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UNEMPLOYMENT COMPENSATION REFORM

TUESDAY, FEBRUARY 29, 2000

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HUMAN RESOURCES,
Washington, DC.
The Subcommittee met, pursuant to notice, at 1:34 p.m., in room
B-318, Rayburn Building, Hon. Nancy L. Johnson (Chairman of
Subcommittee) presiding.
[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HUMAN RESOURCES

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1025
February 22, 2000
No. HR-16

Johnson Announces Hearing on
Unemployment Compensation Reform

Congressman Nancy L. Johnson (R-CT), Chairman, Subcommittee on Human Re-
sources of the Committee on Ways and Means, today announced that the Sub-
committee will hold a hearing on unemployment compensation reform. The hear-
ing will take place on Tuesday, February 29, 2000, in room B-318 Rayburn
House Office Building, beginning at 1:30 p.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. Witnesses will include Governor Jane
Dee Hull of Arizona and Governor Bob Taft of Ohio, Members of Congress, and a
representative of the U.S. Department of Labor. Additional witnesses will include
representatives of employers, labor, State administrators, and scholars. However,
any individual or organization not scheduled for an oral appearance may submit a
written statement for consideration by the Committee and for inclusion in the print-
ed record of the hearing.

BACKGROUND:

The Unemployment Compensation system is a Federal-State program that pro-
vides benefits to unemployed workers with a history of labor force attachment.
Every State designs its own benefit program, within a broad framework provided
by Federal law, and levies taxes on employers to pay for regular unemployment ben-
efits. The Federal Government also imposes a tax on employers, based on their
number of employees, that pays for the Federal parts of the system. These parts
include payments for State and Federal administration, funds for the U.S. Employ-
ment Services which helps unemployed workers reenter the labor market, funds for
loans to States with bankrupt programs, and funds for half of extended unemploy-
ment benefits for workers in States with exceptionally high levels of unemployment.
All funds, both those for regular State benefits and for the Federal parts of the sys-
tem, are kept in Federal accounts that, like Social Security funds, are part of the
unified Federal budget.

In the last three years, several proposals for reforming the Unemployment Com-
pensation program have been discussed. Several of these proposals have appeared
in proposed legislation. Some of the major legislative proposals would:

—eliminate the 0.2 percent surtax placed on employers in 1976 and was extended
most recently through 2007 by the Balanced Budget Act of 1997,

—change the base period employment requirements to qualify for unemployment
benefits and thereby allow more workers to qualify;

—shift some Federal responsibilities, including control over the taxes that support
them, to the States;

—provide incentives for States to improve the solvency of their benefit accounts;
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—make the extended benefits program more accessible; and

—increase access to unemployment benefits for laid-off workers seeking part-time
work.

A working group of the Administration, labor, business, and various entities with
an interest in Unemployment Compensation has been meeting for nearly two years
in the attempt to reach a compromise proposal that could draw support from across
the political spectrum.

In announcing the hearing, Chairman Johnson stated: “The nation’s unemploy-
ment program provides critical services to out-of-work Americans. As we move into
the 21st Century, it is important that we improve and strengthen the system so we
can meet the increasingly complex needs of the changing workforce. This hearing
Will1 give us an opportunity to review a variety of proposals developed to meet this
goal.”

FOCUS OF THE HEARING:

The hearing will focus on the various reforms now under discussion.
DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect or MS Word format,
with their name, address, and hearing date noted on a label, by the close of business,
Tuesday, March 14, 2000 , to A.L. Singleton, Chief of Staff, Committee on Ways and
Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their state-
ments distributed to the press and interested public at the hearing, they may de-
liver 200 additional copies for this purpose to the Subcommittee on Human Re-
sources office, room B-317 Rayburn House Office Building, by close of business the
day before the hearing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette WordPerfect or MS Word format, typed in single space and may
not exceed a total of 10 pages including attachments. Witnesses are advised that the Committee
will rely on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at “http:/waysandmeans.house.gov”.
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The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202-225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

————

Chairman JOHNSON. We are going to delay our opening state-
ments and move right to Congressman Levin and hopefully Con-
gressman English so that they have full opportunity to give their
testimony and answer questions before the Governor arrives at 2.
We will adjust our activities according to the needs of those who
are testifying. And so with that, Sandy, I would really like to wel-
come you.

Mr. LEVIN. Thank you.

Chairman JOHNSON. You have been a long and active Member of
this Subcommittee of many years and I appreciate your testifying.
And if then Ben would like to open.

Mr. CARDIN. My opening statement was devoted to the great ca-
reer that Congressman Levin has had as Ranking Member of this
Committee, but I will defer all those comments and just welcome
our colleague to the Committee.

STATEMENT OF HON. SANDER M. LEVIN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. LEVIN. Well, thank you. And to the two of you and to Jim
McCrery, I very much appreciate the chance to testify today. You
have my written statement and I will refer to it.

Chairman JOHNSON. And it will be entered in——

Mr. LEVIN. Good.

Chairman JOHNSON.—its entirety in the record.

Mr. LEVIN. As you know, this is a vital issue. I was thinking
about it yesterday and the only way it would not be absolutely im-
portant would be if anybody thinks there will never be another re-
cession. And none of us like to think that there ever will be. But
I think the likelihood is there will be some kind of a downturn at
some point in the future.

And that is why I think it is so wise to Congresswoman Johnson
and to you, Mr. Cardin, and, Mr. McCrery, that you are taking the
time to look at this issue. And as I look at the various proposals,
I would like all of you to consider the clear need for a continuing
Federal role in this matter.

History has taught us that states cannot always address unem-
ployment singlehandedly, and that as a nation we should save re-
sources during good times to prepare for less fortunate cir-
cumstances.

And as I was reading that over, it struck me, I think more and
more there is some agreement across party lines that, as they say
now in a trite way, we should fix a roof when the sun is shining.
And I think that very much applies to Unemployment Compensa-
tion. And I fear that advocates of eliminating the current Federal-
State partnership on unemployment have failed to accept these two
lessons.



5

And let me give you, if I might, one example. It is from my own
home state. And this is a reference to 1982, the last recession of
the early ‘nineties. I did not look up the figures for the even more
severe recession in the ‘eighties, but my guess is the figures would
be even more dramatic.

In 1992, 188 million in Federal unemployment taxes were paid
in my home state of Michigan. But the Federal Government spent
$719 million that same year in Michigan for administrative costs
and emergency unemployment benefits. I understand the Governor
of Ohio was not—is not able to be here today.

Chairman JOHNSON. Unfortunately.

Mr. LEVIN. I do remember at a hearing of the Subcommittee a
few years ago when he was here, I raised this issue relative to Ohio
and presented figures showing, in a particular year, how much was
paid in and how much was paid out. And while the figures were
not quite as striking as those from Michigan, I thought they were
rather dramatic. And I think that so-called devolution proposals,
including H.R. 3174, would eliminate or seriously erode this Fed-
eral backstop protection during economic downturns.

The major impetus behind proposals to eliminate the Federal col-
lection of unemployment taxes is the concern that states have ex-
pressed regarding inadequate administrative funding being pro-
vided by the Federal Government. And let me say unequivocally
that this is a legitimate concern which should be addressed. And
3174 shines a spotlight on that issue, though it goes much beyond
it.

However, we do not need to eliminate the Federal role in helping
unemployed workers to achieve that goal. In the legislation that I
have introduced with Representative English, who is next to me,
administrative funding—additional funding would be provided to
those states that make an even modest improvement in the sol-
vency of their state Ul trust funds.

And I would like to point out, according to the Labor Depart-
ment, 20 states currently have insufficient reserves in their unem-
ployment trust funds to weather a severe recession. Encouraging
them to save for the future is certainly consistent with common
sense.

I also understand that a working group on unemployment issues,
which represents employers, workers, the states, and the adminis-
tration, have discussed the advantages of making UI administra-
tive funding mandatory, rather than discretionary. This proposal
warrants some attention, particularly concerning the recent trend
in the Appropriations Committee.

In fact, the shortfall between funding provided by the Appropria-
tions Committee and the level of financial need in the states to ad-
minister the Ul systems has grown considerably since 1994. And
I point that out to—in part because that is the fact and, in part,
because I do think that everybody who wants to flirt with the idea
of devolution should look at what the record is.

Because from 1995 to 198, a shortfall between administrative
funding and financial need increased from three percent to more
than 13 percent. Continually cutting appropriations for Ul and em-
ployment services and the claiming that reduction makes the case
for devolution, seems a bit disingenuous.
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There are two other issues the Subcommittee should consider, I
think, when reviewing proposed reforms for the UC system. First,
during the last recession, the Extended Benefits Program did not
trigger on appropriately, meaning Congress was forced to pass an
Emergency Unemployment Compensation program at $28.5 billion
dollars as I remember it. And I think that all of you were on the
Subcommittee during at least some of those years. And I was. And
the difficult task we had in terms of providing for emergency fund-
ing.
And the legislation introduced by Mr. English and myself pro-
poses an alternative trigger for the EB program to ensure that it
works as intended. This approach, which assesses the total number
rather than the insured number of unemployed workers, is con-
sistent with the recommendations of the Advisory Committee on
Unemployment Compensation.

And, second, some low-income workers are being denied UI bene-
fits because their most recent earnings are not considered by many
states when eligibility decisions are made. To address this situa-
tion, H.R. 1830 would provide funds to help states voluntarily im-
plement—and I emphasize voluntarily implement—so-called Alter-
native Base Periods, which calculate the last four quarters of earn-
ings, rather than the first four out of five. This change represents
one way to begin to reverse the long-term trend of fewer unem-
ployed Americans receiving Ul benefits.

And I do say to all of you, as colleagues, if we asked our constitu-
ents what percentage—just give us a rough approximation—of un-
employed people are eligible for Unemployment Compensation, I
doubt if anybody would come any close to as low a figure as one-
third. There is something wrong.

And it seems to me—for example, people who have moved from
Welfare to work who would be vulnerable in a recession, I just
think for those and others, there has to be some answer. And the
notion that only a third of the unemployed workers, people who are
working are eligible these days for unemployment—a historic low—
I think is contradictory to what we believe in the value of work.

In closing, let me say that I hope this Subcommittee is guided
by one overriding concern when considering reforms to our Nation’s
Unemployment Comp system—the well-being of workers without
employment. We need a system capable of providing them with
temporary wage replacement, and I would add, with permanent re-
employment—a system that is dependable on both good times and
bad. Thanks very much.

[The prepared statement follows:]

Statement of Hon. Sander M. Levin, a Representative in Congress from the
State of Michigan

Madame Chairwoman, I would like to thank you for allowing me to testify today
on a very important issue—our Nation’s response to unemployment. It is a pleasure
to return to the Human Resources Subcommittee, if only for a day.

As you consider various proposals to reform the unemployment compensation sys-
tem, I urge you to consider the clear need for a Federal role in addressing a Na-
tional issue.

History has taught us that States cannot always address unemployment single-
handedly, and that as a Nation, we should save resources during good times to pre-
pare for less fortunate circumstances. I fear that advocates of eliminating the cur-
rent Federal-State partnership on unemployment have failed to learn these two les-
sons.
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Let me give you one example of this issue. During the last recession in 1992, $188
million in Federal unemployment taxes were paid in my home state of Michigan.
But the Federal government spent $719 million that same year in Michigan for Ul
administration costs and emergency unemployment benefits. So-called devolution
proposals, including HR 3174, would eliminate this Federal backstop protection dur-
ing economic downturns.

The major impetus behind proposals to eliminate the Federal collection of unem-
ployment taxes is the concern States have expressed regarding inadequate adminis-
trative funding being provided by the Federal government. Let me say unequivocally
this is a legitimate concern which should be addressed.

However, we do not need to eliminate the Federal role in helping unemployed
workers to achieve that goal. In the legislation I have introduced with Representa-
tive English (HR 1830), additional administrative funding would be provided to
those States that make even modest improvements in the solvency of their State
UI Trust Funds.

I should say that, according to the Department of Labor, 20 States currently have
insufficient reserves in their unemployment trust funds to weather a severe reces-
sion. Encouraging them to save for the future is certainly consistent with common-
sense.

I also understand that a working group on unemployment issues, which rep-
resents employers, workers, the States and the Administration, have discussed the
advantages of making Ul administrative funding mandatory, rather than discre-
tionary. This proposal warrants some attention, particularly considering the recent
trend in the Appropriations Committee.

In fact, the shortfall between funding provided by the Appropriations Committee
and the level of financial need in the States to administer their Ul systems has
grown considerably since my friends who advocate on behalf of devolution assumed
majority status in Congress. From 1995 to 1998, this shortfall between administra-
tive funding and financial need increased from 3% to more than 13%. Continually
cutting appropriations for Ul and employment services, and then claiming that re-
duction makes the case for devolution, may seem a little disingenuous to a neutral
observer.

There are two other issues the Subcommittee should consider when reviewing pro-
posed reforms for the Unemployment Compensation system. First, during the last
recession, the Extended Benefits Program did not trigger on appropriately, meaning
Congress was forced to pass an Emergency Unemployment Compensation program.
My legislation proposes an alternative trigger for the EB program to ensure that
it works as intended. This approach, which assesses the total number rather than
the insured number of unemployed workers, is consistent with the recommendations
of the Advisory Committee on Unemployment Compensation.

And second, some low-income workers are being denied UI benefits because their
most recent earnings are not considered by many States when eligibility decisions
are made. To address this situation, HR 1830 would provide funds to help States
voluntarily implement so-called Alternative Base Periods, which calculate the last
four quarters of earnings, rather than the first four out of five. This change rep-
resents one way to begin to reverse the long-term trend of fewer unemployed Ameri-
cans receiving Ul benefits.

In closing, let me say that I hope this Subcommittee is guided by one overriding
concern when considering reforms to our Nation’s unemployment compensation sys-
tem—the well-being of workers without employment. We need a system capable of
providing them with temporary wage replacement and permanent re-employment—
a system that is dependable in both good times and bad.

Thank you.

Chairman JOHNSON. Thanks very much, Congressman Levin.
And, Congressman English, a pleasure to welcome you before the
Committee. It has been a great help to me to have you on my right
hand and I am delighted to have you

Mr. ENGLISH. Thank you, Madam Chair. That is

Chairman JOHNSON.—testify in support of your legislation.
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STATEMENT OF HON. PHILIP S. ENGLISH, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF PENNSYLVANIA

Mr. ENGLISH. That is high praise. And I want to, first of all,
thank you for the opportunity to testify. Second of all, say that I
would like to associate myself with remarks of the distinguished
gentleman from Michigan and it is a privilege for me to be the
prime cosponsor of his legislation, which, I believe, has the support
of the administration.

I would like to kind of condense the remarks I had intended to
deliver here today, but simply make the point that there is a real
problem in our system of unemployment insurance. The safety net
is badly tattered and there are many holes that the public is large-
ly unaware of. I think we need to move to address that.

Second of all, the time to act is now. The fact that we are in a
period of comparatively low unemployment and comparatively low
utilization of the program, means that it is a perfect time to try
to address this problem because of cost factors. We need to move
now, not when we are next in a recession.

And, third, I want to caution the Subcommittee against the dan-
gers of vulcanizing [ph] unemployment insurance in America. I be-
lieve we need to have a strong national system of unemployment
insurance that can guarantee that people can receive like treat-
ment in states across the country and that states will have a com-
parable fiscal capacity to deal with problems.

When I began to deal with this issue, I was a young staffer work-
ing for the State Senate Labor Committee in Pennsylvania and our
experience was that Pennsylvania was going afresh into a reces-
sion. And, in fact, our state had been plagued with high employ-
ment for a long period of time. I fear that if we tamper with the
Federal nature of the unemployment insurance system, we run the
risk of putting states who had—go through longer spells of unem-
ployment at a comparative disadvantage dealing with their prob-
lem because they are forced to raise taxes and ultimately make
themselves a less attractive place for investment.

Lake last year, in addition to the legislation that I have cospon-
sored with Mr. Levin, I introduced legislation designed to empower
states to meet the needs of the long-term unemployed. The current
unemployment insurance system was created to help states combat
short-term unemployment. Unfortunately, workers who are laid off
from their jobs now are less likely to return to their previous jobs
as in the past, even in the situation where we are running and it—
through a period of extended growth.

Unemployment is hard enough on families without the worry
that benefits will not be available because of the structure of the
system. H.R. 3167, the legislation which I have introduced, will
make several important changes to the current system.

One, it will make it easier for states to provide extended unem-
ployment benefits to workers who have been unemployed for long
periods by broadening the trigger states can use to access benefits.

Research has shown that the combination of the reduction in the
Insured Unemployment Rate and the increase in the trigger level
during the recession of the early ‘nineties, resulted in the failure
of the Extended Benefits program to trigger on as unemployment
continued to rise.
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As a result, Congress found it necessary to pass a series of emer-
gency extensions of UC benefits. Put simply, no state was able to
tap into Extended Benefits during the most recent recession. THat
is a signal that the system is broken.

Two, my legislation would encourage states to maintain sufficient
unemployment trust fund balances to cover the needs of unem-
ployed workers in the event of a recession. States that maintain
adequate reserves, based on their own experience, to cover ex-
penses in future recessions would receive slightly increased interest
earnings on the part of their trust fund; states that fall short would
receive slightly reduced interest earnings. This would provide an
incentive for states to be good trustees of the system.

Third, it would allow interest-free cash-flow Federal loans only
for states that have sufficient trust fund reserves to last through
a future recession.

Fourth, it would allow states to collect the Federal share of un-
employment insurance taxes from employers, allowing employers to
fill out one form and write one check, not two, one of the benefits
attributed to some of the devolution plans that this Subcommittee
will also consider.

It would also, fifth, require states to distribute information pack-
ets explaining unemployment insurance eligibility conditions to un-
employed individuals.

All of these provisions are based on recommendations from the
Advisory Counsel on Unemployment Compensation. The findings
from the Advisory Counsel, which was established in 1991, have
been out there for a number of years and my legislation freely was
modeled on them. I—the process of drafting H.R. 3167 allowed me
to utilize my experience when considering the effects each rec-
ommendation would have on the unemployment insurance system.

And, finally, Madam Chair, I would also hope that the Sub-
committee would consider the pernicious effects of the current Tax
Code on the unemployment insurance system. Specifically for the—
we now, unlike in the early eighties, tax unemployment insurance
benefits as income. This has put many people who go through an
extended period of unemployment and collecting benefits at a big
disadvantage in the following year when they are forced to pay
taxes. This is the cruelest tax of all.

The tax on Unemployment Compensation kicks workers when
they are down. Unemployment benefits are intended to stabilize
the income of individuals and families in the face of layoffs. Yet
someone who experiences lengthy unemployment, a situation that
depletes the financial reserves of most middle class families, will
face a large, and usually unexpected, tax liability the next year.
That is unfair and I would hope we would move to address that at
some point in the future.

I thank you for the opportunity to testify and for the fact that
you have been willing to take the Subcommittee and focus on this
very important issue in this important system.

[The prepared statement follows:]

Statement of Hon. Philip S. English, a Representative in Congress from the
State of Pennsylvania

Madame Chairwoman and fellow Members of the Subcommittee, I want to thank
you for holding this important hearing and for allowing me to address my colleagues
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and everyone in attendance today on unemployment reform. As most of you may
know, before being elected to Congress, I was the Research Director for the Senate
of Pennsylvania Labor and Industry Committee. During my tenure, I dealt with
many of the issues being discussed today and I can tell you from my own hands-
on experience that the current unemployment insurance (UI) system is badly in
need of reform. States are not equipped to tackle unemployment as we begin the
new millennium with a Ul system that has changed very little since its inception
and cannot deal effectively with the changing nature of unemployment. I will dis-
cuss several changes to the system I am proposing as well as the unfair taxation
of benefits during my testimony today.

Late last year, I introduced legislation designed to empower states to meet the
needs of the long term unemployed. The current unemployment insurance system
was created to help states combat short-term unemployment. Unfortunately, work-
ers who are laid off from their jobs now are less likely to return to their previous
jobs as in the past—and long-term unemployment is increasing. The current system
cannot adequately address long-term unemployment.

Unemployment is hard enough on families, without the worry that benefits will
not be available because of the arcane structure of the system. H.R. 3167, the legis-
lation which I have introduced will make several important changes to the current
system:

1.) Make it easier for states to provide extended unemployment benefits to work-
ers who have been unemployed for long periods by broadening the trigger states can
use to access benefits.

