income tax from high-income individuals as a re-
sult, Continuation of the Pease provision in federal law would maintain these
badly needed state revenues for another two years; conversely, expiration of the
Pease provision after 1996 would result in its disappearance from most state
tax codes as well, thereby weakening the state revenue base for important pro-
grams.

These points are explained in more detail below.

HOW TIi PEASE PROVISION AFFECTS TAXPAYERS

Some examples, drawn from IRS tax statistics, may clarify the effect of the Pease
provision.

In 1989, the average income for taxpayers in the $10P,000-to-$200,000 income cat-
egory was $132,600. Itemized deductions were claimed by 94 percent of these tax-
payers; the average deduction was $26,600. (The state and local tax deduction aver-
aged $9,000 and was taken by 94 percent of these taxpayers-virtually all who item-
ized, The charitable deduction averaged $3,600 and was taken by 91 percent of the
taxpayers in this income class.)

or the average taxpayer in this income category, the average amount disallowed
due to the Pease provision would have been $976 5; the taxpayer's total itemized de-
ductions would have been reduced from $26,500 to $24,626. The increase in federal
taxes for this taxpayer would be just over $300.

Of particular significance is the fact that if this taxpayer reduced his or her chari-
table contributions--or paid less state or local income tax-4his would have no im-
pact whatsoever on how the taxpayer was affected by the Pease provision. Whether
the taxpayer's itemized deductions totaled $26,000, $15,000 or $5,000, these deduc-
tions would still be reduced by $976. Similarly, if this taxpayer made additional
charitable contributions the taxpayer's itemized deductions would continue to be re-
duced by the same $97g (and the taxpayer would owe less in tax because of the ad..
ditional contributions). This is because the Pease disallowance equals three percent
of the amount by which a taxpayer's adjusted gross income exceeds $100,000--and
not a specific percentage of the taxpayer's itemized deduction levels.

Tis means all charitable contributions and state and local tax payments above
the first $976 reduce taxes for this taxpayer exactly as they would if the Pease pro-
vision did not exist.

A similar story is true for the very wealthy, a group about whom some charitable
organizations have been concerned. (Some organizations have wondered if the Pease
provision would affect contributions from "big givers.") Among taxpayers with in-
comes exceeding $t million, the average income in 1989 was $2,672,000; average
itemized deductions for this group were $298,000. This $298,000 average deduction
level is far above the average Pease disallowance for this group, which would have
been $74,160. Here, too, a change in the level of this taxpayer's charitable contribu-
tions would have no bearing on how the taxpayer was affected by the Pease provi-
sion. Taxpayers in this income bracket had average charitable contributions of
$83,900 in 1989. Even if the average taxpayer in this bracket reduced his or her
charitable contributions to zero, the Pease disallowance would remain $74,160.

In short, the belief some organizations have that the Pease provision represents
a "tax on charitable contributions"-and would reduce the tax advantages of such
contributions--is almost always mistaken.

'lhere are some very isolated and unusual circumstamces under which the Pease
provision can affect the tax advantage of a charitable deduction. lhese cir-
cumstances, however, apply only to those few rich taxpayers who have no other, or
virtually no other, deductions.

Unfortunately, some opponents of the Pease provision have focused on these ex-
treme cases. Assume, for example, that an individual in the over-S1 million income
bracket resides in a state with no personal income tax and lives in a rented apart-
ment rather than owning a home. If such a taxpayer had no state or local income
tax, property tax, or mortgage interest deductions, the Pease provision could have
the effect of reducing the tax benefits of charitable contributions. (In this case, the
Pease provision would have this effect because charitable contributions would rep-
resent the only deduction the taxpayer claimed that was not exempt from the provi-
sion.) But only 1.8 percent of the taxpayers in this income bracket do not have a

3 The $976 figure is calculated as follows: $132,500-$100,000 = $32,600. $32,500 x 3% = $975.
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state or local income or property tax deduction. In other words, the percentage of
'%ig giversl' who would lose some of the tax advantages of charitable contributions
is very small. Even in these rare cases, some incentive for charitable giving-par-
ticularly for large gifts--remains. 4

TIlE SLIPPERY SLOPE

The argument that the Pease provision represents a tax on the charitable con-
tribution; many taxpayers make, or on their state and local tax payments, is often
accompanied by a claim that the Pease provision-and the two year extension of it
in the lDowey bill-is a "slippery slope.' The argument made is that extending this
provision for two years would represent thle first step toward sharper reductions
in-or outright elimination of-the charitable and state and local tax deductions,
There is little basis for such a claim.

In its recent bulletin criticizing the Downey unemployment bill, Independent Sec-
tor states: "If there was any doubt remaining, the Downey/Rostenkowski unemploy-
ment legislation makes clear that Congress will continue in its attempts to extend-
and probably enlarge-the three percent floor on itemized deductions" (emphasis
added). In fact, the Downey/Rostenkowski bill simply extends the Pease provision-
currently set to expire after 1995-for two more years. It does not enlarge it in any
way. Nor is an proposal to enlarge the Pease provision under serious consideration
anywhere on Capitol Hill.

BEST FINANCING ALTERNATIVE AVAILABLE

The Downey/Rostenkowski bill extends the Pease and PEP provisions because ear-
lier efforts to use an alternative financing mechanism to pay for permanent tiuem-
ployment insurance reform failed. Last year Rep. Downey introduced xuiemploy-
ment insurance legislation that was financed b; increases in the unemployment in.
surance tax that employers pay. This represented the best approach to paying for
unemiploynent insurance reform, but it died in the Ways and Means Committee due
to opposition to the employer tax. Extension of the Pease and PEP provisions could
prove to be the only politically acceptable way to finance badly needed permanent
reforms to protect the tuemployed, unless opposition now makes the Pease exten-
sion politically unacceptable as well. If that should occur and the legislation dies
or is scaled back, we will have a weaker unemployment insurance system-and
higher poverty rates among the jobless-in coming years.

Some opponents of the Pease extension have downplayed this point, claiming that
alternative financing mechanisms are available. The point to tax provisions in the
President's budget and the recently vetoed Democratic tax bill. But most of the reve-
nue-raising provisions in the President's budget were rejected when the Democratic
tax bill was written; they are controversial, and strong lobbies are arrayed against
them. Similarly, the only revenue-raisers in the Democratic tax bill that bring in
as much or more revenue than the Pease mid PEP extensions are tax rate increases
for upper-income taxpayers and they traditionally have faced stronger political op-
position than Pease aid PIP, especially when they are being used for a purpose
other than financing middle-class tax cuts.5 Moreover, all of the revenue-raising pro-
visions in the Democratic tax bill except for Pease and PEP represent new tax in-
creases. Politically, the advantage of the Pease and PEP extensions is that they do
not represent new taxes-as distinguished from extensions of tax measures already
on the books-aid only affect the top three to four percent of taxpayers in the ia-
tion.

It is likely that if the Pease extension-which raises $7.2 billion over the next five
yeans-is Cropped from the Downey bill, no other provision that raises an equiva-
lent amount of revenue will pass political muster. If that occurs, the effort to kill
the Pease provision will probably result in the Downey bill being scaled back and
more unemployed workers going'without benefits in the years ahead. Moreover, the
disappearance of the Pease extension could make it harder to secure permanent un-

4 As noted, for taxpayers with incomes above $1 million (the group for whom average income
is $2.6 million), the average Pease disallowance is $74,160. This means that once contributions
equal $74,160 for the average taxpayer in this bracket, all additional contributions are fully de-
ductible. For contributions below this threshold, 20 percent of the contribution would be deduct-
ible (see fbotnote 1).

5 ln fact, the Pease and PEP provisions were included in the 1990 budget agreement for the
very reason that some Members of Congress who would not accept additional rate increases on
high-income taxpayers would accept the Pease and PEP approaches to raising more revenue
from those at the top of the income scale.

"These added revenues would come in fiscal years 1996 and 1997, due to the extension of
the provision.
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employment insurance reforms, as distinguished from the simple-and less costly-
temporary extension of emergency unemployment benefits through December 31
that the Bush Administration favors, Meanwhie, the winners would be the wealthi-
est Americans; they will get a tax cut after 1995 iR the Pease provision expires.

Finally, there is serious question as to whether an alternative financing mecha-
nism can be found that is politically viable while still being as progressive as ex-

tending the Pease provision, since Pease affects no taxpayers except those at the top
of the income scale.

HOW WOULD STATE SAFETY NETS-AND STATE TAX COLLECTIONS-BE AFFEMrTD?

The Independent Sector bulletin contends that the extension of the Pease provi-
sion in the Downey bill "would further erode nonprofit services while the need for
help multiplies daily." But this statement, like several others in the IS bulletin, is
not accurate. The impact of letting the Pease provision expire is likely to be the op-
posite of what Independent Sector believes. Expiration of the Pease provision would
likely lead-to erosion in needed benefits and services-because the inclusion of this
provision in federal law causes over half the states to raise more state income tax
revenue as a result.

In many states, the state income tax conforms in important respects to the federal
income tax. Because the Pease provision has become part of the federal tax code,
it is now also part of the state tax code in 27 states and the District of Columbia.
In these states, the inclusion of the Pease provision in federal law has enabled
states to raise more revenue from high-income tax filers. If the Pease provision dis-
appears from the federal tax code, it will automatically disappear from most or all
of these stata tax codes. These states would then lose revenues. Given the long-term
fiscal difficulties many states face, loss of revenues could lead to further reductions
in benefits and services for those in need.