Research has shown that the combination of the reduction in the Insured Unem-
ployment Rate and the increase in the Trigger level during the recession of the
1980’s resulted in the failure of the Extended Benefits program to trigger “on” as
unemployment continued to rise. As a result, Congress found it necessary to pass
a series of emergency extensions of Ul benefits. Put simply, no state was able to
tap into Extended Benefits during the most recent recession. Therefore, it is abso-
lutely necessary to reform the program prior to the onset of the next recession.
Emergency extensions of benefits are a Jerry-Built policy prescription neither well-
timed nor well-targeted.

2.) Encourage states to maintain sufficient unemployment trust fund balances to
cover the needs of unemployed workers in the event of a recession. States that
maintain adequate reserves (based on their own experience) to cover expenses in fu-
ture recessions would receive slightly increased interest earnings on part of their
trust funds; states that fall short would receive slightly reduced interest earnings.

3.) Allow interest-free, cash-flow federal loans only for states that have sufficient
trust fund reserves to last through a future recession.

4.) Allow states to collect the federal share of unemployment insurance taxes from
employers, allowing employers to fill out one form and write one check, not two.

5.) Require states to distribute information packets explaining unemployment in-
surance eligibility conditions to unemployed individuals.

All of these provisions are based on the Advisory Council on Unemployment Com-
pensation’s Collected Findings and Recommendations for 1994-1996. As most of you
know, the Advisory Council was established under the Emergency Unemployment
Compensation Act of 1991. That law instructs the Council to evaluate the unemploy-
ment compensation program and make recommendations for improvement. The
process of drafting H.R. 3167 allowed me to utilize my experience when considering
the effects each recommendation would have on the UI system. I have concluded
that if the recommendation were enacted into law, as I propose in H.R. 3167, states
(like Pennsylvania) would have the tools to assist workers faced with the long-term
unemployment.

Another important issue I would like to address is the current tax on unemploy-
ment compensation (UC) benefits. Before 1979, UC benefits were excluded from in-
clusion in income tax purposes. UC benefits are currently fully subject to tax. This
tax treatment, in place since 1987, puts UC benefits on par with wages and other
ordinary income in regard to income taxation. Last year, I introduced legislation,
H.R. 3169, the “Unemployment Tax Repeal Act,” to gain exclude UC benefits from
inclusion in gross income for tax purposes. The pre-1979 exclusion was upheld by
Internal Revenue Service rulings based on three arguments: 1.) the law did not ex-
plicitly require taxation of UC, 2.) the benefits were viewed as part of the social wel-
fare system and not regarded as wages, and 3.) taxation would undercut UC’s in-
come support objectives. I feel the final justification is particularly true. The UC tax
is not a tax on income; it is a tax on benefits—benefits received during one of the
most difficult times in a person’s life. The UC tax hurts the economic security of
workers throughout America. Our system should be structured to provide benefits
to taxpayers, not dump penalties on the unemployed.
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Madame Chairwoman I have talked to literally dozens of people in Western Penn-
sylvania who have collected unemployment benefits—and then paid taxes on the
benefits as normal income. Their experiences highlight now grossly unfair tax is.

The tax on unemployment compensation kicks workers when they are down. Un-
employment benefits are intended to stabilize the income of individuals and families
in the face of layoffs. Yet someone who experiences lengthy unemployment—a situa-
tion which depletes the financial reserves of most middle class families—will face
a large (and usually unexpected) tax liability the next year. For many who have
struggled to survive a layoff, this tax bill is the last straw.

Simply allowing tax withholding on these benefits is no solution: it merely de-
pletes the value of compensation that is already merely adequate. I would argue
that however this tax is administered, it is fundamentally inequitable and per-
versely burdensome to a beleaguered middle class.

Madame Chairwoman, I will conclude by emphasizing my strong support for re-
forming our unemployment system. It is my hope that our Committee will give its
strongest consideration to developing legislation that will encompass may of the sug-
gestions heard here today. Following through on these recommendations will result
in a more manageable system and a more secure U.S. workforce.

Thank you for the opportunity to testify today.

e —

Chairman JOHNSON. Thank you. I appreciate you both providing
us with a very thoughtful introduction to this hearing. And I am
g?ing to yield to Mr. McCrery to question first since we are short
of time.

Mr. McCRERY. Thank you, Madam Chairman. Gentlemen, thank
you for your testimony today and for your thoughtfulness in look-
ing at our unemployment insurance system and the system of bene-
fits for the unemployed. And you bring up some very good ques-
tions that we ought to take a look at.

However, I am puzzled by your reluctance to promote a repeal
of the .2 percent surtax. The point—the revenue from the .2 per-
cent surtax is overflowing. It is causing our cups, our various
funds, to overflow and we have continually jiggered the caps and
created other funds that they could—excesses could flow into. It is
a really bizarre, almost Byzantine—here is a chart showing all the
funds that we now let over excess funds flow into.

And really, the only reason we have been doing that is not for
the benefit of the unemployed. It is for the—it has been for the
benefit of the deficit. It was to hide the deficit. It was just to bring
revenues into the Federal Government that mask the true size of
our deficit. And now that we don’t have a deficit, how can you jus-
tify not promoting, in your bills or in any bill addressing the Ul
system, repealing this burdensome, unnecessary tax on employers?

Mr. LEVIN. Go ahead.

Mr. ENGLISH. I may have a different answer than some others
might. My opposition to it at this stage is purely tactical rather
than philosophical. I would like to see us deal with all of the prob-
lems in the UC system, or, at least, look for ways of improving the
UC system overall. As part of doing that, I am perfectly willing to
entertain the repeal of the .2 percent surtax. I think your criticism
of the surtax has considerable merit.

My concern is that, in the process of going forward to repeal it,
we not also forget some of the other things that need to be fixed
in the UC system, like the Extended Benefits Program. I would
point out to the gentleman that fixing the Extended Benefits Pro-
gram would be a very inexpensive thing to do in the big picture.
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And if we were to do that and several other reforms and also repeal
the .2 percent surtax, you would see it as a win-win for workers
and for small business. And I thank the chair

Mr. McCRrERY. Thank you.

Mr. LEVIN. And, Mr. McCrery, my response is not so different.
I think it is a mistake to take one piece of this. We should look
at the larger picture. And I think the Advisory Committee—or
there is a working group that is doing just that. And I would think
we should encourage it.

I looked at the figures for various states and it is true that there
is a major discrepancy between what is paid in and what is paid
out in administrative costs. For example—and the Governors will
be here for Arizona—and I didn’t copy down the year—45 million
paid—no, 112 million paid in and 45 million paid back. But the
percentage of unemployed who receive insurance in Arizona is 21
percent.

And I mention your state because I think you will be
unsatisfied—dissatisfied with the figure. You paid in with both fig-
ures 92 million and received back 38 in administrative. But your—
the rate of coverage in Louisiana is 26 percent.

Now, there is something wrong with the system that leaves only
a fifth or a quarter coverage. So, in a word, I favor looking at all
of these issues, the Extended Benefit Program, the coverage prob-
lem, as well as the two percent—the .2 percent.

Mr. McCRERY. Well, Mr. Levin, I think you make a legitimate
point in urging us to look at the reasons for such a low rate of cov-
erage across the board. However, imagine what the states would
have to be doing if their workloads were any higher than they are
in terms of their administrative expenses, which they are being
shorted on and have been shorted on for the last number of years.
So——

Mr. LEVIN. But they would be receiving more in administrative
costs if they had a higher rate of coverage.

Mr. McCRERY. Well, it—I mean, I am not sure of that. That
the——

Mr. LEVIN. I see. I see.

Mr. McCRERY.—the appropriate is up to the Congress. And we
have been the ones that have been shorting that appropriation year
after year, making the formulas work to fit the appropriation. So
I am not sure that you are accurate in saying that states would
necessarily get more. And that is why in my bill I make it a man-
datory spending item and then the states could draw down what
they need for their administrative expenses.

So I think that is a superior approach to this method that we
have been using for a number of years that have shorted the
states. So I don’t mind looking at the rationale for the low rate of
coverage. But I would urge you to look at the fact that we have
been short-changing the states for years now on their administra-
tive costs. And the tax was designed to cover those and we have
not been fulfilling the promise of that tax.

Mr. LEVIN. Could I just add briefly? The fact there is a surplus
is also a reason for us to go to the Appropriations Committee and
urge that they provide adequate funding for administrative costs.
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Mr. McCRrRERY. Well, in my bill we wouldn’t have to do that. They
would be relieved of that burden. Thank you, Madam Chairman.

Chairman JOHNSON. Thank you. Mr. Cardin.

Mr. CARDIN. I thank you, Madam Chair. Let me agree with Mr.
McCrery in regards that the—our budget systems shouldn’t force
us into a conclusion. We should have—we should do what is the
right policy here. And I agree with the essence of your point that
we have done it—we have kept the FUTA tax in place because of
the budget considerations, not because of the need for the funds,
and it should be considered on its own merits.

Having said that, let me just concur in the comments of both Mr.
Levin and Mr. English. I thought both of you made very, very effec-
tive points which I concur in. And I think it was very important
that we hold these hearings now to try to look at our unemploy-
ment insurance system and strengthen it. And the points that both
of you raised about having a fair way to compensate the states for
their administrative costs and to have incentives in the program to
strengthen the solvency of the state funds are things that we need
certainly to improve upon.

One concern I have is that we are also looking at other funda-
mental changes. Mr. McCrery has some legislation that would de-
volve a good part of this to the states. I guess one of my concerns
is that we are enjoying a very robust economy right now, very low
unemployment rates. We are all very optimistic. But I remember
a special session in the State of Maryland when we had a slight
recession that nearly caused panic in our states about providing
unemployment extended benefits to—and emergency benefits to our
workers.

So I am concerned that we might be lulled into a sense of secu-
rity here, that we can make changes and allow the states to have
more control over their own unemployment system, not recognizing
the fact that when a recession hits, it doesn’t hit evenly among all
states. Certain sectors are—certain geographical areas are hit
much more—have much more difficult problems than others. And
that is our responsibility to make sure that we have a national un-
employment system—unemployment insurance system that pro-
tects those regions, those areas, and helps them deal with the prob-
lems of a recession so they don’t have to impose new taxes when
it is the worst time in the world to impose those taxes.
hI just appreciate your testimony. Do you want to respond to
that

Mr. LEVIN. Mr. Cardin, just briefly, I could not agree with you
more. The recessions in the ’eighties, and it was also true in the
‘nineties, hit regions—it was not national in its immediate impact.
The largest newspaper sales in Michigan in the ’eighties was the
newspaper from Texas, people looking for jobs outside of the State
of Michigan.

And I think we need to be sure that we have a national Unem-
ployment Compensation system. Otherwise, we are going to rely on
states coming here and regions coming here asking for Federal
funds in massive amounts. That is what happened in the ’eighties
when we did not have an effective trigger on extended benefits. So
we went through the difficult process of trying to convince people
from one region, people all over the country, to essentially chip in.
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And then when the recession moved from the midwest, Pennsyl-
vania, Michigan, and Ohio were terribly hit. Then down to the
southwest. Then that process started all over again. And unem-
ployed people move from place to place. We need a national system.
And the problem with devolution proposals is that they fly in the
face of the fact that unemployment can be, and almost always is,
ultimately a national problem that requires some action on a com-
munity—an American community basis.

Mr. CARDIN. Another issue that would concern me is that the Ex-
tended Benefit Program has a funding—national funding source for
part of the cost. And if we repeal that funding source, it wouldn’t
take too long in a recession for us to exhaust our funds nationally
and have a difficult time meeting any Federal responsibility for ex-
tended benefits.

Mr. LEVIN. Absolutely.

Mr. CARDIN. Thank you, Madam Chair.

Chairman JOHNSON. I want to put on the record—I was going to
do this in my opening statement, but I think it is really important
to do it right now. Unemployment Compensation has been seen in
Congress by members of both parties and, I believe, by the admin-
istration as a very partisan issue. I think your testimony dem-
onstrates, and Mr. McCrery’s bill demonstrates, that it is not a par-
tisan issue. We have a system that was built for an entirely dif-
ferent era, when people were to be sustained until they were re-
called to their jobs.

And as we have changed our work force reinvestment, et al., our
job training moneys and everything, I think we should be looking
at how do we fix this system so it better serves the people?

Sandy and I were both on the Committee when we struggled
through those periods in the eighties. No matter what we did, we
never were able to trigger and target in a way that New Britain,
Connecticut benefited because we made bearings and machine tools
and we had very high unemployment. The state generally didn’t.
And no matter what we did in Washington, we couldn’t fix it.

So I do think we need to look at the issues that you have pointed
to. I am very pleased with the specificity of the ideas in both of
your legislative initiative and I am very grateful for Mr. McCrery’s
hard work on this issue.

The states, as you will hear later, need money because they are
focused now on re-employment. They are not focused on sustaining
people until they are rehired by their former employer. And they
are doing a phenomenally better job than they were in the
‘eighties. And so they need some of this money for that.

And we do have a system in which some states have 122 months
worth of benefits stored up; others only seven. So not only should
we be concerned about the covered population, but we ought to be
concerned about states that are stockpiling dollars they need to im-
prove the quality of their program and to move people into jobs. So
t}ﬁere are a lot of issues here and you have raised a number of
them.

And T would just hope that business and organized labor could
lay aside the belief that this is somehow a divisive issue. It is as
important to people’s lives as fuel assistance, you know. And we
ought to look at it in that way. Every bill that has come out of this
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Committee has been nonpartisan. And I personally have not taken
a stand on any of the legislation. And I know, from working with
Menabers of the Committee, that they are very substantively ori-
ented.

And I would just hope that we would all work together in this
realm to see what we could do about the problems that are plagu-
ing this system and the bizarre nature of the tax revenue and how
it is used because it is really bizarre.

Let me just conclude. We do have Governor Hull here. But I
want to throw out for the two of you, and I want to throw out for
the audience, you know, Unemployment Compensation doesn’t re-
quire you to do anything but receive. If you are on Welfare, you are
required to search for a job. You are required to participate in job
training.

Are we in an era any more where we can allow people to be un-
employed, receive benefits, and not participate in developing com-
puter skills and thinking about their career and changing their jobs
and lives? Don’t answer, because I don’t want you on the record on
this one. But I think we have to think about those things. And I
think everyone in this room has to think about those things be-
cause, in the end, unemployment systems are to create re-employ-
ment. They are not a permanent support system.

Mr. LEVIN. Could I just say quickly? As you know, the states, I
think, in every case, have a looking-for-work requirement.

Clﬁairman JOHNSON. It doesn’t work, though, Sandy. It doesn’t
work.

Mr. LEVIN. Well, but that is—but there is that requirement. But,
second, I believe fervently that we need to look at our training and
retraining programs and our Unemployment Comp programs and
figure out how to mesh them. We do not intervene early enough in
this country, compared to

Chairman JOHNSON. Right.

Mr. LEVIN.—Canada and many other places

Chairman JOHNSON. That is all—that is only——

Mr. LEVIN.—where people are going to be laid off.

Mr. CARDIN. Would you yield just for one moment?

Chairman JOHNSON. That is the only issue I am raising. Yes, sir.

Mr. CARDIN. And I appreciate the way that you phrased the di-
lemma. I must tell you, I have met many people who collect unem-
ployment insurance who would love to have a job. It depends on
the economy. It depends on the circumstances within the commu-
nity. And there are people, I am sure, who are collecting unemploy-
ment insurance who could be working.

But, by and large, the unemployment—and the people who are
insured and are collecting unemployment insurance, want work.
The problem is that their company has downsized or industry has
left or their skills are no longer needed in the work force. And I
agree with you, one of our focuses need to be to make sure that
people are trained for the opportunities that are there, which is
part of our system, and we need to make sure this is properly co-
ordinated with any change we make in the unemployment insur-
ance system. And I appreciate you yielding.

Chairman JOHNSON. The reason I wanted to bring it up is, I
think when you rethink a program that was established as long
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ago as our Unemployment Compensation program was established,
and you look at the extraordinary pace of change in our economy
now, the likelihood that that pace is going to accelerate, not dimin-
ish, that the nature of jobs people will be moving to will change
more rapidly, not less rapidly, I think if we are going to look at
how we deal with—how we provide people with security during pe-
riods of job change, we need to think of it at every level.

And so I am happy to have your input and I want you to help
us raise the questions at the biggest level. My goal, ultimately, is
to address the personal security needs of people who lose their job
through no fault of their own. That was always the purpose of the
Unemployment Compensation system and it is an extraordinarily
important purpose. And if we don’t meet it better, it is not just the
individual workers who will be the worse off, it will be the nation,
because we are going to increasingly have a labor shortage as we
move into the future.

So it is incumbent upon us to develop a system that far better
supports individual development of individual resources to create
one’s own best opportunity in life. And so I welcome

Mr. LEVIN. Thank you.

Chairman JOHNSON.—this opportunity and I thank Mr. McCrery
for his hard work to make this hearing possible. I would like to
now welcome Governor Jane Hull of the great State of Arizona. I
regret that at the last Bob Taft, of Ohio, was unable to join us and
I very much appreciate, Governor Hull, your willingness to be here
with us. This is an extremely important issue that states have a
great stake in. And so we thank you for being with us.

STATEMENT OF HON. JANE DEE HULL, GOVERNOR, STATE OF
ARIZONA

Governor HULL. Good afternoon, Chairman Johnson, and I am
glad to be here, Mr. Cardin.

Chairman JOHNSON. It is a tradition that your total statement
will be inserted in the record and you could either adhere to it or
not. But we welcome you.

Governor HULL. Thank you.

Chairman JOHNSON. Oh. Sorry.

Governor HuLL. Mr. Cardin:

Chairman JOHNSON. Wait a minute. Excuse me. One moment,
please. I didn’t realize we had been joined——

Governor HULL. Yes. We have got company.

Chairman JOHNSON.—by an esteemed Member of the Ways and
Means Committee from your very own state—Mr. Hayworth.

Mr. HAYWORTH. Madam Chairman, thank you. And I shall not
force the Governor to interrupt her testimony other than to thank
her for coming all the way from our beautiful state, where spring
training is starting, to be here in Washington and the National
Governors’ Association and also to spend time here in front of the
Subcommittee. So on behalf of the entire Ways and Means Com-
mittee, Governor, thank you for coming and we look forward to
your testimony. And, thank you, Madam Chairman.

Chairman JOHNSON. I thank you.

Governor HUuLL. Thank you.

Chairman JOHNSON. Good to see you.
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Governor HULL. And, again, it is nice to be here and I appreciate
your taking time to hear my testimony. As you have noted, Gov-
ernor Taft was called back to Ohio, so you will get briefer testi-
mony than if you had had both of us. I am sure some days it is
probably a good idea for you.

I am Governor Jane Dee Hull from the State of Arizona. And,
again, I do truly appreciate the opportunity to appear before you.
This issue, Mr. McCrery’s bill, is of great significance to the eco-
nomic future of the State of Arizona, as well as many other states.
What I am representing is a shared bipartisan position that has
been adopted by the Western Governors’ Association and, today, by
the Southern Governors’ Association. The issue is reforming the
National Employment Security System and repealing the Federal
Unemployment Tax Act (FUTA) surtax begun in 1976.

My state, like many others, is enjoying unbelievable and unprec-
edented economic growth. The prosperity has been aided by sound
state and national policy decisions. We are going to continue to
enjoy those benefits. We have got record increases in education
spending and in our other priorities. We have the highest, depend-
ing on the day—between Nevada and Arizona, one of us is first in
growth of population. We have low unemployment. We have a
greatly increased per capita income, which, as Arizona is a low in-
come state, we are very proud of that.

We have to continue to make wise decisions based on this new
economy that the Governors have all just spent so much time talk-
ing about and all Governors spend a lot of time talking about. The
Western Governors and the Southern Governors, as of this morn-
ing, have joined me to support the repeal of the FUTA surtax and
reform of the Employment Security System. It is administered, as
you know, in partnership between the state and the Federal Gov-
ernment.

As Governors, we share the challenge to maintain a solid, eco-
nomic foundation upon which to build future prosperity. Members
of the Subcommittee, I know, from your comments, Madam Chair-
man, all share the same concern. In Arizona, we minimize govern-
ment interference in our economy. We maximize the effectiveness
of the state’s limited role by fostering reasonable growth and qual-
ity job creation. We cannot address these issues without your help.

The reason I am here supporting legislation repealing the tem-
porary FUTA surtax and to urge you to return these funds to the
businesses in each of our states. Arizona business leaders, both
small and large, have one clear top priority—work force develop-
ment. We need to identify and supply a well-educated and a skilled
work force.

Washington is collecting a surtax that is being used to offset the
Federal surplus, that $1.5 billion is something that if were turned
to the states, we believe that we could provide better employment
services, and also reducing the financial burden on businesses who
employ our people.

The money is being doled out to the state in ever decreasing
amounts. Arizona right now is getting about 45 cents on the dollar.
We are in the lower third of those states. And, again, we could do
better with the return of those dollars. It is making it increasingly
difficult for us to administer the unemployment services that we
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believe we need to be administering in order to get people into the
work force.

We share the commitment to use these funds in the administra-
tion of employment services to truly help our citizens who are seek-
ing better jobs, seeking re-employment, or who are seeking to enter
the work force for the first time.

Likewise, you hear, from the same employers, who are begging
for quality employees, so they can meet the opportunities and de-
mands that our growing economy is creating for them. The funds
are being collected by the Federal Government today, but they are
not being used to address the need.

As you well know, the temporary FUTA tax—surtax is padding
the Federal budget surplus. It is not helping us take advantage of
the potentially unique opportunity to get people into quality jobs
that they need for themselves and for their families.

Under the reform proposal that you are considering, Representa-
tive McCrery’s bill, my state could see an increase of $36 million
a year in funds available for quality jobs, to help our employers,
and to serve the unemployed.

We have worked out an innovative programs—several innovative
programs in Arizona that meet the employment needs of our pri-
vate sector as well as the needs of those who need to find jobs. It
will be another chance for you to devolve to the states the oppor-
tunity of helping our people join the work force of tomorrow. It
would allow Arizona to participate more effectively in the employ-
ment services programs with the Federal Government.

The effectiveness would also extend the benefits to include uti-
lizing a portion of the repealed temporary surtax to better ensure
the quality of jobs in my state.

I would respectfully ask that you would have included in the
record the comments of Governor Taft too—as he has been called
back to Ohio, the WGA, the Western Governors’ Association resolu-
tion of yesterday, and the Southern Governors’ Association of
today. And I know that you do have my comments which I have
tried to greatly shorten knowing that your time is limited and that
you are all very capable of reading them yourselves. With that, I
want to thank all of you for the opportunity to appear before the
Subcommittee today on this issue of importance to the workers,
citizens and employers in the State of Arizona. I welcome the
chance to work with you to help move this proposal through Con-
gress.

[The prepared statement follows:]

Statement of Hon. Jane Dee Hull, Governor, State of Arizona

Good afternoon Chairman Johnson and members of the Subcommittee. I am Jane
Dee Hull, Governor of the State of Arizona. I appreciate the opportunity to appear
before the Subcommittee today is discuss an issue of significance to the economic
future of my state. I also come before you to present the shared, bi-partisan position
adopted by the Western Governors Association in support of the issue under consid-
eration here today—reforming the National Employment Security System and re-
pealing the Federal Unemployment Tax Act (FUTA) surtax.

The State of Arizona, like many other states across the country, has been enjoying
unprecedented economic growth over the past decade. In addition to the hard work
and ingenuity of the American people, I believe this prosperity has been aided by
the sound policy decisions of elected leaders at the state and national level. If we
are going to continue to enjoy the benefits of this success, which in my state has
led to record increases in education spending and other important public priorities,
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then we must continue to make wise decisions on those matters impacting our econ-
omy.

That is why my fellow Western Governors joined me several weeks ago in adopt-
ing a policy position supporting the repeal of the FUTA surtax and reform of the
employment security system administered in partnership between the state and fed-
eral governments. (A copy of the Western Governors Association Resolution 99-029
on Employments Security is attached.) As Governors, we share of ensuring that we
maintain a solid economic foundation upon which to build further prosperity and op-
portunity in each of our states in the new century ahead of us. I know the members
of the Subcommittee have the same concern.

In Arizona, we are building that foundation with a common commitment among
state leaders to minimize the level of government interference in our economy while
maximizing the effectiveness of the state’s limited role by developing sound policies
that foster reasonable growth and quality job creation. My fellow Western Governors
share this view, and we have spent considerable time discussing how we can sustain
the prosperity in our region, which has even outpaced the nation’s success in many
areas.

Clearly we cannot address these challenges without your help. It is for the reason
that I am here to ask for your support of legislation repealing the “temporary”
FUTA surtax and urge you to return these funds to the businesses in the states
where they have been collected. In anticipation of a possible repeal, there has been
considerable discussion of how these funds might then be best used—by the busi-
nesses and the states—to achieve the economic policy objectives I mentioned earlier.

Specifically, through regular meetings with Arizona business leaders, both small
and large, I have heard one clear message about their top priority. Without excep-
tion, the number one issue facing Arizona businesses today is workforce develop-
ment. Like many states, Arizona needs to meet the challenge of helping identify and
supply a well-educated and skilled workforce.

Frankly, we are constrained in our ability to address this challenge when a fund
in Washington is continuing to grow by collecting a surtax that is padding the fed-
eral surplus, but not helping provide employment services or reducing the financial
burden on the businesses that want to employ our citizens. However, the money is
being doled out to the states in ever-decreasing amounts that make the employment
services of states increasingly difficult to maintain at a time when these efforts
could be their most effective by getting more of our people into the workforce.

Let me restate that point, perhaps a little more directly. I know you share the
commitment of Governors, like myself, who want to use these funds and the admin-
istration of employment services to truly help our citizens who are seeking better
jobs, seeking reemployment, or who are seeking to enter the workforce for the first
time. Likewise, you hear from the same employers who are begging for quality em-
ployees so they can meet the opportunities and demands that our growing economy
is creating for them.

The funds to meet these vital public and business needs are being collected by
the federal government today, but they are not being used to address the needs. As
you well know, the “temporary” FUTA surtax is flowing into one of the many federal
trust funds that are padding the federal budget surplus. The surtax is not helping
us take advantage of the important, and potentially unique, opportunity to sustain
our prosperity and ensure that our people are getting into the quality into the qual-
ity jobs they need for themselves and their families.

More specifically, under the reform proposal you are considering in Representative
McCrery’s bill, my state could see an increase of $18 million in a year in funds
available to help provide quality jobs, help our employers and serve the unemployed.
At the same time employers in my state would see a tax reduction of $28 million—
a portion of which they would like to commit to further workforce development. Fi-
nally, even without the FUTA surtax, the trust fund would continue to collect $4.23
billion a year for the administration of these services.

Should you succeed in returning these funds to the states and businesses paying
bills surtax, we have worked out an innovative program in Arizona that meets the
employment needs of both the public and private sector. As with other programs
and policies that the Congress has devolved to the states, this would allow Arizona
to participate in a more effective employment services program with the federal gov-
ernment.

Again, thank you for the opportunity to appear before the Subcommittee today on
this issue of importance to the workforce, citizens and employers in the State of Ari-
zona. I welcome the change to work with you to help move this proposal through
Congress.
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e —

Chairman JOHNSON. Yield to Mr. McCrery of Louisiana to ques-
tion first.

Governor HULL. Yes.

Mr. McCRERY. Thank you, Madam Chair. And, Governor Hull,
thank you for coming to Washington and sharing with us your
views on the state of affairs in our unemployment insurance sys-
tem. And your testimony speaks for itself, but I want to make—
let you make it clear that you and your Western Governors’ Asso-
ciation are supporting the bill that I have introduced on the House
side, 3174. Is that right?

Governor HULL. Yes. Absolutely. The Western Governors—and
this is a, again, bipartisan group—have all endorsed the proposal
strongly as have the Southern Governors.

Mr. McCRrERY. Now, while it is commendable, in my view, that
Governors are concerned about the employer community in their
states and want to cut taxes—and I think certainly it is a tax that
was imposed for a good reason, but that reason has gone away and
so we ought to repeal that tax, as you have stated—but certainly
another factor in your support of my legislation is the ever-increas-
ing demand on states to assist in finding people jobs.

With Welfare reform, with recent Federal legislation, it is more
and more incumbent on the states to provide services to people to
find jobs, to get training, get education, to get into worthwhile jobs.
Is that a fair statement?

Governor HULL. Absolutely. And I appreciate it.

Mr. McCRERY. And right now, you are basically being short-
changed. Are you not?

Governor HULL. Absolutely. We are.

Mr. McCRERY. By the Federal Government.

Governor HULL. And as—I think as you have looked at the list
that we have looked at, say, we are at 45 cents, we can’t provide
the services that we need and want to be able to provide. It would
be just a boon to our economy to be able to do a better job with
job services.

Mr. McCRERY. And when you say you are getting 45 cents, what
you are saying is that you are sending $1 to Washington——

Governor HULL. That is right.

Mr. McCRERY.—in the form of payroll taxes that were designed
to provide the administrative expenses to states for administering
the unemployment insurance company—unemployment insurance
program and you are only getting 45 cents out of that dollar back
for the purposes for which the tax was imposed.

Governor HULL. Yes. Absolutely. If they—when you get the Gov-
ernors together we talk about whether we are donor states or
donee states. And I am very aware, and you have compensated for
it in your legislation, the fact that there are smaller states that are
doing—are getting more than that and appropriately should be. I
am——

Mr. McCRrERY. Right.

Governor HULL. I am aware of that.

Mr. McCRERY. Yeah. And that is taken care of in my legislation.
Now, to be fair, I want to point out that of that federally imposed
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payroll tax that is collected from employers, sent to Washington,
and then sent back to the states, actually 20 percent of that is in-
tended to go into the Extended Benefits Program. So really only 80
percent of that payroll tax is, on paper, designed to go back to the
states for administrative expenses.

So I want to make that clear. Where—it is accurate to say you
are only getting 45 cents back of every dollar you send, but perhaps
it is more accurate to say you are getting maybe 65 percent of what
you were intended to get when the tax was imposed. Either way,
you are getting shortchanged and you are having to come up, are
you not, with funds from other sources to cover your expenses in
administering this program?

Governor HULL. Yes. We have to juggle—and, you know, again,
I think we could do a much better job if it was adequately funded.

Mr. McCRERY. Well, again, thank you very much for coming here
on behalf of Arizona and also bringing us the news of the Western
Governors’ Association endorsement of my legislation. Thank you
very much.

Governor HULL. Uh-huh.

Chairman JOHNSON. Mr. Cardin.

Mr. CARDIN. Thank you, Madam Chair. And, Governor, it is a
real pleasure to have you before our Committee. Let me start off
by saying that I do have certain concerns about this legislation.
But let me ask you a specific question. If I understand H.R. 3174,
it would allow the states to collect and keep most of the Federal
FUTA tax, 96 percent of it.

My question is, why should we have a Federal tax then?
Wouldn’t it be just more efficient for the—to allow the states to im-
pose whatever tax they want to impose which they currently can
do? Why have a Federal unemployment tax?

Governor HULL. Madam Chairman, and, Mr. Cardin, that is the
way you all have designed it and that is the way we accepted it.
And I think you are looking at kind of reforming the whole system.
I believe there is certainly a place for you and that it should not
be entirely our system. But I think what we would like to do is—
as things are devolving to the states, that we would like to be able
to do a better job of running our share of the program.

Let me just comment, too, because I realize that when you get
into the unemployment issues, there is always the concern whether
we are underbenefited or are we overcharged. And we have cer-
tainly faced that in the State of Arizona over the last few years.
In the late ’eighties, Arizona was in a major recession. And I cer-
tainly—you know, we looked at those funds as something that we
used a lot. We now have a work force that is largely employed.

But we have been able in the—last couple of years ago, we basi-
cally, again, cut our own employers unemployment insurance and
raised benefits too. So we have had statewide experience as to what
we can do.

Mr. CARDIN. Yes. Now, I guess my concern is that if the revenues
are more than you need, but we are imposing the tax, if we let you
impose your own tax, you wouldn’t have to worry about that. But
let me—if I might say, your state has the distinction—this might
be—I don’t know how to look at it, but you have the distinction of
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having the lowest percentage of unemployed people who are receiv-
ing unemployment insurance—21 percent.

I guess my question to you is, one of the things that Arizona does
that two-thirds of states are in a similar situation, is that you deny
unemployment benefits to part-time workers. That is, people who
have become qualified for unemployment insurance who are part-
time employees, many of whom are women who can only work part
time because of their family commitments. They get laid off. They
are seeking part-time employment, but they are unable to collect
unemployment insurance because of your state’s requirement that
the person be ready for full-time employment, even though they
qualified for their insured benefits by part-time employment. Is
that fair?

Governor HULL. Madam Chair, and, Mr. Cardin, we have—again,
we have a very successful unemployment program and I would con-
tend, having been in the State Legislature for many years and
being active in it, probably one of the reasons it has been appro-
priately funded and, I believe, appropriately benefits is because it
was always a discussion between the employers and the employees.
The legislature rarely comes in and changes things.

So obviously what you are talking about is something that has
been negotiated through state terms with employers and employ-
ees. And I think it is fair. I think we talk about full-time employ-
ment and not part-time employment. And, again, you have to look
at Arizona as a state that has much seasonal employment.

Mr. CARDIN. Well, I would just urge you to perhaps take this
back to your coalition of employers and employee groups. We all
want to be more family friendly these days and we certainly don’t
want to discriminate against a family where they need income, but
cannot work full time because of the needs of their family.

Particularly, in the times, when you were having large surpluses
and the percentage of your unemployed population receiving insur-
ance benefits is at a historic low—21 percent. And historically, na-
tionwide, we have been at 50 percent or more.

Governor HULL. Yes.

Mr. CARDIN. So it seems to me that you need to sort of evaluate
what are you trying to accomplish by your unemployment insur-
ance system. And I would urge you to take another look at that.
And, Madam Chair, thank you very much for your courtesy.

Chairman JOHNSON. Governor, I am going to have to leave for
just a couple of minutes——

Governor HULL. Okay.

Chairman JOHNSON.—to testify at another Committee on behalf
of the cleaning up of Long Island Sound, which is very important
to my district. But just before I leave, in your discussion with the
Governors who support this bill, did you discuss at all the problem
of extended benefits? And do you think there would be opposition
to retaining at the Federal level enough of the tax stream to fund
an extended benefits program so that when it was triggered in,
there would be money there to redistribute among the states? I
mean, that is really what the Extended Benefits Program does.

Governor HULL. Yes.

Chairman JOHNSON. It redistributes money from the gross na-
tional product to states where there is a high unemployment for a
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temporary period. Do you think that reserving some of the current
system to fund that kind of program would be a problem for the
Governors?

Governor HULL. Madam Chairman, the Governors actually did
not discuss it. We discussed really this surtax and that was the ex-
tent of it. On my own side speaking for myself, no, I don’t think
it would be.

Chairman JOHNSON. Uh-huh.

Mr. McCRERY. Madam——

Chairman JOHNSON. Thank you. Yes. Mr. McCrery.

Mr. McCRERY. Madam Chair, if I could respond to that before
you go so you could hear it?

Chairman JOHNSON. Okay.

Mr. McCRERY. In my legislation we do preserve an Extended
Benefits Program. There is now in the Extended Benefit Trust
Fund—well, the cap is about $16 billion, I think. So Congress has
decided, through legislation, that that cap, which is .5 percent of
covered wages, is sufficient to meet the needs of an Extended Ben-
efit Program in a recession.

My bill would reduce that to $14.4 billion or .25 percent of cov-
ered wages, whichever is higher. So I would maintain a very
healthy balance, roughly twice what we have experienced we have
needed in past recessions to take care of extended benefits. I think
the legitimate point that could be made is if we do have a recession
and we deplete that fund or even cut it in half, there is nothing
in my bill that would replenish the fund. And I think that may be
a shortcoming in my legislation and I am willing to work with
other Members of the Subcommittee——

Chairman JOHNSON. Well, thank you.

Mr. McCRERY.—the Governors to cure that. But——

Chairman JOHNSON. Well, I thank you.

Mr. McCRERY.—my bill does not ignore the Extended Benefits
Program at all.

Chairman JOHNSON. No. My concern more has been the replen-
ishment. And I think it is a small issue

Mr. McCRERY. It is a legitimate point.

Chairman JOHNSON.—that can be discussed in more time. And I
would like to ask you to come take the chair while I am gone, Mr.
McCrery, and recognize Mr. Foley of Florida.

Mr. FOLEY. Thank you very much. Governor, we are honored to
have your presence today testifying before the Committee on this
important on this important issue, and to particularly have Mr.
Hayworth, who is such a capable representative not only of your
state, but, in particular, Native Americans. And that is an issue I
would like to discuss today. And it is an issue, if you will, of fair-
ness.

Mr. Shadegg, from your delegation, has brought to light an issue
that I wanted to explore quickly with you, if I may. As you know,
we recognize tribal governments as sovereign nations, yet we also
do not exempt them as we do exempt state governments from pay-
ing the Federal Unemployment Tax. Given the importance of tribes
in your state, do you think this Subcommittee should explore pro-
viding that exemption as a matter of fairness?
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Governor HULL. Mr. Chairman, Mr. Foley, this was something
that was just brought to my attention and I appreciate your bring-
ing it to my attention and I appreciate the Congressman and my
own Congressman, Mr. Shadegg, having legislation regarding it.
Yes. As I said, I did not actually know there was a difference and
I think it is a very good idea and I would be very supportive of it.

Mr. FoLEY. Thank you. And I also wanted to obviously share the
credit with Mr. Hayworth. He has, as I said earlier, and as a pres-
tigious Member of the Ways and Means Committee, been a strong
vocal advocate not only for your state, but for Native Americans.
And many of these issues we are considering obviously have to be
brought forward in the light of fairness.

Governor HULL. Absolutely.

Mr. FOLEY. And I think in order to make equity particularly as
it relates to their business and their tribal issues, that we would
like to see this. And I commend the now Chair, whose bill we are
debating to work with myself and Mr. Shadegg to look at this issue
and see if we can define in such a way to provide a provision in
your bill to allow for a fairness, if you will. And I yield back.

Chairman MCCRERY. Does any other Member of the Sub-
committee or Member of the Full Committee have questions for the
Gove}zlrnor? If not, Governor Hull, once again, thank you very
much——

Governor HULL. Thank you, gentlemen.

Chairman McCRERY.—for sharing your views with us and we
would welcome you back anytime.

Governor HULL. Thank you. I appreciate it. I will catch a plane
back to Phoenix.

Chairman McCRERY. And now the Subcommittee would call Hon.
Raymond J. Uhalde, Deputy Assistant Secretary, Employment and
Training Administration, United States Department of Labor.

Mr. Uhalde, your written testimony will be entered into the
record without objection and you are free to summarize those re-
marks as you please in the timeframe roughly equivalent to 5 min-
utes.

STATEMENT OF HON. RAYMOND J. UHALDE, DEPUTY ASSIST-
ANT SECRETARY, EMPLOYMENT AND TRAINING ADMINIS-
TRATION, U.S. DEPARTMENT OF LABOR

Mr. UHALDE. Thank you, Mr. Chairman, and Members of the
Subcommittee. Thank you for the opportunity to testify on the un-
employment insurance program. With me today is Grace Kilbane,
who is the administrator of the Office of Work force Security.

As this is our first time for testifying on this program under the
leadership of the Madam Chairwoman, I am hopeful that today’s
hearing is as meaningful a step as changes we have had in the em-
ployment and training system because of passage on a bipartisan
basis of the Work force Investment Act. Today’s hearing, I hope,
proves to be an important step toward reforming and strengthening
unemployment insurance and the one-stop Employment Service
programs, known collectively as the employment security system. I
will address the employment security reform initiative first.

Extensive research by the Advisory Council on Unemployment
Compensation, a large national dialog for reform and other activi-
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ties, have laid the groundwork for UI/ES reform. Based on a large
part on what we have learned, the President committed in the Fis-
cal Year 2000 budget proposal to work with our partners and
stakeholders toward developing a comprehensive bipartisan legisla-
tive proposal centered on five principles—expand eligibility for ben-
efits, streamline filing and reduce employer taxes where possible,
put people back to work sooner, combat fraud and abuse, and im-
prove administrative funding.

To accomplish this considerable task, a work group comprised of
partners and stakeholders, specifically employers and worker rep-
resentatives, state agency officials, and Department of Labor offi-
cials, was convened. Discussions of this group have been very open
and creative and more than 70 ideas for reform were addressed.

I especially want to thank the Interstate Conference of Employ-
ment Security Agencies, ICESA, for organizing the work group and
chairing the meetings. At this time, I would like to address some
of the work group’s suggestions for a comprehensive reform pro-
posal organized around the five principles. In the interest of time,
I will be brief. My written statement provides more detail.

First principle, to expand eligibility, the work group suggests
that we examine, first, fixing the Extended Benefit Program now
in this good economy so that it can respond more effectively to any
future economic downturns.

Second, to expand benefits to part-time and low wage workers
who are laid off. Employers already pay taxes on the wages of
these workers, but in many cases they are not eligible for benefits.