STATES ThLAT INCORPORATE TIE PEASE PROVISION INTO IIEIR STATE INCOME TAX
CODES

Arizona Missouri
Arkansas Montana
California Nebraska
Colorado New Mexico
Delaware New York
District of Columbia North Carolina
Hawaii North Dakota
Iowa Oklahoma
Kansas Oregon
Louisiana Rhode Island
Maine South Carolina
Maryland Utah
Minnesota Vermont
Mississippi Virginia

CONCLUSION

The facts do not support the contention that an extension of the Pease provision--
without any enlargement or broadening of the provision-will undermine charitable
giving or the ability of state and local governments to raise taxes. In fact, the proi-
sion directly enhances the revenues of more than half of the states. In sum, the ar-
guments against extending the provision do not stand up under scrutiny.

PREPARED STATEMENT OF WAYNE VROMAN

I would like to thank the Senate VKnance Committee for the opportunity to appear
today and discuss some of the important issues presently facing unemployment in-
surance program in the U.S. My remarks will address three areas: (1) program fi-
nancing problems in the current recession, (2; encouraging the states to make great-
er efforts towards improved solvency, and (3) benefits for the long term unemployed.
The first two areas are linked, but both merit attention because some programs
have inadequate trust fuind reserves while at the same time others have ample re-
serves. Because the third topic, benefits for the long term unemployed, has received
considerable attention over the past year, my comments will be very brief. At the
outset let me emphasize that niy remarks represent my own opinions and do not
necessarily represent the official position of the Urban Institute or its sponsors.
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CONTINUING FINANCING PROBLEMS

It appears that the economy is now emerging from the recession, although the
pace of the recovery is considerably slower than is typical during an economic up-
turn. Tle slow pace of real GNP growth, two percent in the first quarter of 1992,
makes it likely that the unemployment rate will not descend rapidly from the pla-
teau of 7.3 percent reached in February and March. If this is the case, most individ-
ual states will continue to experience high unemployment and large withdrawals
from their unemployment insurance trust fulnds during the remainder of 1992.

There has been some borrowing by insolvent UI programs during the present re-
cession, and there will be additional borrowing this year. Compared to the back-to-
back recessions of the early 1980s, however, loans will be needed by a relatively
small number of states and the scale of borrowing will be much smaller. Connecticut
and Massachusetts borrowed last year and both will borrow again in 1992. Addition-
ally, seven other UI programs are likely to need loans during 1992: Arkansas, the
District of Columbia, Maryland, Michigan, Missouri, New York and Ohio.' Assum-

gin that the economic recovery does proceed this year, total borrowing will probably
fall short of $5.0 billion. For comparative purposes it is useful to recall that 32 pro-
grams borrowed a total of $24.0 billion between 1980 and 1987.

If this magnitude of borrowing for 1991-1992 is roughly accurate it does not nec-
essarily imply that the UI system as a whole is adequately financed. Two important
factors influencing the volume of borrowing in this recession must be recognized.
First, the recession has been quite mild relative to many past recessions. Assuming
that the total unemployment rate (TUR) peaks at its present level of 7.3 percent
that would imply an increase of only 2.2 percentage points over the prerecession low
of 5.1 percent reached in March i989. In contrast, the increase in the TUR was
more than 4.0 percentage points between late 1979 and late 1982 when the TUR
peaked at 10.0percent.

The second factor associated with the low volume of borrowing is the compara-
tively high levels of most UI trust funds at the onset of the present recession. At
the end of 1989 aggregate net reserves across the 63 UI programs totaled $37.5 bil-
lion. Using an actuarial measure of trust fund adequacy, the reserve ratio multiple,
about two thirds of the UI programs (36 of 53) had reserve balances which equaled
at least half of a recommended actuarial standard, i.e., their reserve ratio multiples
were .75 or larger. 2 Part of the explanation for the high levels of reserves achieved
at the end of 1989 was the long period of sustained economic expansion of the mid
to late 1980s. Another part of the explanation was that payout rates of regular UI
program benefits were unusually low throughout the 1980s. The topic of the low
payout rate (low ILJITU ratio in the jargon of those who closely follow the UI sys-
tem) has been examined but a consensus as to its explanation has not been
reached. 8 Te low payout rate has persisted in the present recession, e.g., the IU/
TU ratio in 1991 was only .391 compared to .433 in 1980 and .492 in 1975. Thus
borrowing in the present recession could easily have been much larger had the re-
cession been more serious, had prerecession reserves been less adequate or had the
benefit payout rate been higher.

To help illustrate the continuing financing problem facing UI programs, it may
be instructive to review the recent experiences of certain states from the North
East. Table I presents summary data for the 1979-1991 period for five states: Con-
necticut, Massachusetts, Rhode Island, New York and New Jersey. Being from the
same broad region, these states are subject to a number of common economic forces,
but the recent histories of their trust funds present some interesting contrasts.

I Each of the seven had a reserve ratio multiple of less than .30 on December 31, 1991. Low
reserve ratio multiples are often indicative of subsequent borrowing needs. The concept of a re-
serve ratio multiple is discussed below.2The reserve ratio multiple is a measure of UI net trust fund reserves that compares net re-
serves to the scale of a state's economy (approximated by total covered payrolls) and the pre-
vious peak period of benefit payouts. In the past several have advocated that each state achieve
a reserve ratio multiple of 1.5. A level of 1.5 means that reserves on hand are sufficient to sup-
port 18 months of payouts at the historically highest payout rate.

'Several factors contribute to the decline of IL (insured unemployment which measures the
number of claimants for regular UI program benefits) relative to TO (total unemployment, un-
employment for all reasotm as measured in the monthly household survey of the labor force).
Two broad classes of factors have been identified: statutory changes in Ul benefit provisions en-
acted at the federal and state level and evolutionary changes in the U.S. labor market (declining
unionization, declining employment in the manufacturing sector and a changing regional nix
of unemployment towards the South and Rocky Mouttain states where relatively fOwer unem-
ployed workers collect benefits.) See Wayne Vroman, The Decline in Unemployment Insurance
Claims Activity in the 19809, Unemployment Insurance Occasional Paper 9.1-2, U.S. Department
of Labor, Employment and Training Administration, (1991).
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The North East experienced difficult economic times in the mid to late 1970s. This
is reflected in the 1979 net reserve balances and reserve ratio multiples of these
states. Three (Connecticut, Rhode Island and New Jersey) had negative net reserves
in 1979 while the other two (Massachusetts and New York) had only small positive
balances. The table then traces the evolution of net reserves in each state over the
next twelve years. National data are also included in the Table 1.

Several factors should be kept in mind regarding these five U1 programs during
the 1980s. First, the North East enjoyed strong prosperity through late 1988. Note
that the state average TURs were lower than the national TUR with differentials
being especially large during 1983-1985 and 1986-1988. Second, the economic
downturn began earlier md was much more severe for these states than the na-
tional recession that started in 1990. Between 1988 and 1991 the annual average
TUR (not shown in the table) increased by only 1.2 percentage points nationally
(from 5.6 percent in 1988 to 6.7 percent in 1991). In these states, however, the com-
parable three year increases in total unemployment rates (TURs) were as follows:
Connecticut--3.7 percentage points, Massachusetts--6.7 percentage points, Rhode
Island--6.4 percentage points, New York--3.0 percentage points and New Jersey-
2.8 ercentage points. Third, the federal taxable wage base which is the minimum
tax Case allowed for any state UI program was $6000 per worker between 1978 and
1982, mid since 1983 it has been $7000 per worker. Fourth, by the early 19808 New
Jersey and Rhode Island had implemented indexing provisions that automatically
tied their UI taxable wage base to changes in ave" %ge worker wages. 4 In two of the
other states (Massachusetts and New York) the state tax base matched the federal
tax base in every year since 1979, and in the third (Connecticut) the departure from
the federal tax base was small.' Th~e low level of the federal tax base has iniplica-
tions for the adequacy of UI program financing. The experiences of the latter three
states help to illustrate this point.

Note the evolution of the state tax bases in the 1980. The contrasts represent
a natural experiment showing interstate differences caused by indexation. Two tax
bases rise substantially while three change by only modest amounts. By 1991 the
tax bases in Rhode Island and New Jersey were more than twice the level of the
tax bases in the other three states. The important point about indexing the taxable
wage base is that the financial underpinning of the UI program automatically keeps
pace with the growth in average wages.

Observe the contrasting patterns in the taxable wage proportions after 1982. In
Rhode Island and New Jersey the taxable wage proportions held steady (at roughly
.5 amid .45 respectively) while substantial declines were registered in the other
three states. By the end of the period only about one fourth of covered wages were
taxable in Connecticut and New York.8

Failure of the taxable wage base to keep pace with inflation interferes with ade-
quate financing of unemploynent insurance programs. Observe in Table I that
Rhode Island and New Jersey experienced larger increases in their reserves mid re-
serve ratio multiples during the 1980s than did the other three states. To help em-
phasize this point note that the 1979-to-1988 increases in the five reserve ratio mitl-
tiples were as follows: Connecticut-.76, Massachusetts-.41, Rhode Island-1.52,

4 ew York-.60 and New Jersey-1.38.
To summarize the North East experienced a strong economic expansion during

the 1980s and this was responsible for much of the accumulation in net reserves.
However, while reserves increased, the scale of the potential financial liabilities also
increased. To have been prepared to face the drawdowns in reserves during the
1990-1991 recession the three noniindexed states should have had even larger net
reserve accumnulations. In Rhode Island and New Jersey, larger and more adequate
accumulations did take place, and to date these states have avoided borrowing de-
spite substantial increases in unemployment since 1988.