Third, allow victims of domestic violence, who are forced to flee
work for safety reasons, to qualify for benefits while seeking new
employment.

To streamline filing and reduce employer taxes where possible,
the work group suggests accelerating the termination of the 0.2
percent FUTA surcharge, and, second, streamlining the filing of the
FUTA tax by making minor, largely technical changes to Federal
aw.

To put people back to work sooner, we should amend the Social
Security Act to require states to provide job search assistance to
those identified as likely to exhaust unemployment benefits under
state profiling systems. Even in this super hot economy, workers
exhausting their benefits remain high at about 31 percent for 1999,
and duration is 14% weeks, higher than it should be by as much
as maybe V4 weeks, according to a recent study. Jobs search assist-
ance would put people back to work sooner.

Now, also I am pleased to note that the Fiscal Year 2001 budget
continues the President’s Universal Re-employment initiative,
which aims to serve all dislocated workers in need of assistance.
Specifically, the budget request includes $50 million for re-employ-
ment service grants to states for providing re-employment services
to unemployment insurance claimants.

To combat fraud and abuse, the work group suggests we grant
states access to the National Directory of New Hires for purposes
of administering the Ul program. A similar provision allowing state
UI agencies access to the new hire database was included in the
House passed Fathers Count bill thanks to Chairman Johnson’s
leadership on this provision.
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To improve administrative funding the work group believes that
the administrative costs of the Ul and ES programs are under-
funded due to Federal budgetary rules and constraints. Under-
funding of UI is affecting the program as evidenced by the reduc-
tion in benefit payment and appeals timeliness, by increases in
overpayments, and decline in employer tax/wage reporting timeli-
ness.

The work group also believes the best way to arrest this program
erosion caused by funding shortages is to move administrative costs
{:o ‘ahe mandatory side of the budget so funding better tracks work-
oad.

At this point, I would like to ask for the Subcommittee’s support
with the Appropriations Committee to achieve an interim step to-
ward improving administrative funding for state UI programs. The
Administration’s Fiscal Year 2001 budget request proposes to fund
a larger proportion of each state’s projected total workload in the
base grant at the beginning of the year. This would give states ad-
ditional funds to meet their infrastructure costs, more certainly
about funding for the year, and an improved ability to plan utiliza-
tion of resources.

In summary, we acknowledge the difficultly in creating a com-
prehensive proposal since it must include features which, if offered
as free-standing items, would draw opposition from one or more
partners and stakeholders, including the Department of Labor.

In fact, if a major area such as benefit expansion were eliminated
from any package, we would not be able to reach agreement to in-
clude the termination of the FUTA 0.2 percent surcharge in the
package. I firmly believe that an opportunity exists now to secure
funding and program reform only if a proposal which addresses the
major concerns and garners broad support can be developed.

Before addressing last year’s legislative action, I would like to
recognize Representative Cardin for his efforts on behalf of part-
time workers. The bill he introduced today, requiring the payment
for certain part-time workers, is an important aspect of reform. I
am pleased that this inequity is being addressed, both in the dis-
cussions with the reform work group and by Mr. Cardin’s bill.

I will address H.R. 1830. This legislation was based on the ad-
ministration’s proposal, and represents an important step toward
ensuring that the UI program fulfills its mission in today’s chang-
ing economy. I want to thank Representatives Levin and English
and others who introduced this bill.

Key among the bill’s provisions are providing incentive grants to
states to voluntary implement administrative changes, which
would take account of a claimant’s more recent earnings, making
EB more readily available during recessions by using a trigger
based on total unemployment, and strengthening administrative
funding for UI by increasing the amounts distributed under the
Reed Act for Fiscal Years 2000 through 2002.

The significant reforms proposed by H.R. 1830 would result in
expanding eligibility, and improving administrative funding of the
UI program. Accordingly, we would fully support H.R. 1830 as a
first step in comprehensive reform.

As to H.R. 1975, this bill would repeal the 0.2 percent surcharge
imposed under the FUTA. We strongly believe that any repeal
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should only be considered as part of a comprehensive UI reform
package, which couples this relief to employers with assistance to
states which administer the program and the workers who depend
on it. Therefore, we would oppose H.R. 1975 and any stand-alone
proposals to accelerate the termination of the surcharge.

H.R. 3174, Mr. McCrery’s bill. While I certainly agree that the
states should be fully funded to provide appropriate services to Ul
claimants, other job seekers, and employers, this proposal would
make some very fundamental changes in Federal laws governing
the employment security system—changes, which I believe com-
promise the Federal-State balance and erode the system as a safety
net for the nation’s work force.

Significant among the bill’s provisions are transferring the collec-
tion of the FUTA tax from the Federal Government to states, al-
lowing states to retain 96 percent of the collections, and shifting an
additional 2 percent to small states. In effect, the Federal Govern-
ment would establish the tax, but yield the authority to appro-
priate 98 percent of the tax’s revenue.

Under such a funding system, the FUTA revenue does not nec-
essarily track with the workload and there is no guarantee the
states would appropriate sufficient revenues either in good times or
in downturns. Transferring only 2 percent of the congressional ap-
propriation grossly underfunds the Federal activities. While we
agree the administrative funding mechanism for employment secu-
rity needs repair, we do not believe transferring funding from the
Congress to the states ensures full funding. We, therefore, oppose
H.R. 3174.

In closing, we have an excellent opportunity to use this period of
time in this good economy to move this successful New Deal pro-
gram to a successful new millennium program. Not only is the
economy right, but the time is right. The Administration has made
a commitment to change. This Subcommittee and the various
House Members have demonstrated their great interest in reform.
States, employers, organized labor advocates, and Department of
Labor staff have been diligently working on UI reform. We are
hopeful that this dedicated interest and leadership can produce a
comprehensive approach that would do four things.

First, help part-time and low-wage workers receive the benefits
for which they have earned when they were laid off, just as other
workers do. The benefit ideas that are on the table would produce
equity among workers and assist approximately an additional
850,000 workers a year.

Second, help employers by making it easier to file FUTA taxes,
cutting taxes, and providing more resources to help workers get
jobs faster to reduce their time on unemployment benefits.

Third, help the economy by making sure the UI program meets
the needs of today’s labor force and also is prepared for any future
economic downturns by making the Extended Benefit program
more responsive.

And, fourth, help with the Federal-State administration of these
programs by providing adequate funding, needed flexibility, and
new tools to prevent fraud and abuse and promote re-employment.

This may seem like a tall order, but the groundwork has been
done and a chance of consensus is near, and with the leadership



28

of this Committee and that of this Subcommittee and Madam
Chairwoman, we could achieve great success.

This concludes my formal remarks. And, again, I appreciate the
opportunity to speak and look forward to your questions.

[The prepared statement follows:]

Statement of Raymond J. Uhalde, Deputy Assistant Secretary, Employment
and Training Administration, U.S. Department of Labor

Madam Chairwoman and Members of the Subcommittee:

Thank you for the opportunity to testify on the unemployment insurance (UI) pro-
gram. As this is our first time testifying on this program under your leadership, I
want to recognize your efforts on behalf of the millions of people who depend on the
UI program each year. Just as the Congress and interested parties successfully ne-
gotiated changes to the employment and training system with the Workforce Invest-
ment Act, I am hopeful that today’s hearing is a meaningful step toward reforming
and strengthening the UI and one-stop/Employment Service (ES) programs, known
collectively as the employment security system.

My testimony will focus on the development of the Ul reform initiative, what I
hope will be a bi-partisan reform proposal, and on several legislative proposals in-
troduced last year.

With me is Grace Kilbane, Administrator of the Office of Workforce Security.

BACKGROUND

I would like to begin by providing some background information and current ac-
tivities relevant to the UI program. Enacted in the Social Security Act nearly 65
years ago as a Federal-State partnership, Ul is the primary source of temporary,
partial wage replacement for the nation’s laid-off workers who are seeking jobs. It
is also the nation’s leading economic stabilizer during downturns, returning $2.15
to national output for every $1.00 spent on UI benefits and helping workers put food
on the table. It was designed to be administered in connection with the ES program
which has helped UI beneficiaries and others find jobs, and assisted employers in
finding new workers since 1933. Since the 1930s, the economy has changed, the
workforce has changed, and the way we work has changed. Workers and businesses
have all been affected.

Previously, this Subcommittee has heard testimony on the Advisory Council on
Unemployment Compensation’s (ACUC’s) final report, issued in 1996. The findings
of this group influenced the legislation proposed by the Administration, which was
first introduced by Representatives Levin, English, and Rangel in early 1998. This
legislation was meant to be a first step to further reform.

In mid-1998, the Department of Labor, in consideration of the ACUC rec-
ommendations and other research, announced its plan to conduct a broad dialogue
on the UI and ES programs and released a white paper to start that dialogue. The
paper focused on the effectiveness and design of the UI and ES programs in today’s
economic environment. We requested comments from all interested parties in such
major areas as the stabilization of the nation’s economy, financing benefits, and ad-
ministrative funding. We convened 65 dialogue sessions throughout the country to
provide the public additional opportunities to offer suggestions for reform and over
3,800 individuals participated. The intent of this effort was to listen and learn from
partners, stakeholders, and other interested parties.

Based in large part on what we learned, the President committed in the fiscal
year 2000 budget proposal to work with our partners and stakeholders toward de-
veloping a comprehensive, bi-partisan legislative proposal centered on five prin-
ciples:

* expand coverage and eligibility for benefits;
streamline filing and reduce tax burden where possible;
emphasize reemployment;
combat fraud and abuse; and
improve administration.

Obviously, any legislative proposal resulting from this process would need to be
?’cc&)mplished within the framework and concepts established in the President’s

udget.

To accomplish this considerable task, a workgroup comprised of partners and
stakeholders—specifically, employer and worker representatives, State agency offi-
cials, and Department of Labor officials—was convened. The discussions of this
group have been very open and creative in identifying areas where consensus for
change is possible and discussing more than 70 ideas for reform. I especially want
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to thank the Interstate Conference of Employment Security Agencies (ICESA) for
organizing the workgroup and chairing the meetings.

A COMPREHENSIVE REFORM PROPOSAL

At this time I would like to address some of the workgroup’s suggestions for a
comprehensive reform proposal. It should be noted that in approaching their work,
all parties in the workgroup accepted the fact that, since they were representatives
of broader groups, any final package would need to be ratified by additional parties.
For example, the participating States have been working through ICESA to brief all
States, and DOL would need to secure Administration approval of any final pack-
age. For ease of discussion, the proposal is organized by the five principles men-
tioned above.

Expand Coverage and Eligibility for Benefits. Many agree that the Ul program
has not responded to changes in the workplace (i.e., increases in part-time, tem-
porary, and short-term jobs) and is not always equitable to low wage workers. We
have seen the recipiency rate drop from an average 49 percent in the 1950s to a
low of 32 percent in 1993. A number of factors have been identified as underlying
the observed decline in recipiency rates, although not all of the decline has been ex-
plained. More restrictive eligibility requirements and stricter penalties for disquali-
fications are part of the reason. Research shows that the changing labor force also
contributed to the decline. Factors include the shift in unemployment from geo-
graphical areas with traditionally high recipiency rates to areas with lower rates;
reduced growth in industries with traditionally high claims, such as mining, con-
struction, and manufacturing; the decline in union membership where members are
usually well informed about UI rights; and increases in new entrants to the labor
force (e.g. more women). Although there is not consensus on benefit expansion, we
are encouraged by the fact that the following proposals have been part of the
workgroup’s discussions:

¢ Fix the extended benefit (EB) program now in this good economy, so that it can
respond more effectively to any future economic downturns.

« Expand benefits to part-time workers and low wage workers who are laid off.
Employers already pay taxes on the wages of these workers. Even so, part-time
workers may not be eligible for benefits even if they are seeking work equivalent
to the type they lost, and low-wage workers may not be eligible due to low earnings
even though they may have a stronger attachment to the workforce than eligible
higher-wage workers.

¢ Allow victims of domestic violence who are forced to flee work for safety reasons
to qualify for benefits while seeking new employment.

Streamline Filing and Reduce Tax Burden Where Possible. Employers are con-
cerned with complex tax forms, multiple tax filings, and complex record keeping re-
quirements. They are also concerned about a tax burden which serves to build up
Federal UI account balances in the Federal budget beyond apparent need. A com-
prehensive proposal could include:

¢ Accelerate the termination of the “temporary” 0.2 percent Federal Unemploy-
ment Tax Act (FUTA) surcharge.

¢ Streamline the filing of the FUTA tax. The workgroup has identified several
largely technical changes to Federal law which would simplify reporting for employ-
ers.

Emphasize Reemployment. The Ul and ES programs could be improved to greater
facilitate the return to work of laid-off workers. An early return to work means a
reduction in the duration of benefits and exhaustion levels—in other words, overall
economic improvement.

¢ Require States to provide job search assistance to those identified as likely to
exhaust UI benefits under State profiling systems.

¢ I am pleased to note that the fiscal year 2001 budget continues the President’s
Universal Reemployment initiative which aims to serve all dislocated workers in
need of assistance. Specifically, the budget request includes $50 million for Reem-
ployment Service grants to States for providing reemployment services to unemploy-
fIpent insurance claimants who have been profiled as likely to exhaust their UI bene-
1ts.

Combat Fraud and Abuse. Although there are a number of ongoing administrative
fraud and abuse prevention activities connected with the Ul program, there remains
a legislative barrier which prevents more from being done.

¢ Grant States access to the National Directory of New Hires (NDNH) for pur-
poses of administering the UI program; the NDNH’s primary use currently is for
child support enforcement. A similar provision allowing State UI agencies access to
the NDNH for purposes of the Ul program was included in the “Fathers Count” bill
that was passed by the House last year.
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Improve Administration. The workgroup believes that the administrative costs of
the UI and ES programs are underfunded due to Federal budgetary rules and con-
straints. Underfunding of UI is affecting the program as evidenced by the reduction
in benefit payment and appeals timeliness, increase in overpayments, and decline
in employer tax/wage reporting timeliness. For example, since 1995 the percent of
intrastate first payments made within 14 days (or 21 days for States with a waiting
week) declined from about 93 percent to about 90 percent in 1998, the last year for
which data are available, despite the fact that workload dropped from 7.8 million
to 7.1 million intrastate first payments. With respect to overpayments, while falling
workloads would suggest that staff would be able to devote more time to resolving
issues and ensuring accurate payments, the nonfraud overpayment rate increased
from 1.26 percent of benefits paid in 1995 to 1.43 percent in 1997 and 1.37 percent
in 1998. Finally, in 1996 , 89 percent of employers filed tax and wage reports in
a timely manner and 98 percent of delinquent reports were resolved by the end of
the quarter in which they were due, while by 1998 there was a decline 1n these per-
centages to 86.9 and 97 percent, respectively. A continued erosion of program per-
formance will damage public confidence in the Ul program and result in losses to
the unemployment trust fund. The workgroup believes the best way to arrest this
erosion caused by funding shortages is to move administrative costs to the manda-
tory side of the budget.

At this point, I would like to ask for the Subcommittee’s support with the Appro-
priations Committee to take an immediate step toward improving administrative
funding for State UI programs. The fiscal year 2001 budget request proposes to fund
a larger portion of each State’s projected total workload in the base grant at the
beginning of the year. This would give States additional funds to meet their infra-
structure costs, more certainty about their funding for the year, and an improved
ability to plan the efficient utilization of resources.

In summary, we acknowledge the difficulty in creating a comprehensive proposal
since it must include features which, if offered as free-standing items, would draw
opposition from one or more of the partners and stakeholders, including the Depart-
ment of Labor. In developing the proposal, the members of the workgroup are striv-
ing to achieve a comprehensive package which contains elements that address all
major concerns. In fact, if a major area such as benefit expansion were eliminated,
we would not be able to reach agreement to include the termination of the FUTA
0.2 percent surcharge in the package. I firmly believe that an opportunity exists to
secure funding and program reform only if a proposal which addresses the major
concerns and garners broad support can be developed.

LEGISLATIVE PROPOSALS

Now I would like to turn to several bills which were introduced during the first
session of this Congress and affect the Federal-State employment security system.
They include:

* H.R. 1830—Unemployment Compensation Amendments of 1999

« H.R. 1975—Temporary Tax Termination Act of 1999

¢ H.R. 3174—Employment Security Financing Act of 1999

H.R. 1830—Unemployment Compensation Amendments of 1999. This legislation
was based on the Administration’s proposal and represents an important step to-
ward ensuring that the UI program fulfills its mission in today’s changing economy
and that it remains on a sound financial footing for the 21st Century. I want to ac-
knowledge Representatives Levin and English for the introduction of this legisla-
tion.

First, the proposal would provide incentives to States to implement administrative
systems—commonly called alternative base periods—that will make the program
more accessible to new entrants into the labor force who tend to be lower wage
workers. Specifically, it would provide $20 million in grants to States in each of fis-
cal years 2000, 2001, and 2002 to voluntarily implement a base period (for deter-
mining eligibility for benefits) that takes into account the claimant’s more recent
earnings.

Second, the proposal would make EB more readily available during a recession.
EB triggers would be based on total unemployment rates that are more responsive
to rising State unemployment and more accurately reflect when it is most difficult
to find work.

Third, the proposal would encourage States to voluntarily build adequate reserves
in their unemployment trust fund accounts and as a result avoid having to increase
employer taxes, reduce benefits, or borrow during a recession. More precisely, it con-
ditions receipt of a portion of funds distributed under the Reed Act in fiscal year
2003 on State trust fund accounts meeting or making acceptable progress toward
a solvency target.



31

Fourth, the proposal would strengthen funding of the States for administration
of the UI program by increasing the amounts distributed under the Reed Act (which
is on the mandatory side of the budget) for fiscal years 2000 through 2002.

Finally, the proposal would clarify technical requirements relating to short-time
compensation programs, under which employers that choose to participate reduce
the workweek of their employees in lieu of temporary layoffs, and the affected em-
ployees receive partial Ul

In summary, the significant reforms proposed by H.R. 1830 would result in ex-
panding eligibility and improving administrative funding of the UI program. Accord-
ingly, we fully support H.R. 1830 as the first step in comprehensive UI reform.

H.R. 1975—Temporary Tax Termination Act of 1999. This proposal would repeal
the 0.2 percent surcharge imposed under the FUTA.

Right now the Administration projects that Reed Act distributions to the States
of excess FUTA balances will occur in 2003. Nonetheless, we believe the repeal of
the 0.2 percent surcharge prior to its expiration at the end of 2007 must be accom-
plished within the framework of the President’s budget. Also, we strongly believe
that any repeal should only be considered as part of a comprehensive UI reform
package, which couples this relief to employers with assistance to the States which
administer the program and the workers who depend on it. Therefore, we oppose
H.R. 1975 and any stand-alone proposals to accelerate termination of the surcharge.

H.R. 3174—Employment Security Financing Act of 1999. As you know, this bill
was developed by a coalition of State officials and employer groups for the most
compelling reason of addressing administrative funding problems, as well as to re-
duce the tax and streamline reporting under FUTA. While I certainly agree that
States should be fully funded to provide appropriate services to Ul claimants, other
job seekers, and employers, this proposal would make some very fundamental
changes in Federal laws governing the employment security system—changes which
I believe compromise the Federal-State balance and erode the system as a safety
net for the nation’s workforce. Of the many changes contained in H.R. 3174, I would
like to highlight several of particular concern.

This proposal would change the administrative funding system by transferring the
collection of the FUTA tax from the Federal government to States, with the States
retaining 96 percent of the collections. Another 2 percent would fund a “supple-
mental” account which would provide additional funds to small States. The remain-
ing 2 percent would be available to the Congress to appropriate for Federal activi-
ties. The basic question here is: What incentive does the Federal government have
to establish a Federal tax while yielding its authority to appropriate 98 percent of
the tax’s revenue? That authority would be transferred directly to States.

We believe that administrative funding for the employment security system
should be related to the number of claims filed for Ul benefits, the number of em-
ployers from whom taxes are collected, and the number of unemployed workers and
others seeking job-finding assistance. These workload factors do not necessarily
track with FUTA revenues. Under a devolved system, it is anticipated that small
States would expend all their FUTA revenue, while other States would have more
than is needed for administration.

There is no guarantee that States would appropriate sufficient revenues. State
legislatures could transfer their FUTA proceeds to the benefit accounts, allowing for
tax reduction, rather than expending for administration. Also, most State legisla-
tures meet for only a portion of a year and six meet on a biennial schedule. This
might make it difficult for States to respond quickly to changes in workload caused
by an unforeseen economic downturn.

The proposal would grossly underfund the Federal administration of UI, ES, labor
market information, Veterans Employment and Training, and foreign labor certifi-
cation programs, which are currently funded out of FUTA proceeds. Assuming that
the proposal would have been applicable for fiscal year 1999, the 2 percent of rev-
enue that States would have transferred for congressional appropriation would have
been less than half the amount the Congress appropriated for Department of Labor
activities for that year. I emphasize that the Federal staff provide national leader-
ship, policy direction, and coordination for these programs. Key among the many
functions provided by Federal staff are:

¢ Administering (through the Bureau of Labor Statistics) statistical programs es-
sential for development of national statistical series, including core economic statis-
tics related to employment and unemployment.

¢ Reviewing and certifying that State laws conform with Federal law and State
activities substantially comply with the requirements of State and Federal law, and
negotiating resolution of issues.

« With State partners, establishing standards, policy, and programs to promote
and appraise the effectiveness and efficiency of the administration and operation of
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UI and ES programs for performance management and facilitating the sharing of
best practices.

¢ Assisting States in the establishment and maintenance of actuarially sound sys-
tems of UI by providing consultative and supportive services in the fields of actu-
arial analyses and special studies.

Concerning State collection of FUTA, simplifying employer tax reporting and fil-
ing is an important issue; however, the mere collection of the tax by States does
not alleviate the current complex tax offset system, and could actually be burden-
some because the States would be working under two sets of UI rules—State law
and the Internal Revenue Code. Likewise, employers would still have to comply with
different definitions. Additionally, there are questions concerning enforcement, un-
derpayments, and back-up systems. Further, multi-State employers, who now report
only to the Internal Revenue Service (IRS), would have to report to many States.
As far as saving costs, a joint Treasury/Labor report indicated that there would be
no real cost saving without harmonizing definitions of wages, employment, em-
ployee, etc.; the coalition proposal does not propose to harmonize these definitions.

As an aside, I would like to mention the Simplified Tax and Wage Reporting Sys-
tem (STAWRS) project which is an inter-departmental initiative comprised of staff
from the Department of the Treasury, the IRS, the Social Security Administration,
and the Department of Labor. STAWRS is currently working on a “Targeted Har-
monized Wage Code” that State Ul agencies and the IRS (and other taxing authori-
ties) could adopt to reduce employer burden caused by different definitions. Thirteen
wage components in 96 different laws have been identified for harmonization. The
STAWRS project office and the UI office have entered into an agreement to conduct
a joint study on the impact of the Targeted Harmonized Wage Code on UI benefit
amounts. The study is scheduled to be completed in September, 2001.

Finally, and most significantly, this proposal would effectively repeal important
provisions of Federal UI law. Currently, to receive administrative grants, States
must meet the requirements of Title III of the Social Security Act. Although Title
IIT is not repealed, there would be no effective mechanism to enforce State compli-
ance with its requirements since the Federal government would no longer provide
administrative grants. Some of the significant requirements which would be nul-
lified are “methods of administration” assuring prompt and accurate payment of
benefits “when due,” a fair hearing for all claimants whose claims are denied, and
a limitation restricting Ul grant funds to expenditure for proper and efficient ad-
ministration of the UI program. For the same reason, the proposal would effectively
nullify the requirements that State Ul programs participate in the Income and Eli-
gibility Verification System and the Systematic Alien Verification for Entitlement
system, and cooperate with child support enforcement agencies.

In summary, while we agree that the administrative funding mechanism for the
employment security system needs repair, we do not believe that transferring fund-
ing from the Congress to States ensures full funding. We oppose H.R. 3174. We be-
lieve a reform bill must address the most fundamental principle of the UI pro-
gram—assurance of adequate benefits for a sufficiently large number of unemployed
job seekers so that the program is an effective economic stabilizer. This has been
and remains, after all, the primary purpose of the Ul program.

CONCLUSION

In closing, we have an excellent opportunity to use this period of time, in this
good economy, to move this successful New Deal program to a successful new mil-
lennium program. Not only is the economy right, but the time is right. The Adminis-
tration has made a commitment to change; this Subcommittee and various House
members have demonstrated an interest in reform; and States, employers, organized
labor advocates, and Department of Labor staff have been diligently working on UI
reform in various forums. We are hopeful that this dedicated interest and leadership
can produce a comprehensive approach that would:

e Help part-time and low-wage workers receive the benefits they have earned
when they are laid off, just as other workers do. The benefit ideas that are “on the
table” would produce equity among workers and assist approximately an additional
850,000 mostly low-wage workers per year.

* Help employers by making it easier to file FUTA taxes; cutting taxes; and pro-
viding more resources to help workers get jobs faster to reduce their time on unem-
ployment benefits.

* Help the economy by making sure the UI program is responsive today and also
prepared for any future economic downturns by changing the extended benefit pro-
gram.
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« Help with the Federal-State administration of these programs by providing ade-
quate funding, needed flexibility, and new tools to prevent fraud and abuse and pro-
mote reemployment.

This may seem like a tall order, Madam Chairwoman, but the groundwork has
been done, a chance of consensus is near, and with your leadership and that of this
Subcommittee, we could achieve success.

This concludes my formal remarks. Again, I appreciate the opportunity afforded
me to speak to the Subcommittee and look forward to working with you, the States,
and all other stakeholders.

e —

Chairman MCCRERY. Thank you, Mr. Uhalde. Before I begin
questioning Mr. Uhalde, I want to point out that in our effort to
get Governor Hull on, on time, we dispensed with opening state-
ments. At this time, I would tell any Member of the Subcommittee
if you have an opening statement, you may present that and it will
be included in the record. And I have one that I have presented to
the Subcommittee staff for inclusion in the record and any other
Member may do so without objection.

Mr. CARDIN. Thank you, Mr. Chairman. It is my understanding
that the Chairman and I do have opening statements that we
would be ask made part of the record.

[The opening statements of Chairman Johnson, Mr. Cardin, and
Mr. McCrery follow:]

Opening Statement of Hon. Nancy L. Johnson, a Representative in
Congress from the State of Connecticut

Most of the issues that our Subcommittee has undertaken in the last two years
have been fundamentally bipartisan. Don’t get me wrong. We still found issues to
argue about in child support, child protection, Title XX, and welfare reform, but in
the end all of our legislation has enjoyed solid bipartisan support. In fact, many of
our bills have emerged from Subcommittee on voice votes.

But now we come to the Unemployment Compensation system. Although we all
agree that the nation must have a strong, well-funded program for unemployed
workers with a history of labor force attachment, there are lots of diverse views
about how the system should be strengthened. At the risk of over-simplification, let
me claim that there are three big issues that we are trying to resolve.

First, the 0.2 percent FUTA surtax was imposed in 1976 when the Unemployment
Compensation system was in serious financial trouble. Many businessmen and
members of Congress thought that there was an understanding that when the fed-
eral parts of the system were back on firm financial footing, the surtax would be
dropped. That was almost a quarter of a century ago, and still the surtax continues
to impose additional taxes of over $1.7 billion each year on American businesses.
Most Republicans want to repeal the surtax; the Administration and most Demo-
crats would rather retain the money in federal accounts.

Second, under Mr. McCrery’s leadership, a substantial group of Republicans,
joined by a few Democrats, are proposing to simplify the collection of the state and
federal taxes that support the unemployment system and to provide states with
greater control over funding for state administration of the program. Democrats
seem to generally oppose this proposal because, in their view, it weakens the federal
commitment to the program.

Third, Mr. Levin and Mr. English have introduced legislation that would make
unemployment benefits more accessible to unemployed workers and strengthen the
solvency of state accounts. Most Republicans seem to oppose this bill, however, be-
cause it could lead to increased unemployment taxes.

There is a fourth issue that is now brewing; namely, whether unemployment ben-
efits should be used to pay cash benefits to parents who take family leave after hav-
ing a baby or adopting a child. Many Democrats and the Administration support
this proposal while Republicans generally oppose the proposal because it seems to
violate a long-standing tenet of the unemployment system that benefits go to those
who are involuntarily unemployed. We have called a hearing next week to deal with
this issue in great detail.
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Despite the seemingly partisan nature of these various proposals, a remarkable
bipartisan group of about 25 representatives from the Clinton Administration, work-
ers, business leaders, and state administrators has met seven times over the past
year to explore whether a compromise among these various proposals might be pos-
sible. Although this group has not reached a final compromise, it is my under-
standing that they have reached agreement on many issues. We will hear more
about this important effort today.

For my part, I am not at all certain what if any action our Subcommittee should
take. I plan to listen carefully to our distinguished witnesses today, to discuss these
matters further with my colleagues on both sides of the aisle, and then decide
whether there is enough agreement to move forward.

—

Opening Statement of Hon. Benjamin L. Cardin, a Representative in
Congress from the State of Maryland

Madame Chairwoman, reviewing proposals to reform our Nation’s unemployment
system is an important and timely duty. With unemployment at a 30-year low, we
have a rare opportunity to fix the roof while the sun is shining.

Before we evaluate various plans to modify the current unemployment compensa-
tion system, we should first agree upon what we want and expect from such a sys-
tem. In this context, let me quickly mention what should be three consensus objec-
tives: (1) providing a timely and reliable source of partial wage replacement for un-
employed Americans; (2) stabilizing both the national and regional economies during
recessionary periods; and (3) linking individuals to re-employment programs.

Measured against these goals, the so-called devolution approach taken by HR
3174 falls short. The bill focuses too much on dismantling the Federal role in com-
bating unemployment, and not enough on implementing reforms to improve the
long-term solvency and accessibility of our Nation’s unemployment compensation
system.

Let me mention a few specific concerns about HR 3174. First, the legislation
would sever the link between administrative funding and need. For States hitting
a recession, this would mean they could no longer expect a boost in their adminis-
trative funds without raising taxes in the middle of an economic downturn.

Second, by eliminating the ability of the Federal government to disburse adminis-
trative funds, HR 3174 guts the primary enforcement mechanism for Federal protec-
tions in the unemployment system, such as assuring prompt and accurate payment
“when due” and providing a fair hearing for individuals whose claim was denied.

Third, the bill undercuts the future solvency of the Extended Benefits (EB) pro-
gram by eliminating its funding source (proceeds from the FUTA tax).

And fourth, the legislation ignores one of the primary problems with the current
Unemployment System—a declining percentage of unemployed Americans receiving
UI benefits. In fact, because the bill breaks the connection between administrative
funding and UI workloads, HR 3174 would disproportionately benefit those States
with the lowest Ul recipiency rates among the unemployed.

This is not to say that we should remain unresponsive to one of the major com-
plaints that HR 3174 seeks to address, namely inadequate Federal funds for the ad-
ministration of the unemployment compensation system.

Congressman Levin has introduced legislation to increase administrative funding
for States that make progress in improving the solvency of their State UI Trust
Funds. Furthermore, the so-called working group on unemployment compensation,
which represents employers, unions, the Administration, and the States, have dis-
cussed making Ul administrative funds mandatory, rather than discretionary.

And finally, the Administration has requested an increase in funding for both UI
administration and re-employment services. All of these proposals deserve our at-
tention.

As we consider these and other proposed reforms, I want to highlight one issue
that should be addressed in any comprehensive package. Currently, unemployed,
part-time workers who meet monetary eligibility requirements are prohibited from
receiving Unemployment Insurance in two-thirds of the States solely because they
are seeking part-time rather than full-time employment. This means that a laid-off
parent can be denied unemployment compensation simply because they are seeking
to continue to work part-time in order to care for a child.

Such a policy is neither family-friendly, nor fair to part-time workers. Both the
research-oriented Advisory Council on Unemployment Compensation and the busi-
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ness-driven Committee for Economic Development have recommended prohibiting
this type of discrimination against part-time workers.

To address this inequity, I introduced legislation today to prohibit States from de-
nying UI benefits for individuals who otherwise qualify for unemployment com-
pensation based on part-time work. I believe the bill is particularly relevant for un-
employed women since they comprise roughly 70% of our nation’s part-time work-
force.

Madame Chairwoman, I look forward to the testimony of our distinguished guests
today, particularly my friend Sandy Levin, who is the former Ranking Member of
this Subcommittee.

Thank you.

Opening Statement of Hon. Jim McCrery, a Representative in Congress
from the State of Louisiana

Chairman Johnson, I want to thank you for scheduling this hearing today on Un-
employment Insurance administrative financing reform. As you know, I have intro-
duced legislation to restore common sense to the administrative financing of the Ul
system and look forward to working with you and the other members of the Sub-
committee to address this issue.

As you and the other members of the Subcommittee know, the employment secu-
rity system, established as a federal-state partnership more than 60 years ago, is
the system employers use to provide unemployment insurance and a public labor
exchange for workers. Since its inception, major structural changes to our country’s
economy have taken place as a result of rapid technological advances and the
growth of globalized trade and investment. Adjusting to meet the demands of our
changing economy, our nation’s labor market has fundamentally changed as well.
Therefore, the employment security system should be reformed to meet the demands
of the changing labor market and to ensure that states are able to provide the serv-
ices necessary for employment and re-employment services aimed at matching em-
ployers and qualified job-seekers.

Madam Chairman, a major focus of reform should be to improve the efficiency of
the current administrative financing mechanism and to reduce the tax burden im-
posed on employers.

Unfortunately, states aren’t receiving a proportionate return on the FUTA tax dol-
lars contributed by their employers. Since 1990, less than 59 cents of every FUTA
dollar has been sent back to the states for the purpose of administering their unem-
ployment system, and the percentage is shrinking. Now less than 52 cents is re-
turned. As a result, states are being forced to either make up for the shortfall from
their own general funds, impose new payroll taxes, or cut back on services provided
to workers.

Madam Chairman, to address this issue, I have introduced H.R. 3174, the Em-
ployment Security Administrative Financing Act of 1999. H.R. 3174 is designed to
address the problems that the current system continues to impose on the states and
the FUTA taxpayers, while preserving and strengthening protections for workers.

Specifically, the bill would: reduce the tax burden on large and small businesses
by repealing the unnecessary, “temporary” 0.2% FUTA surtax imposed in the 1970’s;
eliminate inefficiencies experienced by employers by transferring responsibility for
collection of the FUTA tax to the states; strengthen administration of the system
by ensuring that states get a greater return on their employers’ FUTA tax dollars
and by ensuring greater accountability for the use of these funds; improve employ-
ment services with an emphasis on re-employing dislocated workers; combat fraud
and abuse in the present system; and, increase state flexibility to administer their
unemployment insurance and employment services programs to serve local needs.

Without these reforms, the current system will continue to overtax and overbur-
den employers, shortchange states, and, most importantly, underserve those who
need it most—the involuntarily unemployed and those striving to move up the ca-
reer ladder.

Madam Chairman, I applaud you for scheduling this hearing and look forward to
working with you to bring about a much-needed reform of the current system which
will bring our employment security system into the 21st Century.
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e —

Chairman MCcCRERY. Without objection. Mr. Uhalde, to you, and,
Mr. Cardin, who have both questioned the efficacy or the rationale
behind a federally imposed tax basically being shifted to the states
for their use, we would point out to you that is exactly what we
do with the highway trust fund. We federally impose a gasoline
tax, we collect the money, and then we ship it to the states and
they may use it basically however they like within the parameters
that we set, which is exactly what we propose to do in my legisla-
tion. And I don’t hear anybody from the administration here saying
we need to change the operation of the highway trust fund.

In your conclusion, you point out four goals, one of those being
to help employers by cutting taxes. And I am certainly pleased that
the administration supports repeal of the .2 percent surtax. How-
ever, isn’t it so that if we federally impose an expansion of benefits,
that that will require the states to increase taxes to cover the costs
of those expanded benefits?

Mr. UHALDE. Mr. Chairman, you are right, the administration
does support a repeal of the 0.2 percent FUTA surcharge earlier
than its scheduled time if, and only if, we have a more comprehen-
sive agreement and that agreement includes expansion of benefits.

Chairman McCRERY. Well, if I may interrupt?

Mr. UHALDE. Yes, sir.

Chairman McCRERY. In fact, you said if legislation did not con-
tain expansion of benefits you would not support the repeal of the
0.2 percent surtax.

Mr. UHALDE. That is correct.

Chairman McCRERY. So it is—while I appreciate your call for
compressive reform, what you are really saying is you have got to
have expanded benefits or it is no deal. And that—hence, my ques-
tion, if we have expanded benefits, don’t we have to pay for them?

Mr. UHALDE. But the whole point of this exercise, as you well
know, is that the unemployment insurance fund, at this point, does
have a good balance. And if there is any time that we are going
to use the revenue that currently resides in the trust fund, it is
now to be able to expand benefits to workers.

The purpose of the trust fund is not just to collect revenues and
to keep them there. Having recipiency rates of 21 percent in states,
I don’t believe is necessarily a badge of honor that we are not being
able to pay benefits out to individuals, individuals for whom UI
taxes are being paid. The part-time workers—taxes are being paid
on the part-time workers. They are laid off. They then are looking
for part-time work and they are denied benefits. It seems to me it
is a matter of equity and justice that these workers be able to re-
ceive benefits.

Chairman McCRERY. Well, so are you proposing that the Federal
Government finance the increased cost of providing services from
trust fund balances?

Mr. UHALDE. No. I believe in the discussions that we have had
and we have had some questions about how one would cover any
extensions of eligibility benefits, and I think there have been some
interesting discussions. There is not agreement on that. But, you
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know, one obvious way is to cover it through the states as it is—
has been in the past.

Chairman MCCRERY. Which would necessitate an increase in
their taxes.

Mr. UHALDE. Well, if the states didn’t have adequate balances in
their trust funds.

Chairman MCcCCRERY. And I would assume that they would in-
crease their payroll tax for employers. So what you give with one
hand, you would take back with the other.

Mr. UHALDE. Well, it is not clear to me that states are in a posi-
tion, certainly the vast majority of states, that would necessitate
tax increases.

Chairman McCRERY. Well, Mr. Uhalde, you have mentioned that
you would favor an increased appropriation as a transition to mak-
ing the administrative expenses a mandatory Federal expense rath-
er than a discretionary public Federal expense. Is that right?

Mr. UHALDE. Yes. That is correct.

Chairman MCCRERY. And do you—can you expound a little bit on
the structure of the mandatory regime once that is in place?

Mr. UHALDE. I am sorry. Could you repeat it?

Chairman MCCRERY. Could you expound a little bit on the man-
datory regime that you had put in place to ensure adequate fund-
ing of administrative expenses?

Mr. UHALDE. Well, I think we have been at least discussing as—
amongst the work group, a couple of different mechanisms. First of
all, the advantage on the mandatory side is we are trying to get
the amount for administration to better match the workload. And
we think, since the benefits are on the mandatory side, that the ad-
ministrative dollars ought to be on the mandatory side.

Regarding the mechanism for actually distributing funds to the
states, we have considered several options, one of which would be
by a formula driven by workload that would have some floor for
small states and be able to distribute resources to states on an
automatic basis.

The second option would be some sort of a matching grant ap-
proach. Actually, this Committee is very familiar with this ap-
proach, where states would appropriate some portion of the money
and then that would drive the distribution from the Federal trust
fund—say 2975 or something else.

Right now, we are looking at the advantages and disadvantages
of each of these approaches and other approaches. And so there are
different ways to actually distribute the funds if it is on the man-
datory side of the budget.

Chairman McCRERY. Well, Mr. Uhalde, it is the Federal Govern-
ment that is imposing a tax rate on employers in the various
states. And we say to them that the purpose of exacting that tax
is to pay for the administrative expenses of administering the un-
employment insurance system. So how can we justify having any
mandatory program that falls short of returning every penny of
that back to the states minus whatever expenses that we legiti-
mately need for Federal administration?

Mr. UHALDE. Well, first of all, yes, there is Federal
adminstration. There is also, as was pointed out in discussion be-
fore, Extended Benefits. But——
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Chairman McCRERY. But short of that——

Mr. UHALDE. Yes. Your question is, why has the Congress and
the administration collectively over the last several years, not re-
turned a higher proportion back to the states.

Chairman McCRERY. Well, I know why we haven’t done it over
in the past, because we have had a deficit. Now, we have a surplus.
And I am saying to you, I can’t think of a rationale now for—in
fact, the rationale we did use wasn’t a public rationale; it was a
hidden rationale. We all knew it and we all kind of winked and
went ahead with it. But now, we don’t even have the cover of the
deficit. So how can we possibly justify not putting in place a man-
datory regime to ship back to the states every penny based on this?