Of course several factors affect solvency. But the varied experiences of these five
states in the present recession to me illustrates the crucial role of having an ade-
quate taxable wage base in helping to ensure solvency. Rhode Island may yet have

I

4 Starting in 1976 New ,Jersey indexed its taxable wage base to 28 times lagged average week-
ly wages (or 64 percent of average annual covered earnings). Rhode Island indexed its taxable
wage base to 70 percent of lagged average earnings starting in 1980.

OConnecticut's tax base of $7000 in 1982 was $1000 above the federal tax base for that year.
Since 1983 the state's tax base has been $7100. or $100 above the federal tax base.

"Note that taxable wage proportions are shown for 1990 in the bottom panel of Table I be.
cause 1991 estimates are not yet available.
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to borrow in 1992.7 But contrast this with the situation in Connecticut and Massa-
chusetts where there is a pressing need to enact a solvency package while each state
is still in the midst of a serious recession. Their choices include a number of un-
pleasant options: raising employer taxes, cutting benefits, incurring further debts.
and financing interest payments on their debts. The need to make these kinds of
choices could have been avoided (or at least reduced) if larger reserve accumulations
had taken place during the prosperous years of the 1980s,

I interpret the experiences of these five states as providing good evidence for the
need to raise the taxable waqe base in UI programs. Given the current federal con-
fornuity requirement, the easiest way to do this is to mandate a higher federal tax
base. I think strong consideration should be given to raising and indexing the fed-
eral tax base. This has implications for both federal and state U! taxes. At the fed-
eral level, the FUTA tax rate could be reduced from its present .8 percent if the
Congress wanted the action to be revenue neutral.

ENCOURAGING GREATER SOLVENCY EFFORTS BY THE STATES

When the financing experiences of UT programs across all states are compared
some interesting contrasts are apparent. In general, states in areas besides the East
Coast and states that had larger prerecession reserves have fared better than oth-
ers. Table 2 helps to siumarize the situation in the states over the past two years.
The table shows the net reserve position of each state at the end of 1989 and at
the end of 1991. It displays net reserve balances along with reserve ratio multiples
and their respective two year changes.

Between December 1989 and December 1991 there was a reduction in net re-
serves of $6.6 billion, declining from $36.3 billion to $29.7 billion. When the individ-
ual states are examined, however, three patterns emerge. First, many states actu-
ally increased net reserves during these two years. Of the 61 programs included in
the table, 22 had larger net reserves in 1991 than in 1989, and 17 had larger re-
serve ratio multiples. Since the reserve ratio multiple adjusts for both the size of
state economies and for previous high cost experiences, it is the better of the two
measures for gauging reserve adequacy. The fact that 17 programs raised their re-
serve ratio mu tiples is due in part to the mild nature of the present recession.

The second pattern is the continuing large number of states with high reserve
ratio multiples in 1991. Twenty states bad multiples of 1.0 or larger in 1989. In
1991 the number was 19. The states that entered the recession with large balances
have been quite successful in maintaining their balances.

The third obvious pattern in Table 2 is the concentration of reserve losses among
states located along the East Coast. All nine states of the North East lost reserves,
and their total loss was $4.8 billion. Six of nine South Atlantic states 8 also exneri-
enced reductions, and the total loss of net reserves for these nine was $1.0 bill ion.
For the 18 states of the North East and the South Atlantic areas combined, the re-
ductions totaled $5.8 billion or 88 percent of the national total. The remaining creas
of the country present a more mixed picture regarding changes in net reserves.

The concentration of large reserve losses among states along the Atlantic seaboard
is illustrated in a second way in Table 2. There are 11 states where the reserve ratio
multiple declined by .30 or more. Nine of the eleven are from the 18 previously iden-
tified eastern states 9

The experiences of the East Coast states provides information on the kinds of re-
ductions in reserve ratio multiples that occur in a recession. The largest reduction
in the table is .60 (Maine) arid three other states had reductions of from .50 to .59
(Massachusetts, Rhode Island and New York). I think the table can also be instruc-
tive for setting a solvency standard or guideline for the states. At present there is
no generally recognized solvency guideline besides the 1.5 reserve ratio multiple
rule. Keeping in mind that the present recession has been rather mild by historic
standards, one would expect larger reductions in reserve ratio multiples to occur in
other recessions. Since the largest reduction in Table 2 is the .60 experienced by
Maine and only three other reductions range from .50 to .69 it might be prudent
to advise states to set reserves according to the following rule or guideline. Build
up reserves to a level such that the state will be able to absorb a recession-related
reduction in its reserve ratio multiple of 1.0 without having to borrow. In other
words, make the standard or guideline a reserve ratio multiple of 1.0 instead of the
present 1.6 that is often advocated.

7 its reserve ratio multiple at the end of 1991 was .44. Fourteen states had lower multiples.
New York's reserve ratio multiple at the end of 1991 was .26.AThese are the first nine states under the regional designation South in Table 2, i.e., Dela-
ware through West Virginia.

'Mississippi and Missouri are the other two states.
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Let me emphasize that this suggestion is my own and is based partly on my pre-
vious studies of UI program financing experiences. As you know there never has
been a federal solvency standard for state UI programs.vIf a 1.0 reserve ratio mul-
tiple were used to define reserve adequacy, it would give guidance to the states and
have other desirable features. The level of this standard is much more modest
(hence attainable) than the 1.6 reserve ratio multiple guideline. There would still
be a borrowing window at the U.S. Treasury. Perhaps or states that entered a re-
cession with a multiple of at least 1.0 (but had an exceptionally poor experience in
benefit outflows during the recession), the conditions of borrowing could be made
easier than for other states.

Previously I identified the two states that borrowed in 1991 (Connecticut and
Massachusetts) and seven others mot at risk of needing loans in 1992 (Arkansas,
the District of Columbia, Maryland, Michigan, Missouri.,New York and Olhio). Wlen
their 1989 reserve ratio multiples are examined, five were .40 or lower while the
highest were .76 in New York and .75 in Maryland. Simply stated, the states that
have borrowed or are presently most at risk ofborrowingall entered this recession
with reserve ratio multiples well below the 1.0 standard that I am advocating today.
On3 other point about reserve adequacy deserves attention. Recall that 17 states

increased their reserve ratio multiples between 1989 and 1991. Note in Table 2 that
11 of the 17 are states with indexed taxable wage bases. These states are con-
centrated in the West, 10 of 13 in this region, which is the geographic area that
most successfully maintained its reserves during 1990 and 1991. Note also that two
of the three western states that had reductions m reserves (Colorado and California)
do not have indexed tax bases.

Returning to the subject of a solvency standard, what might induce the states to
increase their efforts to achieve a reserve ratio multiple of 1.0?I can suggest three
p ossible inducements, all involving financial considerations. (1) Have the U.S.

reasury pay extra interest to those states whose prerecession reserves met this
standard. This could take the form of an increment above the normal interest rate
paid on trust fund balances, e.g., one percentage point higher than the normal inter-
est rate. To limit the cost of this inducement, the increment could be applied only
to reserves in the range from a multiple of .60 to a multiple of 1.00. A state's maxi-
mum financial advantage from such an arrangement would be obtained from achiev-
ing a multiple of 1.0. 'He maximum potential cost of this proposal in 1991 would
have been about $240 million. (2) Have the Treasury provide interest free loans dur-
ing a recession if a state entered the recession with a reserve ratio multiple of 1.0
or larger. This would allow states to borrow and not have to make special" arrange-
ments to finance the interest payments on the borrowing. (3) Allow the states great-
er discretion in use of reserves held at the Treasury if they achieve a reserve ratio
multiple of 1.0 or larger. This third suggestion deserves some more elaboration.

At present, monies held in the state accounts at the U.S. Treasury can be with-
drawn for only one purpose, to pay UI benefits. In an environment of increasing
budget stringency, policy makers in the states are apt to keep monies from flowing
into the Treasury accounts in order to make alternative uses of the funds. One ex-
plicit policy that has been implemented in three states (North Carolina, Idaho mid
Oregon) is to create a state reserve fund which, in effect, diverts a portion of annual
U! tax receipts from the state's account at the U.S. Treasury into a special state
account termed a state reserve fund. The principal in the state reserve fund re-
mains dedicated to the payment of U1 benefits, but interest earnings can go for
other uses. Two broad classes of uses are finding positive adjustment programs

such as state-level worker training programs and funding SESA activities that a
state may feel are not adequately funded through federal formula allocations, e.g.,
UI program administration or ES'activities.10

Ifrastate satisfied a federal solvency standard it could then have discretion to use
some part of its excess trust fund accumulation, e.g., the portion that exceeds the
solvency standard, for purposes other than paying U! benefits. This discretion
should not extend to the point of endangering solvency. Also, the solvency standard
should not be achieved through restrictions on benefit eligibility or payment levels.
The point of having a solvency standard is to provide a target level of rerecession
reserves that prudent trust fnid managers would try to achieve to avoi large scale
borrowing during a recession. If the solvency standard were met why not let the
state decide how to best use its "excess" reserves? Many details here could be sug-
gested. Perhaps only certain positive adjustment activities, e.g., worker training,
would be permitted. Perhaps the alternative uses should be restricted to persons
who previously worked in CI covered employment. But the general point is to re-

10 One analyivis of state retierve funds is found in Kelleen Worden and Wayne Vronlan. "State
Reserve Funds: An Idea for the 1990s?" The Urban Institute, (April 1991).
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ward states for prudent behavior in the form of increased flexibility in the use of
trust fund reserves.