Mr. UHALDE. Well, first of all, as you well know, while we may
now have a surplus, we also have an overall Federal budget strat-
egy collectively with the Congress and the administration that you
have to develop this UI program policy in concert with that entire
overall policy. Currently revenues coming in from the FUTA tax
are, what, six-and-a-half—$6 billion? The administration of the
programs is currently funded at something like $3.5 billion. And
the question that is going to arise is, what is going to happen in
iche (;)verall Federal budget strategy with that difference of $2.5 bil-
ion?

Now, the administration believes that there ought to be more of
that money devoted to administration of the unemployment insur-
ance program. I think it is an overall strategy, budget and adminis-
tration strategy, as to whether that is every dime or not.

Chairman McCRERY. Well, thank you. I appreciate the adminis-
tration moving in what I think is the right direction. Mr. Cardin.

Mr. CARDIN. Thank you, Mr. Chairman, and thank you very
much for your testimony. We may have projected surpluses, but we
still have the same budget rules. And that makes it difficult for us.
And you give a very diplomatic response to the Chairman’s ques-
tion. Maybe we can find a bipartisan way to deal with the budget
caps and deal with the size of a tax bill and deal with this FUTA
surcharge also. So maybe we can find a bipartisan way to do it.

But until we do, we are stuck with the budget rules. We are
stuck with the appropriation process and their caps and your stuck
with whatever—you—I think you have been very clear that you
want to spend more of this money.

Mr. UHALDE. Absolutely.

Mr. CARDIN. And the states need it.

Mr. UHALDE. Absolutely.

Mr. CARDIN. So let’s try to figure out a way that we can get this
done in a fair way to the states. And, Mr. Chairman, let me point
out—I thought I did in my question to Governor Hull that my rea-
sons for raising the issue of whether the states should impose the
tax that they collect, was not to suggest that as a solution, but to
just raise a question about the bill that you filed. I certainly sup-
port the national system with a national tax for unemployment.

And it gives us—and I stated this in my opening statement—
gives us the ability to have a framework for unemployment insur-
ance in this country, a way we can enforce the states establishing
certain standards and having the Federal Government act as a
backstop to deal with national economic turns.
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So I guess let me just ask a couple of questions, if I might, about
H.R. 3174 and try to get your response to some of these issues. As
I understand it, it would sever the link between the administrative
fundings of the states and their needs so that some states would
be getting a lot—do a lot better, other states would do a lot worse
as to their needs. And it does not really have a relationship to the
ability of the state to deal with these additional burdens.

Mr. UHALDE. Well, while the principle reason for the proposal is
to address the adequacy of administrative funding, there is no
guarantee with state appropriations that necessarily states are
going to appropriate the adequate amounts for administration.
There is no guarantee that that will happen when one enters a
downturn and states are trying to shepherd their resources as
much as has been done in the Federal Government through defi-
cits. So there is no automatic guarantee that that is going to hap-
pen at the local level.

Mr. CARDIN. A second concern I have that is more fundamental
is that there would be no—I don’t know of any way that we could
enforce standards if the states have all the money and remit to us
just that extra four percent of the total amount. For example, let
us say a state didn’t have any effective appeal mechanism for
someone denied unemployment insurance. What could you do to get
the state to impose an effective appeal process for that individual?

Mr. UHALDE. Well, there are currently two ways right now.
There is the sort of the big club, which is the offset credit.

Mr. CARDIN. You would lose that though under H.R. 3174.

Mr. UHALDE. No. We would retain that. That assures state laws
are in conformity with Federal law. The second——

Mr. CARDIN. Oh. OK. Correct.

Mr. UHALDE. And that is the big club. And it is when we certify
that states’ laws are in conformity with Federal law and our regu-
lations. Then we certify the offset credit. But that is a big deal. The
second

Mr. CARDIN. But if you did do that you would be imposing an-
other five percent tax and save which is

Mr. UHALDE. Absolutely. At 5.4 percent——

Mr. CARDIN. Right.

Mr. UHALDE.—offset credit. The second and the one that is an
important lever in ensuring the types of issues that you talked
about, prompt appeals hearings, proper and efficient administrative
methods, is that we are making grants to states conditioned on
states applying proper methods of adminstration that are laid out
in the Title IIT of the Social Security Act.

If we are not making grants, as under a devolution proposal,
then, in fact, the Federal Government doesn’t have that mechanism
for enforcement.

Mr. CARDIN. Thank you. And just let me also thank you for your
comments about the part-time employee issue. And you raised a
very good point on that. This unemployment insurance is an insur-
ance program. Part-time employees insurance premium or insur-
ance is paid on their employment. They have to remit the money
under their state program, so the state is taking the revenue with-
out providing any uninsurance protection.
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Mr. UHALDE. Well, exactly. I mean, the system as a whole is es-
sentially making a profit off of part-time workers who—in many
states, part-time workers who seek to return to work in a part-time
status. And increasingly, that is an important work force compo-
nent that employers who are scrambling to get workers are putting
together all sorts of benefit packages to attract nontraditional pools
of work. And part-time workers are an important source for em-
ployers.

And having the ability to tell workers that they will be treated
like every other worker, as long as they earn the qualifying amount
of wages, I think, is important as both an efficiency argument for
employers as well as an equity argument.

Mr. CARDIN. Thank you. Thank you, Mr. Chairman.

Chairman McCRERY. Mr. English.

Mr. ENGLISH. Thank you, Mr. Chairman. Mr. Uhalde, my forma-
tive experience with Unemployment Compensation came in the
Pennsylvania and state government in the early eighties, when
after a long period of maintaining relatively low unemployment in
the late ’sixties and early ’seventies, and relatively low tax rates,
Pennsylvania abruptly went into a recession and then went into a
series of recessions. And by the early eighties, we had, as I recall,
a trust fund negative balance approaching $3 billion, which, in the
state government, is real money.

I wonder, looking at the proposals that have been laid out here,
including the Levin bill, which I have cosponsored and which the
administration supports, my bill and Mr. McCrery’s bill, how would
you assess their relative incentives for state solvency? And do they
provide—how do each provide for states to maintain adequate bal-
ances even when we recognize state officials frequently find it very
difficult to focus on these issues in the long-term and there is a
tendency in state government maybe to short some of these com-
mitments and not provide adequate funding?

Mr. UHALDE. Well, Mr. English, of course, I think your bill—
yours and Congressman Levin’s bill—directly addresses the sol-
vency question. And I think it is a serious question that we have
to look at. This bill does it through a system of incentives. I think
there is criticism that the approach of setting some de facto stand-
ard of 1 year of benefits is arbitrary; but it is voluntary. And it
uses an incentive approach using distribution of funds from the
Reed Act.

Why that is important? There is some significant number of
states, large states, that effectively have in their trust funds—they
are not quite on a pay-as-you-go basis, but they have one quarter
worth of resources there for any type of recession.

Now, the question we have to ask in that kind of system is, are
we going to pay now or are we going to pay more later? And the
experience with Pennsylvania, the experience with Michigan, and
many other states through the eighties, was that through the need
to borrow, that they would end up paying more.

But the other thing is the timing. To repay substantial amounts
of borrowings and to sort of make the trust funds whole after the
recessions have happened is to either have to lower benefits or
raise taxes during a downturn—

Mr. ENGLISH. Sure.
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Mr. UHALDE.—or during a recovery.

Mr. ENGLISH. Mr. Uhalde, I think we understand, you know,
broad-stroke——

Mr. UHALDE. Uh-huh.

Mr. ENGLISH.—the need to move in the direction of encouraging
states to maintain their solvency. And I guess the question I want-
ed to pose to you directly on the last point, on Mr. McCrery’s bill,
do you have any concerns about the incentives built into that bill
that allows states to run balances and then potentially, down the
road, make some use of them? Is—do you feel that there are ade-
quate incentives in Mr. McCrery’s bill to provide long-term sol-
vency at the state level?

Mr. UHALDE. Well, I don’t believe there is a direct response to
the solvency question in Mr. McCrery’s bill. And the question on
the Extended Benefits was already addressed. And I think there
was a fair conversation on that where once that pot was exhausted
or whittled down, there is no mechanism currently to replenish it.

Mr. ENGLISH. Okay.

Mr. UHALDE. But, no, there isn’t a direct response on that.

Mr. ENGLISH. Okay.

Mr. UHALDE. And I am concerned that problems with addressing
unemployment insurance and adequately funding it at the Federal
level, would be repeated 50 times over at state legislatures——

Mr. ENGLISH. Sure.

Mr. UHALDE.—in trying to appropriate the——

Mr. ENGLISH. Before my time runs out, I do have one last ques-
tion. And that is, you have talked about being willing to be flexible
as part of an overall package on the .2 percent surtax. One of the
tax issues that doesn’t typically get brought up in the context of tax
reform is the fact that since 1986 or '87, we have been taxing UC
benefits in a way that substantially reduces their value to the
workers.

Is the administration willing to consider taking the tax off of Un-
employment Compensation benefits as part of an overall fix to this
system? And is it the view of the Department of Labor that taking
the tax off of UC benefits would substantially improve their value
to the people that we are trying to serve?

Mr. UHALDE. Well, clearly, the answer to the latter is, yes, that
taking the tax off would improve the value to workers. I have not
been involved in any Administration discussion of taking the tax
off. Again, we are caught in the whole issue of the overall budget
package. And there has been discussion in the work group, frankly,
to whether or not some of those revenues from the tax ought to be
targeted toward some of the aspects of expansion, for example, in
this.

Mr. ENGLISH. Sure. Thank you. And, Mr. Chairman, I thank your
indulgence. Let me say, I hope that the administration will take a
look at the tax on UC benefits. I think this is an extremely impor-
tant issue. It is one that has been long neglected and has needed
a champion. The rollback of this tax has never been proposed by
the administration. I think the time has come to take a look at
this. I think this is one tax cut that even the administration will
concede is not tax cuts for the rich. Thank you, Mr. Uhalde.
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Chairman McCRERY. Thank you, Mr. English. I thank you, Mr.
English. As to your point about incentives, I can—my experience
comes from the State of Louisiana with the Unemployment Com-
pensation system. And I can assure you that that experience in the
eighties has made us very much aware of the need to prepare for
downturns. We were hit very hard, as was Michigan and a few
other states. We had to borrow sizeable amounts of money from the
Federal Government and pay it back with interest.

And, as a consequence, we had to increase, on a temporary basis,
a true temporary basis, I might add, the payroll taxes on our
state’s employers, which was a heavy burden. But once we paid off
those sizeable loans that we got from the Federal Government, we
took the temporary surtax off, which should be a lesson to Federal
policy makers. Once the need for the temporary tax is gone, you
should do away with the temporary tax. And, Ms. Johnson, do you
have questions for Mr. Uhalde.

Chairman JOHNSON. I am sorry I had to miss your testimony,
but I do look forward to working with the Adminstration on this
issue. I don’t see that anyone who has testified today can say this
is a program that is working. And when you listen and you look
at the chart that I was reading from, some states have four or 6
months of benefits in reserve and others have 168 months. This is
not a system that is healthy.

It is also true that there has been a dramatic change in the kinds
of services that unemployed people need. Really, a radical change
from 10 years ago. And the kinds of services that states need to
be able to provide are more expensive. They are more techno-
logically based. There are not just transportation—they are doing
a lot of different things. And they need the resources and the flexi-
bility. I don’t see any reason why we can’t think this through in
a way that gives states better resources, since we all acknowledge
that part of this was deficit-driven, and, at the same time, guar-
antee that the Extended Benefits program will not only be in place,
but will be funded.

I think the regular benefits program has always had the backup
only of Federal loans. And my state, as well as Louisiana, was one
that borrowed heavily, spent years paying back the costs of reces-
sion, and then, when those costs were gone, they did gradually
lower the rate. Now, that can be done at the local level. It is very
hard to do that at the Federal level. Once we get it in there—I
mean, the FUTA surtax is 25 years old. That is my under-
standing—my recollection. Is that correct? Twenty-five years? So,
you know, it is not a temporary tax.

So the degree to which we are able to really honestly manage a
program like this, it is not great. So if we focus our interests and
our expertise and our commitment to funding what we need to
fund, which is the Extended Benefits program, because that really
does require a redistribution, in a sense, of wealth between states
that are doing well and states that aren’t in a period of recession,
then I think we have a chance to reform and strengthen that pro-
gram and, at the same time, give states better resources to meet
what is a very different and very exciting and very positive de-
mand. And the better the states meet it, the better people getting
unemployment benefits will do getting back into the work force.
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I don’t see any reason why we can’t do this in a way that is a
win-win for everybody. And I just hope the administration will get
back to us on sort of the key things that you are concerned about.
And I don’t know whether we can open it up to part-time people
right now. We will look at every idea that is brought up here today.

But I think we also need to look at what is the incentive we pro-
vide for unemployed people to participate in job training, because
many are afraid of it. I mean, they don’t participate because, frank-
ly, they have never seen a computer and they are hoping like heck
they will get a job that will require the old skills. And I think we
need to think also about what help and what incentives do people
need to change careers and change their lives, because it isn’t easy,
but it does work. So I thank you for your testimony and I look for-
ward to working with you.

Mr. UHALDE. Thank you, Madam Chairman.

Mr. McCrERY. Thank you, Mr. Uhalde, very much for your testi-
mony and your patience in answering our questions. And now, as
Ms. Johnson and I have changed chairs, I would ask the final panel
to approach the witness table as Mr. Robert C. Gross. Chuck
Yarborough, David Smith, Mark Wilson, Hon. Gary Forster, and
Van Doorn Ooms.

Chairman JOHNSON. I would like to welcome this panel. You may
be aware that the Subcommittee has been doing some field hear-
ings, and those have generally brought us to visit some of the one-
stop centers that have developed at this end of the country. And
I would have to say I am very pleased to have with us Mr. Robert
Gross, who has developed a level of integrated services at these
one-stop centers that, frankly, I have not had the privilege of vis-
iting. So we look forward to the panel’s testimony. Feel free to
stray from your written testimony. We do include all of your state-
ments in the record of our Committee proceedings. So if you would
like to summarize your hearing and maybe address issues that
have been raised, that is always very helpful to us.

Mr. McCRrRERY. Madam Chair.

Chairman JOHNSON. Oh, and I should mention, you know, the
light. It is red, yellow, and green. When you get to yellow, you
should recognize your 5 minutes is coming to a conclusion, and
then we will have more time for questions.

Mr. McCRrERY. Madam Chair.

Chairman JOHNSON. Yes, Mr. McCrery.

Mr. McCRERY. If I might just take a minute to introduce a col-
league from the State of Louisiana, Mr. Garey Forster, who is the
Secretary of Labor in Louisiana, and comes to that position with
considerable experience from the legislative end. He was a State
Representative for many years, representing the New Orleans area.
So he comes to us with a great deal of experience from both the
policymaking side and the policy enforcement side. So welcome, Mr.
Forster, and thank you for making the trip.

Mr. FORSTER. Thank you, Jim.

Chairman JOHNSON. Thank you, Mr. McCrery, and also for point-
ing out his background because it is very useful to us to have some-
one who has had your breadth of experience before us. Let us start
with Mr. Gross, Robert Gross, who is President of the Interstate



44

Conference of Employment Security Agencies and Executive Direc-
tor of Utah Department of Work force Services.

STATEMENT OF ROBERT C. GROSS, PRESIDENT, INTERSTATE
CONFERENCE OF EMPLOYMENT SECURITY AGENCIES, AND
EXECUTIVE DIRECTOR, UTAH DEPARTMENT OF WORK-
FORCE SERVICES

Mr. Gross. Thank you, Madam Chair and Members of the Sub-
committee. I am pleased to be here and certainly grateful for the
extension of your invitation to testify here. As you indicated,
Madam Chair, I wear a couple of different hats. In fact, I am wear-
ing several hats, although, I am here to testify today on behalf of
the Interstate Conference of Employment Security Agencies. I am
also a state administrator, and also have had the privilege of
chairing the work group to which Mr. Uhalde and others have re-
ferred to during the course of the past year, in which we have at-
tempted to forge a comprehensive and bipartisan approach to Un-
employment Insurance and Employment Service reform.

You have my written testimony, as was acknowledged. So I will
attempt to extrapolate five or six key points that we think are im-
portant. And again, I would reiterate that while my positions
here—I will be articulating positions on behalf of the Association
and my 53 colleagues from the states and territories, and not exclu-
sively and obviously my feelings or concerns about my own State
of Utah.

Let me first address the point that has already been addressed,
and that is plain and simply, the Federal grants to administer Un-
employment Insurance and the Employment Service systems need
to be sufficient. They have been inappropriately low for the past
several years. In fact, Department of Labor statistics indicate that
the Unemployment Insurance administration system has been
under-funded by about 10 percent per year for several years, and
the employment service purchasing power has been eroded by near-
ly 60 percent since the early eighties.

Again, as you have heard in previous testimony, there is almost
uniform and unanimous consensus among work group members
that we need ways to better fund the system and, yet, adequate
funds seem to be inherent within the amounts collected from the
employees of this country. One of the things that we need, we
would encourage this Subcommittee to look at, of course, is moving
the funding of this from the discretionary side to the mandatory
side of the budget. We commend Mr. McCrery for his approach. We
think that offers one thoughtful approach for that important budg-
et consideration.

As you have also heard, there has been other testimony today
that there are other proposals that our work group has looked at,
including a formula approach and a matching grant approach. We
think there is good in each of those approaches, and we would like
to work—continue to work together as a work group, but also work
with this Subcommittee in finding a solution.

Second, I would like to reiterate that we need to invest more in
the Employment Service and Reemployment Services for claimants.
Madam Chair, as you indicated, and as we had an opportunity to
talk earlier, states are in the vanguard of an increasingly complex
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work force service—public work force service delivery system. The
system of Unemployment Insurance and Employment Services that
was provided for sixty years ago is no longer a match for today’s
complex economic circumstances.

My own state, for example, of Utah, is one of a handful of states
that is in this vanguard of looking at the comprehensive array of
services, and we deal with such diverse issues as Public Assistance,
food stamps, in addition to being the administrators of the Employ-
ment Security System, Employment Training, and so on.

The hallmark of our system and, increasingly, the system that
we see throughout the country, is a system that is built on the
need for adequate programs to deal with employment and employ-
ability. And certainly, a hallmark of that is adequate funding for
the employment service. A recent Department of Labor study found
that job search has reduced the average duration in the Unemploy-
ment Insurance by one-half to 4 weeks, depending on states. And
the government has saved $2 for every dollar spent in Employment
Service activities. It is, frankly, a good investment, and one that we
do not believe has been sufficiently attended to in the past several
years.

The third point I would like to make is that we obviously believe
that there needs to be a reduction in the tax burden, and we need
to minimize the tax filing burdens that are currently imposed.
ICESA, our organization, does support a repeal of the two-tenths
percent Federal unemployment tax for many of the reasons which
have been articulated here in previous testimony. We question the
accumulation of an $18 billion reserve in the Federal Unemploy-
ment account at a time now when we have moved into a budget
surplus. We also would strongly urge the retention of quarterly tax
depositing, rather than a monthly system as proposed by the ad-
ministration.

The fourth point I would make for my testimony is that we also
support efforts to reduce fraud and abuse by granting State Unem-
ployment Insurance programs to the National Directory for New
Hires. We commend the Congress for the approach that was taken
last year although it did not pass. Frankly, over 20 states are cur-
rently cross-matching their intrastate new hire data with Unem-
ployment Insurance Claim data, and the number is growing.

In my own State of Utah, we believe that we have cut Unemploy-
ment Insurance overpayment by nearly 50 percent as a result of
our ability and the consolidation of the services in our agency, and
the fact that our Employment Security programs are also housed
with the efforts in terms of the Directory itself.

We need the access to this Directory, because new hires in other
states, claimants find jobs in other states, and the intrastate new
hires sometimes are reported under current statute by multi-state
employers to other states. We know a concern that was expressed
last year was over the confidentiality and privacy in terms of the
sharing of this data. We, too, in the states, are just as concerned
about the confidentiality and privacy as are those of you in the
Federal Government. Since we are the ones to collect the data in
the first place, our rules need to be strict in order to protect privacy
and confidentiality.
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A fifth point I would make is that we are in favor of repealing
the special eligibility requirements on the Extended Benefit pro-
gram. Again, the EB program has been previously discussed. And
finally, I would suggest that our association is unanimous in indi-
cating that we believe that we need to stop the application of the
Federal budget principle of budget neutrality to self-financing Un-
employment and Employment Service programs. The Unemploy-
ment Insurance and Employment Service systems have been
under-funded and overtaxed as a result of this principle, and this
has been previously testified. During these economic times, now is
the time to prepare for the next downturn or the next recession,
and correct these principles. As we have previously articulated
today, one of the ways that we believe insures this is moving the
funding of these programs to the mandatory side of the budget.

[The prepared statement follows:]

Statement of Robert C. Gross, President, Interstate Conference of Employ-
ment Security Agencies, and Executive Director, Utah Department of
Workforce Services

Madame Chair and Members of the Subcommittee on Human Resources, I am
Robert C. Gross, President of the Interstate Conference of Employment Security
Agencies (ICESA) and Executive Director of the Utah Department of Workforce
Services. Thank you for inviting me to testify today on behalf of ICESA and its 53
state and territorial members. ICESA represents state workforce agencies in general
and the Unemployment Insurance (UI) and Employment Service (ES) programs in
particular. Many of our state members also administer welfare-to-work programs
and some administer other public assistance programs, such as TANF, under the
jurisdiction of the Subcommittee on Human Resources.

I want to thank and commend the Chair for scheduling a hearing on UI and ES
reform. It is not easy to gain attention for this subject during a time of sustained
economic growth and low unemployment, but the system is in need of reform before
we experience another economic downturn.

In addition, I want to thank the U.S. Department of Labor for its commitment
to working on comprehensive Ul and ES reform with business, workers, and states.

During the past year, ICESA has sponsored seven meetings of a Ul and ES re-
form workgroup representing the state and federal partners and business and work-
er stakeholders. We discussed principles and options, and identified where we agree,
where we disagree, and where we hold out the possibility of compromise. Although
we have not agreed on a package, my testimony today reflects the substantial
progress we have made toward that end. I want to emphasize that I wear multiple
hats as I discuss these issues with you. As executive director of the Utah Depart-
ment of Workforce Services, I have been one of the state administrators who has
supported the state-business coalition approach to Ul and ES reform as embodied
in Mr. McCrery’s bill. As a state member of the UI-ES reform workgroup that has
labored over the past year, I recognize that our federal partner in this critical safety
net system feels very strongly about expanding coverage and eligibility for benefits
in any comprehensive reform package. The state members of that workgroup have
been clear that worker advocates and business—the principal stakeholders in the
system—should agree on components of a comprehensive reform package. Finally,
as President of ICESA, I represent 53 state and territorial administrators with
whom I must coordinate any official organization position. In this statement I have
attempted to be clear on which reform principles we have an official position and
on which states have shown interest, or recognize others’ interests, but need to dis-
cuss further. Most importantly, the state administrators want to work directly with
you in addressing UI and ES reform this year.

Administrative Financing Reform

ICESA believes grants to states for the administration of state UI and ES pro-
grams have been inadequate. The U.S. Department of Labor has estimated grants
for administration of the Ul program have been under-funded each year by roughly
10 percent and the purchasing power of grants for administration of the ES program
has diminished by around 60 percent since the early 1980s. In response, states have
been forced to spend their own funds just to maintain essential services. Prelimi-
nary results from a recent ICESA survey show that states spent nearly $320 million
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of their own funds on the administration of the UI and ES programs. About one-
third of this sum was spent on Ul administration and the remaining two-thirds was
allocated to the ES program.

ICESA believes the Ul and ES programs must be funded adequately. Members
of the UI/ES reform workgroup have concluded this cannot happen as long as the
federal government treats grants to states for administration of the UI and ES pro-
grams as discretionary federal spending. These grants should be on the mandatory
side of the federal budget so that states can receive sufficient funds to administer
the Ul program in a proper and efficient manner and provide effective reemploy-
ment services to unemployed workers. Mr. McCrery’s bill takes this approach and
is one way to reform administrative funding.

Mr. McCrery’s bill would authorize states to collect the Federal Unemployment
Tax and retain most of the funds for state spending on administration of the UI
and ES programs. Such funds would remain in the federal unemployment trust fund
in new separate state administrative accounts, but would be appropriated by states
and treated as mandatory federal spending. We don’t know whether the Appropria-
tions Committees, Budget Committees, the U.S Treasury, or the Office of Manage-
ment and Budget (OMB) would agree to these unprecedented changes, but many
states and businesses are supporting this approach.

The states participating in the reform workgroup find another approach, a match-
ing grant, worth exploring also because it is used already for mandatory spending
on administration of such programs as child support enforcement and child welfare,
both of which are under the jurisdiction of the Subcommittee on Human Resources.
In this approach, the Federal government would continue to collect the Federal Un-
employment Tax, but about one-fourth of the revenue would be deposited into new
state administrative accounts in the unemployment trust fund to finance state
matches to federal funds for administration of the Ul and ES programs. Although
this approach has not been developed fully by the UI/ES reform workgroup, it holds
promise because there are precedents in other Human Resources programs for
classifying such spending on administration as mandatory.

ICESA does not know which approach best assures adequate funding for UI and
ES administration, but it believes states are willing to accept additional responsi-
bility in this system and are willing to be held accountable by the public for results.
We would like to work with you and the Administration to achieve this end.

Reemployment

ICESA believes the federal government should invest more funds in the Employ-
ment Service and reemployment services because unemployed workers can return
to work sooner, save taxpayer dollars, and help employers find qualified workers to
produce their goods and services. We commend Mr. McCrery for provisions in his
bill establishing new mandatory spending for providing job search and other em-
ployment services for Ul claimants. The potential return on this investment was
summarized in a recent USDOL report entitled, “Evaluation of Worker Profiling and
Reemployment Services Policy Workgroup: Final Report and Recommendations:”

(1) Individuals receiving job search assistance found new employment one-half to
4 weeks sooner (depending upon the state) than similar individuals who did not re-
ceive assistance.

(2) Savings to the government (savings in UI benefit payments plus the increase
in tax receipts due to faster reemployment) averaged around $2 for every $1 in-
vested in targeted job search assistance.

(3) Individuals receiving job search assistance found jobs with wage rates com-
parable to those found by individuals who did not receive assistance.

Tax Burden and Tax Filing Burden

ICESA believes the federal government should reduce federal unemployment
taxes by repealing the temporary 0.2 percent federal unemployment surtax. The fed-
eral government has not only been under funding the administration of UI and ES,
but also it has been overtaxing the taxpayers, apparently to fund non-UI and non-
ES federal activities. When the federal government extended this tax in 1997, there
was little or no need for these additional funds in the UI program. The funds were
added to “paper balances” in the Federal Unemployment Account and backed by a
promise to make loans to insolvent state programs in future recessions. Even
though this account shows these funds as “reserves,” the funds were used to finance
non-UI/ES spending when the federal budget was running a deficit. Now that the
federal budget is running a surplus, these funds are being used for non-UI/ES debt
retirement, non-UI/ES tax cuts, or non-UI/ES spending. This practice should stop.
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These funds should be used for UI and ES purposes as needed and excess amounts
should be returned to the taxpayers.

Many ICESA members are interested in a new idea discussed by the reform
workgroup—the possibility of repealing the Federal Unemployment Account and dis-
tributing the “reserves” to the state accounts. In an ideal world for states, distrib-
uting these “reserves” to state UI accounts could—at individual state’s option—in-
crease the solvency of state Ul programs, fund coverage or eligibility expansions, or
fund state unemployment tax cuts. Employers, for example, might want these funds
to be used for tax cuts. Worker representatives and the Clinton Administration
might press for linking the distribution of these funds to potential coverage and eli-
gibility expansions. Such expansions might include lowering state minimum quali-
fying earnings for claimants, providing benefits to workers who restrict their job
search to part-time work, taking into account recent earnings through the use of “al-
ternate base periods,” and providing benefits to claimants who left their jobs to
avoid domestic violence. ICESA understands that the Department of Labor might
link FUA distributions to such eligibility expansions, but it strongly believes deci-
sions about eligibility for state benefits should be made by states, not the federal
government.

ICESA is interested in reducing employer tax filing burden through simplifying
tax forms and consolidating wage and tax reporting with states and would not pre-
clude considering such a proposal in a comprehensive reform package.

ICESA strongly supports quarterly (not monthly) tax depositing and commends
Mr. McCrery for including this provision in his bill. The Clinton Administration pro-
posal to collect unemployment taxes on a monthly rather than quarterly basis is an-
other bad example of a budget gimmick proposed to finance non-UI/ES expenditures
at the expense of the integrity of the system.

ICESA member states are likely to support Internal Revenue Service (IRS) disclo-
sure of information to states for the purpose of combining state and federal employ-
ment tax reporting and would not preclude considering such a proposal in a com-
prehensive reform package. A recent federal law authorized disclosure to the State
of Montana for this purpose. Other states are interested in working with IRS on
combining employment tax reporting, but they need legislation to proceed.

Fraud and Abuse

ICESA supports reducing fraud and abuse in the UI program by granting state
UI programs access to the National Directory of New Hires (NDNH) and commends
the House Committee on Ways and Means for including it in the “Fathers Count”
bill it reported last year. Individual states already contribute most of the quarterly
wage and new hire data in the NDNH, but this national database is not shared with
the states. As a result, although states are able to cross match intrastate new hire
data with UI claims data, they are not able to run similar cross matches with new
hire data from other states. The intrastate cross match enables states to cut over-
payments to Ul claimants who obtain jobs within their states, but they cannot catch
UI claimants who have been reported as new hires in other states. There are nearly
one million UI claimants per year nationwide who might be hired in one state while
claiming benefits in another state. In addition, there are countless other UI claim-
ants whose intra-state new hires are reported by multi-state employers to other
states, a practice explicitly allowed under federal law to lessen employer reporting
burden. If the state paying benefits is not promptly informed that such a UI claim-
ant has been newly hired, substantial overpayments occur. These overpayments can
be substantially reduced. Utah, for example, was able to cut its average Ul overpay-
finent nearly in half by cross matching intra-state new hire data with UI claimant

ata.

ICESA is aware that the provision granting access to the NDNH was deleted from
the “Fathers Count” bill last year because of concerns about privacy and confiden-
tiality. I assure you that states are equally concerned about privacy and confiden-
tiality. In fact, states have strict rules about the wage data and new hire data they
submit to the NDNH and are currently working on strict rules for sharing wage
data among themselves in the new interstate Wage Record Interchange System
(WRIS). We believe states are in a unique position as the source of the NDNH data
to protect these data and to use them in an effective manner. Please work with us
to grant state Ul agencies access to the NDNH. The integrity of the UI program
will be enhanced as a result.

Eligibility
In general, ICESA believes states should determine eligibility for state UI pro-
grams, not the federal government. However, a comprehensive reform that solves
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the problem of inadequate funding, provides additional resources for reemployment
services, reduces unemployment tax burden and employer tax filing burden, and
combats fraud and abuse, and requires or provides incentives for expanded eligi-
bility, could be attractive to some states.

ICESA believes applicants for Federal Unemployment Compensation, such as ben-
efits for ex-military service personnel or ex-federal employees, should not be re-
quired under the Personal Responsibility and Work Opportunity Reconciliation Act
(PRWORA) of 1996 to prove their citizenship or qualified alien status in person.
ICESA has filed its objections to this policy with the Immigration and Naturaliza-
tion Service (INS) and is awaiting the final version of its proposed regulations im-
plementing this provision of PRWORA. Because inadequate federal funding for UI
and ES administration has forced states to close many local offices and adopt re-
mote claims taking via telephone and the Internet, states no longer can verify citi-
zenship or qualified alien status in-person, which the draft INS regulations seem
to require. In addition, since monetarily eligible Ul claimants’ citizenship or quali-
fied alien status is already supposed to be verified by the employer, we see no rea-
son to duplicate this effort when the worker applies for unemployment benefits.

ICESA supports repeal of special eligibility requirements under the Extended
Benefits (EB) program. ICESA believes states should have the authority to set eligi-
bility requirements. In addition, when these requirements differ from state require-
ments, they impose an added administrative burden on already overburdened
states. These requirements include:

¢ EB claimants must conduct “systematic and sustained” work searches and pro-
vide tangible evidence of the work searches.

« EB claimants must accept any offer of suitable work that they can perform.

* EB claimants must have either worked 20 weeks or earned an amount equiva-
lent to either 40 times the weekly benefit amount or 1.5 times the highest quarterly
wages in the base period.

¢ EB claimants who are disqualified for voluntarily leaving, misconduct or for re-
fusing suitable work can receive EB only if they perform work following the dis-
qualification.

e For interstate claims, individuals can only be paid for two weeks of benefits if
the state in which they worked is activated on EB and the state where the indi-
vidual filed his claim is not activated on EB.

ICESA is interested in a proposal to increase the federal share of Extended Bene-
fits from 50 percent to 75 percent and would not preclude considering such a pro-
posal in a comprehensive reform package. Coupled with some reform in the trigger
mechanism, such a change might help the federal government avoid the need to
enact an emergency federal program during another recession. The last such emer-
gency program in the early 1990s cost the federal government about $28 billion.

Budget Neutrality

Finally, ICESA strongly objects to the continuing application of the federal budget
principle of “budget neutrality” to the self-financing Ul and ES system. This has led
to the under-funding of administration of Ul and ES and over taxing of taxpayers
in order to finance other federal spending during deficit years and now the retire-
ment of other federal debt, spending on other federal programs, and cutting of other
federal taxes during surplus years. It is time Congress corrected this problem. Our
system, and the programs under the jurisdiction of the Subcommittee on Human Re-
sources, should not have to cut services even more and impose even more taxes for
a problem that was largely created by the wrongful application of this principle.

Madame Chair, ICESA, its federal partner, and business and worker representa-
tives have done much work in the last year on UI and ES program reform. We are
ready to work with you and the Subcommittee to solve these problems this year.
Time is short. Let us begin.

Thank you.

———

Chairman JOHNSON. Thank you very much, Mr. Gross. And I do
appreciate your offer to continue working with us and with the ad-
ministration. It is very helpful that there has been a working
group. It is time that the working group realize that we need to
bring this to a substantive project.
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Mr. Chuck Yarbrough, Chairman, Board of Directors, UWC-Stra-
tegic Services on Unemployment and Workers’ Compensation. Mr.
Yarbrough.

STATEMENT OF CHUCK YARBROUGH, CHAIRMAN, BOARD OF
DIRECTORS, UWC-STRATEGIC SERVICES ON UNEMPLOY-
MENT & WORKERS' COMPENSATION, AND DIVISION PER-
SONNEL MANAGER, TYSON FOODS, INC., SPRINGDALE, ARI-
ZONA

Mr. YARBROUGH. Thank you, Madam Chairman and Members of
the Committee. It seems only natural that we have an opportunity
to discuss FUTA on the 29th of February, a day that only comes
about in the year ending in double zeroes every 400 years.

I am a Division HR, Human Resource Manager in a 16-state em-
ployer with 66,000 employees. I do serve as Chairman of UWC, a
group that is dedicated to look at the Workers’ Compensation as
well as Unemployment Insurance issues. I am a volunteer and a
user in the system of Unemployment Insurance, Employment Serv-
ice, as well as Employment and Training for the past 25 years in
doing my job.

With just 5 minutes to impress you about the need for true and
effective FUTA reform, I will try to do both, but that is a lot of
pressure. Should I spend my time discussing problems of the past
or the future? And so I am going to try to do a little bit of both,
so here goes. A couple of things on why I believe 3174 is important
to us.

My company recently paid $18,000 to pay the building rent on
a Texas Employment Commission office just so that local office
could maintain and stay open. This provided East Texas with serv-
ice where the rural people in Texas were going to have to drive 60
miles to get service. This helped us staff a local plant as well as
provide service to that geographical region. We see many veterans
lose their representatives out of their local office.

And in Arkansas, we seen the layoff of permanent state employ-
ees in a reduction of full-time offices to part-time offices. Since
1980, in Arkansas, my home state, we have experienced across-the-
board economic industrial growth with 11-percent growth in popu-
lation and 1998 Census estimate, a 22-percent growth in the num-
ber of men and women in the work force, and a 37-percent growth
in the number of employers. But yet, our permanent staffing in the
Employment Security Department has been reduced by 50 percent
because of the lack of funding.

These reductions, instituted by an employer fund service provider
are not based upon any business decision, nor are they based on
a technological enhancement, nor are they based upon the decline
for the desire of the services. These reductions in personnel and
service availability are based upon the fact that the taxes being
paid by Arkansas employers are not being returned to the state
but, yet, staying in Washington to pad the surplus. These services
which taxes are being collected for which the citizens have a great
need.

Many states have stopped providing I-nine certification, which
puts employers right in the middle of the Immigration Naturaliza-
tion Service and the Equal Employment Opportunity Commission.
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Many employers have had to open up main street recruitment and
employment offices even though we are still paying FUTA, and this
is another way of us being taxed.

Many work force investment boards are concerned about the
money for their one-stops, and unless reform happens, there will be
no money. Job seekers are confused on where to go for service. This
is a system that is different from any other system. A state agency
whose funding comes from a Federal Government, paid by the em-
ployers in that state, the budget issues dealing with the dedicated
trust fund that is counter-cyclical by nature with discretionary
funding by Congress but, yet, is a mandated state system. There-
fore, it should be treated differently.

So what will 3174 do? For job seekers in their first because of
a labor shortage, it will truly provide a one-stop no wrong door;
more employment counselors to provide job matching and better re-
tention and better increased services for the veterans; an effective
UI system that will get them their benefits in a timely manner.
With proper funding and control, the states could consider pro-
viding increased benefits and expanded eligibility for Ul for claim-
ants that fits their local state needs.

For the state agency, and they are in the middle because they
provide the labor exchange, proper funding would allow a forward
thinking approach as to what service are we going to reduce next,
deal with local elected officials to help them improve their system,
and provide long-range funding for one-stops instead of worrying
about what grant they are going to receive. Provide employment
services for all Federal work force investment programs into one-
stop, which is the future, and still giving the veterans first choice.

For employers, because we are the long-term solution to provide
better retention and longer term careers, it improved employment
service and a better applicant flow in the time in which the Unem-
ployment rate is at its lowest. Access to state elected officials for
proper funding for the one-stop, a reduction of FUTA by 25 percent,
a reduction of $100 million that the IRS collects for tax dollars, col-
lect in the distribution of FUTA. Single payment system collected
quarterly, state certified I-9’s that would help us in our employ-
ment group, and moneys to support the work force investment
boards, and refer those veterans who help us fulfill our affirmative
action plan requirements. Unemployment Insurance system that
seeks to prevent fraud in greater integrity. This is a win-win-win
for veteran job seekers, state agencies and employers.

Thanks for your time, and please enact H.R. 3174 for all the
right reasons. I would like to say that I have served in Region VI
National Employer Council since 1992, an elected representative of
employers for the states of Arkansas, Louisiana, New Mexico,
Oklahoma and Texas. I have also served on the local PIC. I have
also served in a job service advisory council. I am a member of the
TAPES, which is the association which the people that work in the
system belong to, and I have spent 25 years working inside this
system.

Although I am not going to receive a pension, I have received a
lot of excellent service from this group of people and they have
been tremendously beneficial in allowing me to perform my job.
Thank you.
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[The prepared statement follows:]

Statement of Chuck Yarbrough, Chairman, Board of Directors, UWC—Stra-
tegic Services on Unemployment & Workers’ Compensation, and Division
Personnel Manager, Tyson Foods, Inc., Springdale, Arizona

Good afternoon, Madam Chairman and members of the committee. My name is
Chuck Yarbrough, and I am Division Personnel Manager for Tyson Foods, Inc., the
nation’s leading producer, processor and marketer of poultry and poultry based food
products, as well as other convenience food products.

I am testifying on behalf of UWC—Strategic Services on Unemployment & Work-
ers’ Compensation. I am proud to serve as the Chairman of the UWC Board of Di-
rectors. UWC, which was founded in 1933, is the only business organization special-
izing exclusively in public policy advocacy on national unemployment insurance (UI)
and workers’ compensation issues. UWC is intimately acquainted with UI laws; our
research arm, the National Foundation for Unemployment Compensation & Work-
ers’ Compensation, publishes numerous materials on Ul, including the annual High-
lights of State Unemployment Compensation Laws. I have also been a member of
the National Employers Council (NEC) since 1992. I served as NEC’s elected rep-
resentative for employers in the Department of Labor’s Region VI (Arkansas, Lou-
isiana, New Mexico, Oklahoma, and Texas). In this capacity, I represented employ-
ers before the Department of Labor (DOL) and state employment security adminis-
trators.

UWC is business leader of the Coalition for Employment Security Financing Re-
form, an informal coalition of business organizations and states who support H.R.
3174, the Employment Security Financing Reform Act.