All three of these suggestions represent possible ways to influence the states to
build large, but not excessive, reserves prior to the onset of future recessions.

LONO TERM BENEFITS

Under current statutes the Federal State Extended Benefits (EB) program is acti-
vated whenever a state's insured unemployment rate (IUR, the number of active
claimants for regular UT program benefits as a percentage of covered employment)
for a thirteen week period equals or exceeds 6.0 percent, and is at least 20 percent
higher than the average IUR for the same thirteen weeks during the preceding two
yea's." This trigger mechanism has been in place since the early 1980s. The
cheuiges have made it wore difficult to activate EB. The national trigger was elimi-
nated, the automatic trigger threshold was raised (from a 4.0 percent JUR to the
present 5.0 percent) and EB recipients were removed from trigger calculations. In
the present recession many states experienced high unemployment, but their TURs
did not reach the EB trigger thresholds.

'lhe current E1 trigger mechanism is under review at the Ul Service of the U.S.
department of Labor. In my remarks today I will emphasize one aspect of the cur-
rent triggers that leads to inequities across states.

The IUR in a given state reflects many factors but the two to be emphasized here
are the level of unemployment in the state and the ease with which unemployed
workers wain access to benefits from the regular UI program. The TUR (total unem-
ployinent rate as measured in the monthly household survey of the labor force) is
a good measure of the unemployment situation. The ratio of the IUR to the TUR
is strongly influenced by ease of access to UI program benefits, Across states there
is Wide variation in both the TUR and in the IUI/TUR ratio.

Tnhlc. 3 helps to illustrate these two aspects of variation. It shows annual TURs
and [URs for 1991 for certain states and the national average. The eleven states
selected for inclusion in the table are the so called "direct use states for which the
Bureau of Labor Statistics publishes monthly unemployment estimates based solely
on the monthly household survey. For the eleven the range of TURs is from a low
of 5.8 percent in North Carolina to a high of 9.2 percent in Michigan. Even wider
proportional variation is observed in the IUR/TUR ratios shown in the third column
of data. These range from a low of .30 in Texas to a high of .61 in New Jersey. Be-
cause of the variation in the IUR/TUR ratios, note that the URs vary even more
widely across states than the TURs.

The final column in Table 3 presents a rough calculation of the annual TUR that
is needed to activate FB in each of these 11 states. It ranges from 6.6 percent in
New Jrsey to 13.2 percent in Texas. A 6.6 percent TUR is well within the historic
experience of New Jersey over the past 26 years for which there are TUR estimates
for those 11 states. However the 13.2 percent rate in Texas is almost 60 percent
bligher than its highest historic rate. Between 1967 and. 1991 the highest annual
TU!R in Texas was the 8.9 percent reached in 1986, the worst year of the collapse
in the energy sector. In practical term EB will never be activated in Texas as long
as the cunent triggering mechanism based on IUR8 is used.

The calculation shown in the final column of Table 3 is an estimate which I have
constructed and its derivation merits some explanation. The typical seasonal pattern
in claims for Ul benefits is for claims in the first quarter of the year to be about
25 percent higher thm the annual average. Thus with an annual IUR of 4.0 per-
cent, adding 25 percent for the first quarter causes the 1UR to reach the EB trigger
threshold of 5.0 percent. 12 The lU R/TUR ratio for 1991 was then divided into 4.0
percetnt to derive the estimated 1JR needed to reach an annual IUR of 4.0 percent.
In Texas, for example, the 1991 IUR/TUR ratio of .30 multiplied by a TUR of 13.2
percent. yields an annual IUR of 4.0 percent.

Note some of the contrasts in Table 3. Texas and New Jersey both had TURs of
6.6 percent in 1991 but the 1UR was only 2.0 percent in Texas compared to 4.0 per-
cent in New ,Jersey. New York and Florida had very similar TURs last year, but
their respective lIfRs were 3.8 percent and 2.3 percent. In effect, the current IUR-
based EU trigger niechanism niakes it impossible (or at the least very difficult) to
activate long term benefits in states where access to regular Ul program benefits
is difficult. Tiis simply is not fair to the long term unemployed workers in states
with low IUR/TUR ratios.

"An optional trigger of 60 percent (regardless of the earlier lURs) also is allowed.
12,11is assumes the 120 percent requirement is also satisfied.
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The remedy to this situation is straightforward. Base EB triggers on the TtJR,
not the IUR as at present. Even if the TUR is used, states where access to regular
U1 benefits is below-average will receive below-average amounts of EB (relative to
their numbers of long term unemployed), but zero EB benefits would be even more
below average for such states.

Table 1.-SUMMARY OF RESERVES FOR SELECTED STATES, 1979-1991

C. M . Rhod New New Utid

1979:
Res Ratio Mut ................................................................. -0.51 0.16 -0.62 0.20 -0.45 0.41
Net Reserves ................................................................. -267 132 -96 403 -507 8583
Tax Base .............................. ................................0......... 000 6000 6000 6000 6600 6000
Taxable Wage Proporton ............................................... 0.43 0.49 0.51 0.42 0.48 0.47

1982:
3 Year Avg. TUR% ......................................................... 6.3 6.6 8.3 7.9 7 8 8.1
Res Ratio Mult ................................................................. -0.37 0.39 -0.42 0.32 -0,29 -0.0
Net Reserves ................................................................... -252 436 -76 819 -423 -2644
Tax Base ........................................................................ 7000 6000 8600 6000 8200 6000
Taxable Wage Proportion ............................................... 0.38 0.42 0.55 0.34 0.44 0.41

1985:
3 Year Avg.TUR o ........................................................... 5.2 5.2 6.2 7.4 6.6 8.1
Re Ratio M ull ................................................................. 0.06 0.62 0.31 0.53 0.40 0.30
Net Reserves ................................................................... 51 930 73 1699 769 16181
Tax Base ........................................................................ 7100 7000 10600 7000 10100 7000
Taxable Wage Proportion ............................................... 0.34 0.40 0.56 0.34 0.46 0,42

1988:

3 Year Avg.TUR ........................... 3.4 3.4 3.6 5.1 4.3 6.2
R s Ratio Muft ................................................................. 0.27 0,57 0.90 0.80 0,94 0.76
Net Reserves ................................................................... 322 1133 277 3260 2364 31104
Tax Base ...................................................................... 7100 7000 12000 7000 12000 7000
Taxable Wage Proportion ............................................... 0,30 0.35 0.54 0.29 0.44 0.39

1991:
3 Year Avg. TUR% ......................................................... 5.1 6.3 6.4 5.8 5.2 5.8
Res Ratio Muir ................................................................. -0.28 -0.11 0.44 0.26 0.92 0.54
Net Reserves .................................................................. -354 -234 144 1191 2564 31495
Tax Base ............... ......................................................... 7100 7000 14400 7000 14400 7000

Taxal W eProporto.......................... 0.27 0.33 0.55 0.27 0.40 0.38

I Date elr to 19M, the last yew for which taxable wage propotnoe have ben publtlhed.
Souwoe: Data published by I* A Servie and the Bureau of Labor Sh1tlce of the U.S Department of Labor. Avorwp PA* eer to

unemplormenr ratee for the Indfcatd year and the preoeding two years. eereo ratio mut*1*e are an actuarial measur of "rue fund
adequacy which awe recommended b be 1.0 or 1.5. Ne rosevoes meatured In mtoe.

Table 2.-SUMMARY OF NET RESERVES, DECEMBER 1989 AND DECEMBER
1991

Tax Net reserves (mllons) Reserve ratio mulI e
State and region be D. De.

Index 8 1991 Change 1969 1 1991 Change

NORTHEAST:
CONNECTICUT ..............................................
M AINE .....................................................
MASSACHUSETTS ........................................
NEW HAM PSHIRE .........................................
RHODE ISLAND .....................
VERM ONT ......................................................
NEW JERSEY ................................................
NEW YO RK ....................................................
PENNSYLVANIA ............................................

MIDWEST:
ILLINOIS ........................................................
INDIANA .........................................................
MICHIGAN .........................
OHIO ...............................................................

274
206
909
204
304
197

2795
3181
1816

1268
770
370
778

-354
78

-235
128
144
193

2564
1191
1156

1172
899

-167
647

-28
-128

-1144
-76

-160
-4

-231
-1990
-460

-96
129

-537
-131

0.22
0.94
0.45
0.89
0.93
1.59
1.06
0.76
0.55

0.47
1.04
0.13
0.30

-0.27
0.33
-0.11
0.54
0.43
1.47
0,91
0.26
0,36

0.39
1.12

-0.06
0.23

-0.49
-0.60
-0.56
-0.35
-0.50
-0.12
-0.16
-0.50
-0.19

-0.07
0.07

-0.19
-0.07
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Table 2,--SUMMARY OF NET RESERVES, DECEMBER 1989 AND DECEMBER
1991-Continued

Tax Net rwerve (mllon) ReIwve ratio mulp
State and regon bI

Index I c 4 c" I 9 1 aIn 1991 Chag 19 191 Chang

WISCONSIN ................................................... 1041 1172 131 1.17 1.18 0.02
IOWA ................... ............ ................ Yes 518 595 77 1.20 1.25 0.04
KANSAS ......................................................... 472 572 100 1.35 1.47 0,13
MINNESOTA .................................................. Yes 359 309 -50 0.52 0.41 -0.11
MISSOURI ..................................................... 372 119 -253 0.50 0.15 -0.35
NEBRASKA .................................................... 127 140 19 0.93 0.95 0.03
NORTH DAKOTA ........................................... Yes 45 51 8 0.69 0.71 0.01
SOUTH DAKOTA ........................................... 45 50 5 1.47 1.43 -0.05

SOUTH:
DELAWARE .................................................... 207 224 17 1.19 1,17 -0.01
DIST OF COL ................................................ 78 12 -04 0.40 0.06 -0.34
FLORIDA ........................................................ 2041 1892 -349 1.30 0.98 -0.32
GEORGIA ....................................................... 1018 982 -56 0.97 0.83 -0.14
MARYLAND .................................................... 598 225 -373 0.75 0.26 -0.49
NORTH CAROLINA ....................................... Yes 1471 1374 -97 1.20 1.02 -0.18
SOUTH CAROLINA ...................................... 415 455 40 0.68 0.84 -0.01
VIRGINIA ....................................................... 718 591 -127 1.18 0.88 -0.28
WEST VIRGINIA ........................................... 148 157 11 0.41 0.40 -0.01
ALABAMA ...................................................... 823 588 -37 1,21 1,03 -0.18
KENTUCKY .................................................... 393 358 -35 0.69 0.50 -0.13
MISSISSIPPI .............................................. 388 349 -39 1.87 1.38 -0.31
TENNESSEE ................................................. 857 813 --44 0.90 0.77 -0.13
ARKANSAS .................................................... 131 104 -27 0.40 0.28 -0.12
LOUISIANA .................................................... 306 560 254 0.43 0.70 0,27
OKLAHOMA........................Yes 323 426 103 1.34 1.63 0.29
TEXAS ........................................................... 989 943 -40 0.73 0.82 -0.11

WEST:
ARIZONA ........................................................ 493 438 -55 0.84 0.68 -0.15
COLORADO ............................................. 239 312 73 0.75 0.88 0.13
IDAHO ............................................................ Yes 220 244 24 1,37 1.32 -0.05
MONTANA.........................Yes 80 91 11 0.63 0.85 0.02
NEVADA ......................................................... Yes 321 296 -25 1.12 0.89 -0.23
NEW MEXICO ................................................ Yes 174 221 47 1.48 1.88 0.20
UTAH .............................................................. Yes 239 328 89 1.25 1.51 0.26
WYOM IN G ...................................................... Yes 54 99 45 0,71 1.15 0.45
ALASKA .......................................................... Yes 180 243 83 0.93 1.15 0.22
CALIFORNIA ................................................. 5419 4190 -1229 0.89 0.82 -0.27
HAWAII ......... ................... Yes 340 421 81 1.40 1,64 0.24
OREGON ........................................................ Yes 804 1044 240 1.35 1.55 0.20
WASHINGTON ............................................... Yes 1364 1708 344 0.97 1.06 0.08

U.S.Total ................I................................... 3278 29690 -0582 0.85 0.63 -0.21

Socm: Data for 1989 publsbK! by "ia Unemployment Inurance Servie of tho U.S. D~erorn of Labor. Data on ret remervm for
1991 from the U.S. Defrnent of the Treaury. Reserve rto mA" for 1991 felmaled at the Urban intt.

Table 3.-UNEMPLOYMENT MEASURES IN ELEVEN LARGE STATES, 1991
Ur~mpoynt rates In 1991 Estbrabd

State TUR needed
TUR ILR Ration 10 E8'

C aliforn ia ......................................................................................... 8.5 4.2 0.49 8.1
Florida ............................................................................................ 7.3 2.3 0.32 12.7
INino ls ............................................................................................. 7.1 3.1 0.44 9.2
M assachusetts ...................................................... . . 9.0 4.6 0.51 7.8
M ichIgan ......................................................................................... 9.2 4.1 0.45 9.0
N ew Jersey ............................................... ................................ 6.6 4.0 0.81 6.6
N ew York ........................................................................................ 7.2 3.8 0.53 7.6
North Carollna....................................... 5.8 2,7 047 8.8
Ohio ........................................... 86.4 2.8 0.44 9.1
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Table 3.-UNEMPLOYMENT MEASURES IN ELEVEN LARGE STATES, 1991-Continued

Unemppbyment rat "In 191 Estfrnabd
s-ateIo t needed

TUR IURI Ration El o hieb

Pen sylvan a .................................................................................. 6.9 4.1 0.59 6.7
Texas .............................................................................................. 6.6 2.0 0.30 13.2
United States ................................................................................. . 6.7 32 0.48 8.4

'Caleuate at Ne Uwan Ineltuts. The esfte mume that it t W qlerbr IUR of 5.0 percent woid b reached if h annual IUR
were 4.0 percer The TUR assocatod with th 4,0 poroont annul IUR was thn computd un the Incad ILWTLUR ratios for 1091.

Soxoo: Data on oai TURo publihod by the U.S. Dpartrwnt of Labor, Bureau of Labor Sie8ttke. Data on lURe publhd by fte
U.S. Dopar ne t of Labor, Ut Sealce.

PREPARED STATEMENT OF SENATOR HARRIS WOFFORD

Mr. Chairman and Members of the Committee on Finance, I appreciate tho oppor-
tunity to offer suggestions for improving the unemployment compensation system
and extending emergency benefits. Our nation's economy remains stagnant, thou-
sands of workers have lost their jobs and families are in danger of losing their
homes. Unemployed Americans find themselves facing an uncertain economic fu-
ture.

I want to commend the Chairman and Members of the Committee on Finance for
beginning a discussion of unemployment compensation reform including proposal
to extend emergency benefits before we near expiration of the current program.
When I arrived in Washington a year ago, extending unemployment benefits was
the very first issue I pressed. While some economists now suggest that the economy
may be improving, far too many Americans are still without work and benefits to
the unemployed again need to be extended until jobs become available.

The Federal-State unemployment compensation system is essential to maintain-
ing the well-being of millions of American families. As Pennsylvania's Secretary of
Labor and Industry, I administered our state's unemployment compensation pro-
gram. I am familiar with the strengths and shortcomings of the current system. Un-
fortunately, in times of economic hardship, the unemployment compensation system
is under great stress and its shortcomings are magnified.

The recession has spotlighted weaknesses in the permanent Federal-State ex-
tended benefits program. During the 1980's, legislative changes to the extended ben-
efits program made it difficult for states to initiate benefits and for unemployed
workers to receive them.

As the Committee explores these issues, I suggest examining the basis on which
states initiate extended benefits. I believe such an examination should include a re-
view of when benefits should be extended. Particularly, the Committee should con-
sider whether extended benefits might begin on the basis of each individual worker's
long-term joblessness and willingness to seek work or training rather than on state-
wide unemployment rate calculations.

Further, I believe that improvements need to be made to the regular unemploy-
ment compensation program to improve an unemployed worker's chances to become
employed and to avert long-term joblessness. Earlier this month, I introduced the
1,Unemployment Compensation, Reemployment and Fairness Act of 1992" (S.
2614), which offers several ideas to modernize the basic state unemployment com-
pensation program.

This legislation proposes improvements in three areas of the unemployment com-
pensation system: Worker Reemployment; Fairness to Employers; and Unemploy-
ment Trust Fund Integrity. S. 2614 would encourage job retention and reemploy-
ment promote procedural fairness for employers, and provide for authority to use
benefit funds when they are needed.

Thebill's principal features are:

First, to enhance worker reemployment, the bill:
-allows states to implement short-time compensation (work-sharing) ro-

grams which spread the available work by reducing the hours of all workers
and provides partial unemployment benefits rather than laying off some
workers permanently;

-- expands employment, opportunities by allowing states to pay benefits to
those unemployed who seek to start their own business;

-and requires states to review the reemployment prospects of workers
early in their period of unemployment.
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-- and requires states to review the reemployment prospects of workers
early in their period of unemployment.

* Second, to ensure employer fairness, the bill requires states to proide for an
administrative hearing Fo employers whose tax rates or taxes are in dikipute.
* Third, to ensure the integrity of the unemployment trust fund, the bill re-
moves the unemployment trust fund from the Federal budget battle so that
money that is in the fund can be used to provide benefits when workers need
it.

Mr. Chairman, the further extension of emergency benefits is an urgent problem
for unemployed workers and their families. I salute the Committee for its leadership
in movhig quickly on this problem.



COMMUNICATIONS

LEGAL ASSISTANCE FOUNDATION OF CHICAGO,
Chilcago, IL, May 13, 1992

Hon. DAN ROSTENKOWSKI,
2111 Rayburn Building,
Washington, DC.

Re: H.R. 4727

Dear Mr. Rostenkowski: I am the supervisor of the employment law project at the
Legal Assistance Foundation of Chicago ("LAFC"), the agency funded by the Legal
Services Corporation to represent poor people in Chicago. Much of our work con-
cerns unemployment insurance ('U"). We, therefore counsel and represent
Chicagoans concerning many of the issues that are implicated by H.R. 4727, and
I am writing to you about two of them,

I. MOVING TIF BASE PERIOD

A. The Base Period Now Used By Most States
Adopting Section 501 of H.R. 4727, which would require "wage record" states to

move their "base periods" so as to evaluate claimants eligibility, when necessary,
by reference to their most recent wages, would constitute an enormous improvement
in the country's UI program.

Like most states, Illinois uses a "base period" comprised of the first four of the
last five completed calendar quarters prior to the date on which the claimant files
a claim for benefits. Ill. Rev. Stat. ch. 48, §347. Thus, for a claim filed on March
23, 1992, eligibility would be based on the wages the claimant had earned from Oc.
tober 1, 1990 to September 30, 1991. The wages earned in the last quarter of 1991
would not be included because it is the fifth of the five completed calendar quarters
prior to the date of application, and the wages earned in the first quarter of 1992
would not be included because that quarter was not completed when he applied on
March 23.

To be eligible for regular UT in Illinois, a claimant must have earned at least
$1600 dollars during that whole base period and at least $440 outside the calendar
quarter in which the claimant earned the most wages. Id. at §650 E. Some claim-
ants have earned sufficient wages to qualify for benefits, but they cannot qualify
when they first become unemployed because the wages they earned in the last com,.
pleted calendar quarter (the 'lag quarter") are not counted in assessing their eligi-b ility.-

For instance, assume a claim was filed in Illinois on March 23, 1992, after the
claimant earned $440 in the third quarter of 1991 and $1160 in the fourth quarter
of 1991. He has earned just enough wages to qualify, but because the wages he
earned in the fourth quarter of 1991 are not counted in his base period, the claim-
ant is not yet eligible. 'hat claimant is not prohibited from filing a later claim, how-
ever. Therefore, if he files again in the second quarter of 1992, he will establish a
base period that consists of the calendar year 1991 which will then include the
wages he needs to qualify for benefits. However, if the claimant either does not
know he can file a second claim or he returns to work before he can do so, he will
never receive benefits for this period of unemployment.

Another group of claimants needs not only the wages they earned in the lag quar-
ter, but also the wages earned during the quarter in whicl they first filed their ap-
plications (the "filing quarter"). For instance, using a March 23, 1992 filing date
again, assume that anIllinois claimant earned $1160 in the fourth quarter of 1991
and $440 in the first quarter of 1992. That claimant will remain ineligible until Oc-

(141)
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tober, 1992 when she can file a claim that will trigger a base period that includes
both the fourth quarter of 1991 and the first quarter of 1992.

B. Comparing "Wage Record" And 'Wage Request" Systems
Tie Illinois-type base period is used in "wage record" states where employers re-

port all wages they pay ona quarterly basis. The gap between a claimant's base
period and her "benefit year" (which is the one year period, beginning with the Sun-
day of the week in which a claimant riles her claim, during which she can claim
up to 26 weeks of regular benefits) was created so that eligibility determinations
could be made on the basis of wage information that employers had already reported
and the state employment security agencies ("SESAs")had already recorded. Since
employers in wage record states do not report wages for any quarter until the first
thirty days of the next quarter, the wages a claimant earned during the filing quar-
ter are never available when a claimant first files in a wage record state, and the
wages he earned in the la quarter will not come onto the system until sometime
after the filing quarter begins. In contrast, in "wage request" states, where employ-
ers only report wages for workers who have filed claims, the SESA can request the
most recent wages.

C. The "Movable" Base Period
Some wage record states (e.g., Ohio, Washington and Minnesota) move the base

period to pick up wages in the lag quarter when a claimant is not eligible by ref-
erence to the first four of the last five completed quarters. Indeed, Vermont has
adopted a system which picks up not only lag quarter, but also filing quarter wages
when necessary. In Pennington v. Ward, 85 C3564 (N.D. Ill.), we challenged Illinois'
failure to use a movable base period. Judge Paul Plunkett in the United States Dis-
trict Court for the Northern District of Ilinois has held that our complaint in Pen-
nington states a valid claim for relief. Enclosed are the relevant decisions.

We tried the case in the fall of 1990, and while we are still waiting for Judge
Plunketta decision, the evidence offered at trial confirms that even wage record
states like Illinois can move the base period to adjudicate claims based on the lag
quarter wages when necessary. That is so because modern computer technology
makes more recent wage data available to SESAs much sooner than that data be-
came available prior to computerization.

At the trial in Pennington, we relied on the testimony of Mr. Peter Kauffinan
whose vitae is enclosed. Mr. Kauffman helped develop and refine the UI Cost Model
System which was used by the Employment and Training Administration of the De-
partment of Labor and the SESAs to measure costs and allocate manpower in unem-
ployment insurance systens. Using this cost model aystem, Mr. Kauffman studied
the relative advantages and disadvantages of wage record and wage request sys-
tems. In April of 1980, he reported on that study to the National Commission on
Unemployment Insurance and published a shorter version in Unemployment Com-

pensation: Studies and Research. I have enclosed both copies of that study.
Mr. Kauffman's study confirmed that "a wage record system serves the needs of

the UI system best," primarily because it "operates at a substantially lower total
cost, even when computer costs are included." Unemployment Compensation: Studies
and Research at 596. But the largest single disadvantage to a wage record system
is its effect on those who need their most recent wages to qualify for benefits. Id.
at 590. Mr. Kauffman, therefore, suggested that "[a] wage record system could over-
come this disadvantage to a large degree . . . by adopting a movable base period
for [claimants] ... who have insufficient wage credits." Id. at 596.
D. The Marginal Ongoing Costs Of Movable Base Periods

1. Moving the Base Period To Capture Lag Quarter Wages
Mr. Kauffman and the state's experts independently studied the costs for moving

the base period in Illinois and, while they disagree about the one-time costs, they
drew virtually identical conclusions about the ongoing costs of a movable base pe-
riod. The data thev used included the wages reported to the Illinois department of
Employment Security ("IDES") for each claimant who applied for benefits in Illinois
in 1986. Of 526,469 such claimants, 63,518 (or 12%) lacked sufficient wages in the
first four of the last five completed calendar quarters to qualify for benefits. Of that
group, however, 15,034 had sufficient wages to qualify if their lag quarter wages
had counted, and another 9,115 would be eligible if their filing quarter wages were
counted.

Presently, IDES receives wage data from employers during the first 30 days of'
each quarter, but it waits to "post" this data on its computers until the weekend
before the next quarter begins. If IDES simply posted the data more frequently
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throughout each quarter, the lag quarter wages for many claimants would be avail-
able on the computer system when they applied.

This process would require little additional ongoing coat for a series of reasons
that should hold true in all states. First, it would not affect approximately 88% of
claimants who qualify using the existing base period definition.

Second, for those claimaints who need-their fag quarter wages and for whom those
wages are available when they file, IDES wouldhave little or no ongoing costs. Im-
mediately after the computer issued a finding that a claimant lacked sufficient
wages in the first four of the last five completed calendar quarters, it would issue
a second finding against the last four completed quarters prior to filing.

It is less likely that the wages for those claimants who filed claims early in the
quarter, before their employers had reported the data or IDES had recorded it,
would be available on the computer. For each such claimant, however, IDES's com-
puter could run a "threshold test" which would eliminate further processing for
many claims. The computer would examine the wages in the last three of the com-
pleted calendar quarters before the date of a claim. If those quarters have less than
$440, the claimant could not have earned the necessary amount outside the quarter
with the highest wages and thus IDES could immediately disqualify that claimant
no matter how much she earned in the lag quarter. For any claimant whose lag
quarter wages were not available mid who passed the threshold test, the computer
would be programmed to issue a second monetary eligibility finding as soon as the
claimant's lag quarter wages were posted on the computer. Those claimants who
qualified for benefits could then be paid retroactively to the date of their claim.

While states use various requirements for wages earned (or time worked) during
the base period, most systems would allow for some use of threshold tests. For in-
stance, the State of Washington requires that claimants have worked at least 680
'hours during their base period to qualify for benefits. Mr. Kauffman studied Wash-
ington in comiection with litigation called Duncan v. Turner, a suit that settled after
Washington adopted its movable base period. He determined that threshold tests
could be used to eliminate processing for many claimants in Washington, too.

The largest cost of a movable base period would be for accepting bi-weekly certifi-
cation forms (in which claimants confirm that they are still unemployed and that
they are able to, available for and actively seeking work) for claimants who had to
wait for their lag quarter wages to be posted but who did not then qualify for bene-
fits. That cost would be substantially offset, however, by a savings associated with
the movable base period. Under the present system, claimants who lack sufficient
wages in the first four of the last five calendar quarters must refile at a lator date
to obtain a finding based on their lag quarter wages. For any claimant who does
so IDES bears the costs of processing two claims.

In contrast, under the movable base period, IDES would process only one claim
for such claimants and simply program its computers to issue a second finding for
those claimants who have instficient wages to qualify in the first four of the last
five completed calendar quarters. The costs saved by eliminating these second
claims largely offset the costs incurred by accepting certification forms for claimants
whose lag quarter wages are unreported when they file. The net costs in Illinois
would be an increase of about the time of one additional staff person per year.

2. Moving The Base Period To Capture Filing Quarter Wages
Mr. Kauffman concluded that it is not feasible for a large state like Illinois to

move the base period to capture filing quarter wages, as Vermont is doing, because
that system requires very large increased costs. But, even if the base period moved
to count only lag quarter wages, claimants who need their filing quarter wages to
qualify couldfile a compensable claim three months earlier than they can now. For
example, Mrs. Pennington first applied for benefits on June 7, 1984, thereby estab-
lishing a base period of January I to December 31, 1983. She needed the wages in
both her lag quarter (January I to March 31, 1984) md in her filing quarter (April
I to June 30, 1984) to qualify. Under the existing definition of the "base period"
the first date on which she could file a compensable claim was October 5, 1984. if
the base period had moved to pick up lag quarter wages, however, she could have
filed a compensable claim on July 2. 1984.

If the base period is moved only enough to pick tip lag quarter wages, however,
those claimants who need their riling quarter wages may never luow to file a sec-
ond claim. If federal law required that states notify claimants of the first date when
they might file a compensable claim, however, that problem would be substantially
ameliorated. To give such notice, states need only program their computers to tell
those claimants who are denied benefits but might qualify after moving the base
period to count filing quarter wages, of the first date in' the next quarter when
claimants cm file claims against the filing quarter wages.
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I recommend that notice requirement to you as a salutary addition to the movable
base period concept that will assist those claimants who need their filing quarter
wages to qualify. To accomplish this, Section 601(aX3) of H.R. 4727 could be amend-
ed to add subparagraph (C) as follows:

"(C) if a claimant has insufficient wages or employment during the base
period corsisting of the most recent 4 calendar quarters ending before such
filing, but he might become eligible if the wages he previously earned or
employment he previously worked during the calendar quarter in which the
claimant filed his claim were counted, the State shall notify the claimant,
in writing, of the ftrst date on which he can file another claim for which
the base period will include the quarter in which he filed the prior claim
that was denied."

E. One.Time Costs
Estimates of the one-time costs that states would have to bear to move the base

period vary widely, but even IDES's expert in Pennington testified that they would3e about $2,500,000. That figure was inflated because the state's expert relied on
assumptions that were wrong. In particular, he assumed that there would be sub-
stantial costs to institute a wage request system when the base period could be
moved without using wage requests at all.

Whatever the one-time costs are, such costs are properly understood by amortiz-
ing them over the useful life of the change. The type of changes in computer systems
that would be required to implement a movable base period are ordinarily amortized
over at least five, and perhaps as long as ten years, thus reducing even the state's
high estimate to between $250,000 and $500,000 yearly. It might be a wise invest-
ment to use some of the funds that have built up in the extended benefit trust fund,
but have not been spent during the recession, to assist states in upgrading their
technology. If such funding coincided with a period during which states were re-
quired to develop movable base period systems, the states could finance that change
while also purchasing any other "state of the art" technology that w(,uld improve
the operation of their UI programs.

F. The Betfits Of A Movable Base Period
The costs of adopting a movable base system are negligible when compared to the

enormous benefits to those workers who have earned sufficient income, but are
nonetheless treated as if they lacked siTficient attachment to the work force to qual-
ify for benefits, Two of the Congressional Research Service's recent reports confirm
findings in a number of independent studies which conclude that only a small frac-
tion of the nation's unemployed workers receive Ul. Falk, Unemployed Workers Do
Not Receive Unemployment Compensation: Impact and Incidence, CRS Report for
Congress, Nov. 16, 1990; Falk, The Uncompensated Unemployed: An Analysis of Un-
employed Workers Who Do Not Receive Unemployment Compensation, CRS Report
for Congress, Nov. 15, J 990; Far From Fixed: An Analysis of the Unemployment In-
surance System, Center on Budget and Policy Priorities, March 1992.

In Illinois, only 38% of the unemployed received benefits in an average month
during 1991 making it one of 16 states that fell below the national average for UI
coverage. Far From Fixed at 13--17. Of 63,618 Illinoisans who were denied UI for
lack of sufficient base period wages in 1986, 15,034 claimmts actually had sufficient
base period wages if their lag quarter wages had been counted, and another 9,115
had sufficient wages if their filing quarter wages had been counted. Though states
disqualify claimants with earnings so insubstantial that they could not be said to
have been sufficiently attached to the work force to qualify for UI benefits, the de-
fining characteristic of the claimants who would be served by a movable base period
is that each of them has earned enough income to qualify for benefits; they only
appear to lack sufficient earnings because states do not recognize their most recent
income.

Indeed, the very fact that the immovable base period fails to count a claimant's
most recent wages means that they UI system actually disserves the purpose of pay-
ing benefits to those with a stronger and more recent attachment to the work force.
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The following table, which exhibits the operation of the immovable base period on
three Illinois claimants, proves the point:

let quartet 2Wd quarter 3M quat 41h quer Lag quader FIng quarter 7h qmrr
wag" wege wage wage wagas wage wage

Clalmant 1 0 0 $440 $1160 0 0 0

Calmant 2 0 0 0 $2600 $2600 0 0

Claimant 3 0 0 0 $2600 $2800 (1) $2800

'CO nre row ob Jb t before beginning of 7th quarter.

By any measure of work force attachment (e.g., amount of wages earned, number
of hours worked, how recently the claimant was employed prior to applying for ben-
efits), Claimant 1 has the most tenuous attachment of the three claimants. Yet, he
is awarded benefits when he applies. By the same measures, Claimnt 2 has a
stronger and more recent attachment to the labor force than Claimant 1, yet Claim-
ant 2 is denied benefits, at least until she waits to apply again in the seventh quar-
ter. By every measure, including the fact that he returned to work most promptly,
Claimant 3 has the strongest attachment to the work force. Yet, he receives no ben-
efits at all.

Moreover, many states including Illinois are cutting back welfare programs be-
cause their general revenues are shrinking. Many of those who are thereby cut from
welfare programs would be added to the UI system if states moved their base peri-
ods. And that change would not costs states' general revenues, since UI is ftuded
from the unemployment trust fund.

Finally, unemployment insurance was designed not only to help those who lost
their jobs, but also to "prevent a decline in the purchasing power of the unemployed,
which in turn serves to aid industries producing qoods and services." California v.
Java, 402 U.S. 121, 132 (1971). Delaying or denying benefits to tens of thousands
of claimants in Illinois alone disserves both of these purposes.

Therefore, I urge you to enact Sec. 501 of H.R. 4727 to confirm that, as a part
of the states' obligation to pay benefits "when due," wage record states are required
to move their base periods to count lag quarter wages when necessary to make
claimants eligible for benefits. I also urge you to amend that provision so as to re-
quire that states notify claimants who might become eligible by use of their filing
quarter wages on the first date that they could file a compensable claim.

II. ELIMINATING TIlE HARSH WORK SEARCH REQUIREMENTS FOR RECEIPT OF EXTENDED
BENEFITS

Like all U[ recipients, those who receive extended benefits ("ER") under the Fed-
eral-State Extended Unemployment Compensation Act of 1970, 26 U.S.C.
§3304(aXll), noted Pub. L. 91-373 (as amended) ("EUCA"), must "actively engage
in seeking work." EUCA §202(a)(3)(AXii). But, EUCA also requires claimants to con-
duct "a systematic and sustained effort to obtain work." Id. at }202(aY3HE)(i).
Though nothing in the "systematic and sustained" standard need be interpreted un-
fairly, in fact, m Illinois at least, that language is used to deny EB to many claim-
ants.

Moreover, unlike claimants for regular benefits, claimants who are denied EB for
failure to meet the work search requirement in one week cannot receive benefits in
later weeks even if, during those later weeks, they do conduct "a systematic and
sustained" work search. I Section 202 of H.R. 4727 would solve numerous inequities
in the EB program, by eliminating these special work search requirements.

Under a system devised by the USDOL for both regular benefits and EB, rep-
resentatives in the state's job service offices would fashion a work search plan for
each claimant based on his background and labor market conditions. A claimant
would then be expected to comply with his work search plan in seeking work or risk
losing benefits. At least in Illinois, however, the system has never worked that way.
Instead, during the recession in the early 1980's, IDES created a series of work

Claimants who are denied EB for an inadequate work search can requalify if they are re-

employed for at least four weeks and earn at least four times their average weekly benefit
amount. EUCA, §202(aX3)(B). Anr a practical matter, however, the vast majority of claimants
who become re.employed remain so for a sufficient time to requalify for regular benefits, thus
making re.qualificatio'n for EB largely irrelevant.



146

search "rules of thumb" that were required of EB claimants. For example, EB claim-
ants had to be willing to look for jobs: (I) that paid the greater of minimum wage
or their weeldy benefit amount; (2) that required an hour and a half in travel time,
one way, to or from work; and (3) on every shift. Claimants were also required to
make at least five job contacts each week, but only "in person," not telephone or
mail contacts, were acceptable.

IDES did not notify claimants of these rules. Instead, it gave each claimant a
questionnaire in which the claimant was asked questions such as "what is the low-
est starting wae you will acct? Even a claimant who answered that he was will-
ing to accept a Job paying much less than he had previously earned was denied ben.
ets if he did not say that he would accept the greater of minimum wage or his
weekly benefit amount. And, if the claimant contested that denial, when he was no-
tified of the hearing on his claim, he still was not told the reason that he had been
denied benefits so that he could properly prepare for the hearing.

In Cosby v. Ward, 843 F.2d 967 (7th Cir. 1988), the United States Court of Ap-
peals for the Seventh Circuit held that IDES had violated EB claimants' due process
rights by failing to notify them of the work search rules of thumb, and of the issues
to be heard at hearings. Id. at 982-86. But the Court held that states did not have
to fashion work search plans to guide claimants because, the Court said, the
USDOL letters, which describe the process for making and using work search plans,
,lid not have the force of law. Id. at 979-81.

Cosby was resolved by entry of a partial settlement agreement, a copy of which
is enclosed. Under that settlement, IDES agreed to notify claimants of its work
search rules of thumb and of the issues to be raised at hearings, but it retained the
power to use its rules of thumb. It continues to use those rules as confirmed by the
notice, a copy of which is enclosed, that it gives claimants who apply for benefits
under the Emergency, Unemployment Compensation Act of 1991.
IDES justifies requiring compliance with its EB rules of thumb by asserting that,

as claimants remain unemployed longer, they should have to lower their expecta-
tions as to acceptable work. But the unemployment insurance system contains other
incentives to prod claimants to find work. For instance, UlI benefits are only a per-
centage of a claimant's former wages; even to receive regular benefits, claimants
must not only look for, but also accept work; and, as clm'mants near the time at
which they will exhaust their benefits they must be willing to accept less remunera-
tion or risk going without income at af.

There is no reason to also require that during recessions, claimants must accept
bad jobs. Indeed, UIl benefits are intended to constitute "a means of assisting a
worker to find substantially equivalent employment." California v. Java, 402 U.S.
121, 132 (1971). The 26 week period during which claimants can receive regular
benefits is extended during recessions precisely because, during such times, eco-
nomic conditions make it unlikely that workers can locate substantially equivalent
employment. Indeed, it is inefficient and wasteful to force skilled workers into un-
skilled jobs since, when a recession lifts, we want those skilled workers to return
to jobs that utilize their skills. Moreover, a process of using the UI system to force
people into jobs that pay less undercuts the goal of preventingn) a decline in the
purchasing power of the unemployed, which in turn serves to aid industries produc-
ing goods and services." California v. Java, 402 U.S. 121, 132 (1971).

The failure of the Ul system to cover man7, workers who are unemployed is se-
vere. Eliminating the harsh work search requirements that are now associated with
EB would increase the coverage and return the system to its intended purposes. I
urge you, therefore, to enact Section 202 of H.R. *4727 so that states wil& evaluate
claims for EB using the state law standards by which they evaluate regular U!
claims.

Very truly yours,
JEFFREY B. GILBERT, Attorney at Law

Perrysburg, OH, May 15, 1992.

WAYNE HOSIER,
U.S. Senate,
Committee on Finance,
Washington, DC.

Dear Mr. Hosier: The problem with the unemployment insurance system lies to-
tally in the approach taken by Congress. The emphasis should not be how to extend
more benefits to the unemployed, but rather how do we insure that. unemployed peo-
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ple become productive. All anyone has to do is simply look in the newspaper want
ads or drive through any business district to determine that there is a multitude
of jobs in our society that are available to anyone with a modest amomt of anbi-
tion. Instead, the focus of the government has been how to make life more com-
fortable for those people who do not bother to be productive citizens.

We can argue theory all day. However, the best support is real life examples of
what is actually happening in our economy. I was moved to write this letter simply
because I have seen many real life situations in the last several months that I find
appalling. As examples, I offer the following:

(1) An individual was sent for a job at a bank and was hoping not to be accepted
for the job so that she could instead work a seasonal job. S he knew she would be
laid off from the seasonal job and be able to collect unemployment compensation for
a significant part of the year.

(2) An employee who literally refused work that was available from the company
where she was employed was only disqualified from unemployment for that particu-
lar week. She was able to collect unemployment for subsequent weeks since the em-
ployer did not want her services due to her uncooperative behavior.

(3) Another individual was laid off by a company because he was unreliable. He
simply did not go to work if he was not in the mood to do so. Not only has he been
able to collect unemployment, but he made future plans under the assumption that
he would not be forced to work since he really was not actively looking for work.
His unemployment benefits have been extendedtunder recent law.

(4) Many employees now "volunteer" to be laid off. This is done by "reverse senior-
ity." How can unemployment be a problem when people are this anxious not to
work?

(6) The attitude of several people with whom I have talked regarding their em-
ployment status is that they see no reason to begin looking for work until approxi-
mately two weeks before their unemployment benefits will expire. Everyone I talked
to fully expected their benefits to be repeatedly extended so that they would not
have to seek a job.

(6) 1 even saw a newspaper article interviewing an individual who might be re-
moved from the welfare rolls in Ohio because he is a single, able bodied adult. He
publicly made the statement that he was simply not interested in working for
McI)onalds for $6 an hour, but would rather stay on welfare and wait for a better
job.

The problem is quite simple. Many people now believe that they have a right to
expect to make $10 and $15 per hour at a bare minimum. Anything less than that
amount is deemed "menial labor" that is beneath them.

The Senate Finance Committee should show leadership by making it clear to the
American public that "menial" and "labor" are mutually exclusive terms. There is
an honor in any job well done. Again, getting back to real life examples, I had the
occasion to have a pizza delivered to my house several months ago. The delivery was
made by a man in his mid 40's. He was educated and had a relatively good job, but
had decided that he should supplement his income in an effort to set aside some
money for his childrens'ePducation. If such a man can do what some of you believe
to be "menial labor, I see reason why the same should not be expected om people
who are on unemployment insurance. The absolute unfairness of the situation
can be best seen when one realizes that the man trying to supplement his
income by working a second Job is being heavily taxed on that supple-
mental income in order to provide public assistance to people who feel
such a Job is beneath them.

In closing, I suggest that people on unemployment insurance be expected to work.
First, many of these people are working tinder the table for cash and double dipping
by collecting the unemployment. insurance. A policy of making them work would
eliminate these cheater from the claimants. Also, the prospect of having to work for
public benefits would undoubtedly provide motivation for some of the claimants to
find work in the private sector.

There are many projects that could utilize the services of the unemployed. Recy-
cling centers and the highway litter clean up are two obvious examples. There are
many jobs in the private sector that also could provide productive activity for the
unemployed if we begin to expect something fbr the benefits provided to them.

Very truly yours,
CALVIN G. SMIM
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STATEMENT OF TIE U.S. CiAMmrR OF COMMERCE

The U.S. Chamber of Commerce Federation of state and local chambers of com-
merce, businesses, anid associations takes great interest in the health and future of
the nation's unemployment insurance (U[) system. Chamber members have a vital
stake in the U! system, which not only is financed by employers, but also helps to
stabilize employment and sustain purchasing power during economic downturns.
The Chamber F"?deration would like to offer its views on the current state of the
system and on proposals to reform it.

This country may be finally experiencing an economic turnaround. However, we
recognize that robustness in the job market typically lags behind the first signs of
economic recovery. We can expect high levels of unemployment to continue for some
period of time, such that many of the long-term unemployed will again face the
prospect of exhausting their benefit eligibility. The Chamber Federation did not op-

ose last fall's efforts to extend benefit payments as such, and does not do so now.
Nevertheless we would like to point out once again that the need for additional ben-
efits is a reflection both of the severity of the long recession and the lack of firm
pro-economic growth policies on the part of Congress and the Executive Branch. A
further extension of benefits still is only a palliative; new job creation is the needed
cure.

Another current proposal with which the Chamber is concerned is that of sub-
stituting the Total Unemployment Rate (TUR) for the Insured Unemployment Rate
(lUR) in triggering extended benefits. The TUR reflects unemployment in the entire
population, and thus includes persons who do not meet basic Ut eligibility require-
ments-those who voluntarily quit their jobs, were discharged for misconduct, or
who have not worked long enough to meet minimum qualifying standards. By con-
trast the IUR properly measures unemployment only amongthe population eligible
for 0i. The Chamber strongly believes that the IUR trigger should be retained.

Familiar from previous years, some members of Congress are suggesting that the
UI system's perceived problems can be solved by increasing employer taxes. Last
year, the taxable wage base would have been indexed to the Social Security wage
base; this year, it would be indexed to average annual covered wages. In either case,
it expands employers' tax liability without affecting claimants' benefits. here is no
need for this tax increase. There is abundant money in the federal unemployment
trust fund already. Again, it should be remembered that what the unemployed will
always need most is jobs. An animal tax increase that raises the cost of labor can
only inhibit both job creation and economic vitality. ,

Among new suggestions to be considered this year is one which would remove the
unemployment trust fuds from the unified budget. The Chamber Federation sup-
ports this proposal. These are dedicated trust funds and, as such, should be used
only for the purposes for which employers' taxes are unposed, i.e., for program ad-
ministration, extended benefits, andloans to states that have depleted their benefit
reserves. Where compelling needs exist, access to employer tax monies should not
be barred by budget rules.

Finally, a critical facet of the Cmnber's 1992 National Business Agenda is a new
examination of the human dimension of enterprise. To promote the overall develop-
ment of a highly motivated, trained, and productive workforce, we must look toward
a spectrum of policies affecting education and employment. The UI safetnet clearly
plays a key role. Over the next six months, the Chamnber Federation wilbe develop-
ing a human capital investment plan incorporating all of these concepts.

Accordingly, the Chamber Federation is pleasedto see a focus this year on better
assisting the dislocated worker. We believe, however, that as part of this debate, two
concerns must be kept in mind. First, services for the structurally unemployed al-
ready exist, such as 1'i tle Ill of the Job Training Partnership Act. We suggest that
before yet another new program is created, it should be determined if already exist-
ing programs can be better coordinated within the UI system so as to thoroughly
serve the needs of dislocated workers. Second, financing for aly programs should
not come from imemplovnient taxes. These monies are paid into the system by em-
ployers to pay for benefit costs and basic labor exchange functions, and that is'what
they should be used for. Employers should not automatically be expected to pay also
for training costs, relocation costs, and self-employment costs.

The Chamber looks forward to working with this Committee in this area. We also
thank you for your consideration of our views, mid request that this statement be
made part of tlhe April 29 hearing record.
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