H.R. 3174 was introduced by Rep. Jim McCrery with the bipartisan support of 35
co-sponsors. Support for the proposal is growing daily. UWC and the Coalition be-
lieve that the swift enactment of H.R. 3174 is essential to strengthen the state un-
employment insurance and employment services (UI/ES) system and the workers
and employers whom it is designed to serve. Unlike the Administration’s proposals,
the bipartisan Employment Security Financing Reform Act will improve the method
by which FUTA taxes are collected and funds are provided to administer the state
UI and ES programs. The Employment Security Financing Reform Act will fix seri-
ous problems with the state UI and ES system resulting from the federal govern-
ment’s failure to provide adequate funding and will also provide funds needed to im-
plement the Workforce Investment Act. The Administration’s proposals will not
achieve these goals.

UWC supports a strong UI/ES program through which employers provide fair and
affordable insurance benefits for a temporary period of time to workers with a
strong attachment to work who are temporarily and involuntarily jobless when suit-
able work is no longer available. UWC believes that a sound UI program is best
embodied through the state UI/ES system, with a limited federal role where uni-
formity of state law is considered essential.

Unfortunately, the present system is not working effectively. Workers are under-
served, employers are over-taxed, and state UI/ES agencies are under-funded.
Under the current system the federal government collects 100% of Federal Unem-
ployment Tax Act (FUTA) receipts but returns only 50% to the states.

Because of the chronic under-funding of UI/ES agencies, workers in the midst of
a labor shortage are collecting more weeks of unemployment benefits—at employer
expense—and states are reaching into their own general revenues—and employer
pockets—by levying add-on taxes to make up for the shortfall in FUTA funds com-
ing back to the states.

The good news is that we have a historic opportunity to enact H.R. 3174 and
thereby improve efficiency and streamline the system by fully covering UI/ES ad-
ministrative costs. This funding is necessary to improve services for jobless workers,
reduce taxes on employers, and alleviate the financial pinch on state administrators.
Now that’s what I'd call a “win-win-win” situation.

In evaluating legislative proposals to improve and simplify UI/ES administrative
financing reform, UWC believes there are 3 core ingredients:

1. Eliminate the unnecessary “temporary” 0.2% Federal Unemployment Tax Act
(FUTA) surtax on employers which should have expired in 1987 as promised

2. Impose employer taxes to finance the system consistent with sound UI oper-
ations rather than inflexible federal budget rules

3. Maintain the FUTA tax at a level that is neither excessive nor inadequate for
UL/ES program needs.

These concepts are embodied in H.R. 3174, the Employment Security Financing
Act of 1999. Under H.R. 3174, the basic framework of the federal-state UI partner-
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ship will remain intact, and all benefits and legal protections for jobless workers
will be unchanged. Let me repeat: All worker protections and benefits will remain
in place or even be strengthened.

In addition, under H.R. 3174 there will be no change in the rules governing the
state unemployment trust accounts used to finance UI benefits. The 0.2% FUTA
surtax will expire at the end of this year rather than the year 2007. However, in-
stead of pooling all FUTA payments in a single federal UI/ES administration ac-
count (ESAA), FUTA taxes paid by employers in each state will be credited to a new
administration account set up for each state. Each state legislature, rather than
Congress, will determine how much it needs to administer its UI program. A small
amount will be transferred into a special account to be used for additional grants
to small states which need additional funds to administer their program, and a
small amount will be set aside for U.S. Labor Department operations related to UL
FUTA funds that are not needed for administration—and excess FUTA funds that
have already been accumulated—will automatically flow into the state’s Ul benefits
account.

Under H.R. 3174, FUTA and state unemployment taxes will be payable no more
often than quarterly, and employers will no longer have to fill out duplicative FUTA
and state unemployment tax forms. Instead, states will collect FUTA on the same
form used for state unemployment taxes. This approach will simplify tax payment
for employers and states, as well as the federal government. It will also increase
tax compliance, because states are closer to the situation and in a better position
to detect under-payments of FUTA.

Finally, accountability for use of the money will be enhanced by requiring each
state agency to report annually to its legislature and the public on services provided
to UI claimants.

Some specific advantages of H.R. 3174 are as follows:

* Better service for Ul claimants, jobseekers, veterans and employers.
States will have the necessary resources and flexibility to provide needed services.

¢ Funding to serve workers and employers in rural areas. Cutbacks in
FUTA grants have forced states to close offices—this has been an acute problem for
workers in rural areas and others who are costly to serve. H.R. 3174 will provide
the funds needed to keep these lifelines open.

¢ Greater oversight by state and local worker, veterans, and employer
groups. These groups will now have a critically important role in assuring the state
UL/ES system delivers needed services effectively and efficiently.

¢ More resources for administration of the UI program. All states will be
“winners.” With FUTA funds for states currently getting lost in the federal budget
process, all states are being shortchanged.

* Greater responsiveness to local needs and circumstances. State legisla-
tures, rather than federal appropriations committees and DOL and Office of Man-
agement and Budget (OMB) staff in Washington, D.C., will determine how much is
needed to run state Ul programs. This will maximize effectiveness by providing
greater flexibility—and accountability for state UIVES agencies. States are respon-
sible for establishing benefit levels and eligibility, salaries of state employees, and
other factors that affect the cost of administering the state programs.

¢ Provide more resources to prevent and detect Ul fraud and abuse. Im-
proper Ul payments are a serious and costly problem, and states will have the re-
sources they need to address them.

* The elimination of unnecessary paperwork for employers.Employers will
complete and submit a single unemployment tax form rather than two separate
state and federal unemployment tax forms.

¢ Greater accuracy in the collection of the administrative tax. Currently
enforcement efforts relating to the FUTA are a low priority, but states will be moti-
vated and have the ability to detect errors and delinquencies.

* Savings to the Federal government. The cost of having the U.S. Treasury
Department collect FUTA taxes will be substantially reduced.

¢ Lower net taxes on employers/greater solvency of state Ul trust funds.
Currently the federal government keeps half of FUTA taxes paid by employers. If
the additional revenue flows into state benefit trust accounts, it will improve the
solvency of state UI benefits accounts (a DOL concern). Where funds are not needed
for benefits, employers will pay lower state Ul taxes, in some cases automatically,
and in other cases through reductions in state Ul tax rates.

* Greater employment opportunities. Because Ul taxes are based on payroll,
a reduction in employment taxes will make it easier for employers to hire additional
workers—such as individuals coming off of welfare rolls.
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+ Elimination of the unnecessary 0.2% FUTA surtax. This payroll tax cut
will contribute to employment opportunities by saving employers $1.5 billion or
more a year.

¢ Additional savings. These savings are possible through the release of sur-
pluses in FUTA receipts into state benefit accounts and through the repeal of state
tax diversions and add-on taxes on employers, which will no longer be necessary.

¢ No reduction in legal rights or unemployment benefits for workers. How-
ever, better service to Ul claimants will reduce the duration of Ul claims, which has
been growing as a result of the squeeze on state UI agencies. An average reduction
of as little as one week will save another $1.5 billion a year for employers by reduc-
ing their state unemployment tax. To many of our members, this is the element—
along with elimination of the 0.2% FUTA surtax—that offers the greatest promise
of future savings and associated job creation opportunities.

¢ Funds will be available for states to implement the Workforce Invest-
ment Act and operate One-Stop Centers which deliver Ul benefits and coordi-
nate employment services. Without H.R. 3174, there will be no funding for states
to deliver the services mandated by DOL.

We recognize that today the UI program is not perceived to in a “crisis” mode and
therefore may not be high on the agenda for immediate action by Congress. How-
ever, this is the most propitious time to institute meaningful reforms that can im-
prove service for jobless workers, save money for the federal government, free re-
sources for the states, and reduce the tax burden on employers.

Administration Proposals

The Administration has asked Congress to consider several Ul proposals.

As it has done in previous years, the Treasury Department has submitted a budg-
et proposal for FY 2001 which again will require employers to file FUTA and state
unemployment taxes monthly rather than quarterly. UWC and the Coalition are
staunchly opposed to such a requirement. Monthly filing is a budget “gimmick” that
will permanently triple the paperwork for employers and state Ul agencies, while
raising virtually no additional revenue (it would allow some revenue to be “scored”
for budget purposes because a relatively small amount of taxes would be received
in an earlier fiscal year). Conversely, H.R. 3174 will codify quarterly filing of unem-
ployment taxes.

DOL has asked Congress to enact its “UI Safety Net” proposal, H.R. 1830. The
major provisions of H.R. 1830 will (1) provide monetary rewards to states that meet
or make progress on new federal standards for state trust fund solvency; (2) provide
additional funds for UI/ES administration to states which implement an alternative
base period in place of (or in addition to) the “first 4 of the last 5 quarters” test
used in most states; and (3) expand eligibility for extended benefits.

We believe H.R. 1830 will take the UI program in the wrong direction and will
hurt the workers it is designed to help. H.R. 3174 is a much more flexible, effective
and efficient way to improve the UI system.

The problems with H.R. 1830 are as follows:

1. A federal solvency standard for state Ul programs is inappropriate

Although UWC encourages states to exercise fiscal responsibility by establishing
taxes at the level reasonably needed to fund benefit costs, and we believe that DOL
has performed a public service by calling attention to trust fund balances, UWC
does not advocate adoption of a federal solvency standard for state unemployment
trust accounts, either directly, or indirectly by rewarding states that meet the stand-
ard with the release of more FUTA funds. There are simply too many differences
among the states for a single federal standard to make sense. UWC is a strong pro-
ponent of the present requirement to pay interest on federal loans, which must be
levied separate from state unemployment taxes. The existence of the interest re-
quirement provides significant incentive for states to act responsibly. Furthermore,
many states may reasonably choose more flexible funding approaches, if their costs
are lower through borrowing on the open market rather than relying on interest-
bearing federal advances.

The accumulation of large surpluses in periods of economic prosperity can stimu-
late calls to liberalize benefit eligibility and/or increase benefit levels, which would
increase the risk of insolvency. A one-size-fits-all standard fails to take into account
triggers under existing state laws, which rapidly and automatically raise additional
funds when the balance drops below a given figure; if the trigger is only slightly
lower than the minimum funding level DOL recommends, the state is still acting
responsibly, but the standard would treat the state as out of compliance. Finally,
the DOL proposal would rely on historical experience that may not be indicative of
future experience. During the past 20 years, there has been a dramatic change in
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the American economy and work place demographics. In many (if not most) states,
using old figures that are now obsolete will produce misleading results.

We reiterate our strong conviction that reducing the FUTA rate rather than re-
turning some excess FUTA funds with new strings attached is a more sensible tax
policy than the solvency mechanism in H.R. 1830. H.R. 3174, by lowering the FUTA
rate and providing making more funds available to state benefits trust accounts, is
a more effective approach to improve state solvency.

2. States should be free to determine the base period for establishing UI
benefit eligibility

The base period used to determine whether a worker has sufficient wages to qual-
ify for benefits is both a test of attachment to work and a measure of efficiency of
administration. Using the first 4 of the last 5 quarters is the more efficient ap-
proach, considering resources of state agencies and employers, because this informa-
tion has already been reported. At one time, many states used the “wage request”
method, under which the employer is asked for wage information only when a work-
er files a claim. However, the federal government mandated submission of quarterly
wage reports for all employees—for reasons of efficiency. Now that this costly
change has been implemented, employers are opposed to a federal mandate to use
both wage request and wage report systems, which is the most inefficient approach.
Of course, the limited amount of additional FUTA grants for states with alternative
base periods—which we do not believe would be sufficient to offset the cost to
states—does nothing to reduce the added burden on employers.

Litigation attempting to interpret the FUTA as somehow requiring states to adopt
alternative base periods was initiated in Illinois and California. In 1997, however,
Congress enacted legislation expressly amending FUTA to preempt federal courts
from misinterpreting the FUTA in this fashion. H.R. 1830 appears to reverse this
congressional determination, and we believe it is ill-advised in this respect.

Although UWC opposes a federal mandate for state adoption of alternative base
periods, or an inducement in the form of “greenmail” (higher grants for states with
alternative base periods), we do not oppose the voluntary adoption of alternative
base periods by states. States should continue to be free to consider alternative base
periods, as a number have already done. Unlike a unilateral federal mandate, states
can consider these proposals as part of a balanced examination of its unemployment
insurance statute, taking into account various Ul-related concerns of workers, em-
ployers, and the state agency.

By making more funds available for state administration of Ul and employment
services, H.R. 3174 is a more flexible and permanent way to provide administrative
resources for those states which choose to use alternative base periods.

3. “Trigger” levels for extended benefits should not be changed

The DOL proposal reflects its concern that the present extended benefits (EB)
triggers may be too difficult to satisfy during economic downturns, leading to con-
gressional intervention that is more expensive than a more liberal EB law would
have been. We believe further study of EB triggers is warranted, but also observe
that Congress has a propensity to mandate supplemental benefits as part of its re-
sponse to an economic downturn, regardless of EB trigger levels.

DOL and other supporters of benefits expansion cite state Ul “recipiency” rates,
i.e., the percentage of all unemployed workers who collect UI benefits to justify ex-
tending UI eligibility to individuals with weak attachment to work or who are not
involuntarily unemployed because the employer does not have suitable work avail-
able. Using the DOL formula, the percentage of all unemployed individuals who now
collect UI benefits is lower than at previous times. However, while this information
is of interest, it does not justify the conclusion that the Ul program is not working
as intended.

First, let me say that UI benefit recipiency should be low during our present pros-
perous economic conditions. Jobs are plentiful, and in most areas of the country
workers who want to work can easily find employment. In today’s economy, workers
realize that a new position may be available almost immediately and may not be-
lieve it is worth filing for UI benefits for the brief time between jobs.

Furthermore, using the recipiency rate as a test of whether UI is serving its in-
tended purpose is misleading for several reasons.

1. The recipiency rate counts as unemployed many people who are not and should
not be receiving UI:

¢ Workers who are disqualified because they voluntarily quit their jobs

* Workers who are disqualified for misconduct or fraud

¢ UI claimants who have exhausted their benefits

¢ New entrants or recent reentrants to the labor force



56

. kWorkers who do not qualify for Ul because they have a weak attachment to
wor

2. Many eligible UI claimants choose not to file for UI benefits. In many cases,
they have been discouraged from filing for benefits because of the closure of state
UI/ES offices due to inadequate FUTA funding. Another important factor is the fact
that jobs currently are plentiful—many people do not file a claim knowing they can
quickly and easily return to work at any time.

3. Statistics on the number of Ul claimants and the individuals who are consid-
ered in the total unemployment rate use different geographic tests, leading to distor-
tions in computing the recipiency rate in areas of the country with extensive num-
bers of workers who live in one state but work in another.

4. Recipiency rates vary widely from state to state. Some states which use expan-
sive eligibility criteria have low recipiency.

The federal government must fix the UI/ES problems it has created

Employers, who finance the UI program through federal and state payroll taxes,
regard UI as an integral part of the array of the employee benefits they provide.
Because employers pay for UI, Ul costs are a part of business overhead. UWC be-
lieves it is important to keep UI costs as low as possible consistent with its basic
goals: prompt return to suitable work by workers with a strong work attachment
who lose their jobs through no fault of their own, as the result of action taken by
their employer in managing its workforce. By design, UI allows such workers to col-
lect benefits partially replacing wages during short-term unemployment, while they
are able to work and are actively seeking suitable full-time employment. How much
work constitutes “attachment,” what percentage of lost income is sufficient “partial
wage replacement,” how long is “short-term,” what makes unemployment “involun-
tary,” and which work is “suitable,” are all key issues that bear on the cost of the
program to employers. We believe these questions are best resolved by each state
under its own UI statute, in light of its own needs and economic circumstances.

During the past 20 years, many American businesses have undergone a basic re-
structuring to achieve efficiencies necessary for them to be competitive in the global
economy. This restructuring, while painful at times, has produced a healthy econ-
omy in the United States, including a booming stock market, a budget surplus, and
the lowest unemployment rate in more than 25 years. American workers have
shared in this prosperity.

UWC supports responsible funding for the UI system and opposes over-taxation.
Payroll taxes for UI should be at the minimum level necessary to provide the protec-
tions promised, because unnecessary taxes harm corporate competitiveness in the
United States. It is especially important for the counter-cyclical Ul program to be
mindful of this principle, because benefit improvements instituted during periods of
low unemployment could create damaging cost increases when the economic cycle
turns, as it eventually will.

The greatest problem most employers are experiencing with the Ul program—and
according to Alan Greenspan, the greatest threat to continued economic growth—
is a labor shortage. The tight labor market makes it important to avoid policies that
will increase utilization of transfer payments such as Ul at a time when employers
are having difficulty finding applicants for job openings.

We want to provide some additional specifics about employer concerns with the
present federal role in the UI system.

1. FUTA tax rate is too high

Under current law, the Federal Unemployment Tax Act (FUTA) rate is 0.8%. This
rate is 25% too high as the result of a 0.2% “temporary” surtax which is no longer
needed and which is now being collected only because inclusion of the FUTA sur-
pluses in the unified federal budget allows the federal government to meet budget
targets for other spending programs. Federal law expressly limits the use of FUTA
funds to UI/ES functions spelled out by statute. The practice of counting FUTA
funds for spending on other programs, leaving only an IOU and an accounting entry
behind, is contrary to the very reason why Congress placed these funds in the Un-
employment Trust Fund in the first place. In effect, the budget rules allow the mis-
use of FUTA funds for purposes unrelated to the UI/ES system.

Congress originally imposed the surtax in 1976 to pay for a temporary federal pro-
gram of supplemental benefits for workers who had exhausted the 6 months of reg-
ular state UI and the 3 month extension under the permanent Extended Benefits
(EB) program. The deficit created by the supplemental program was retired in 1987
but the surtax has been extended until 2007.

Despite the fact that the ceilings on the FUTA accounts in the Unemployment
Trust Fund were doubled when the surtax was last extended, balances in these ac-
counts now far exceed their statutory ceilings. When the FUTA accounts are all at
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their maximum, as they are today and into the foreseeable future, a law known as
the “Reed Act” requires any surplus to be distributed into the state Ul benefits ac-
counts. However, instead of making this disbursement, the Reed Act distribution
has been limited to $100 million a year. Consequently FUTA funds are building up
despite the statutory ceilings.

Let me make repeat: The revenue from the FUTA surtax is not needed for the
UI program. Only 50 cents out of every FUTA dollar is being spent as intended on
administration of the Ul program and state employment services. Furthermore, no
additional accumulation of funds in the account used to pay the 50% federal share
of extended benefits (EB) is necessary to meet foreseeable needs, even if EB triggers
were lowered as proposed by DOL in H.R. 1830.

Some proponents of an increased federal presence in the state Ul system and ex-
pansion of state UI benefits and eligibility propose to hold the elimination of the
unnecessary FUTA surtax “hostage” to justify new federal mandates or “incentives”
for states to expand their Ul programs. Similarly, in H.R. 1830 DOL has proposed
that new “strings” be tied to the distribution of Reed Act funds by allowing the
funds to flow only to states that meet new DOL solvency. DOL has also proposed
that additional Reed Act distributions be tied to state expansion of eligibility for
benefits. However, it is better unemployment insurance policy and tax policy to
lower the FUTA rate and let states continue to determine their own reserve needs
and benefits and eligibility standards.

2. State administrative grants are too low for efficient administration

To effectively serve its customers, UI/ES agencies must be efficiently adminis-
tered. In recent years, this goal has been frustrated because appropriations for state
UI agencies have been inadequate, leading to a reduction in claims services for job-
less workers that in turn results in indirect state tax increases. This indirect tax
comes about because the average claim duration is longer (and thus cost is higher)
than necessary. Average claim duration is extraordinarily high for the present pe-
riod of low unemployment.

Although (as mentioned above) FUTA revenue is legally dedicated to funding the
operations of state UI administrative agencies, in practice U.S. budget laws and the
appropriations process force state Ul administration to compete for funding against
other social welfare programs that are funded from general revenues. UWC believes
that this process is fatally flawed and that the funding decision for state Ul agen-
cies should be handled at the state level. We recommend that each state, rather
than Congress, be given authority to control the appropriation of FUTA funds paid
by its own employers.

3. Employers are quadruple taxed

Employers pay more than enough in FUTA taxes to provide proper funding for
state UI and ES agencies, but because of inadequate flat-line federal administrative
grants for state UI/ES agencies we’ve been asked to pay a second, third, and fourth
time—quadruple taxation. The inadequate federal grants have directly increased the
state tax burden on employers in several ways.

¢ Many states have been forced to dip into their own general revenues or impose
new add-on payroll taxes on employers—above and beyond the state tax used to fi-
nance Ul benefits—to make up some of the shortfall in FUTA funding from Wash-
ington. Most of the additional tax burden directly or indirectly falls on employers.

¢ In addition to the add-on taxes, basic state Ul taxes are inflated because inad-
equate funding for fraud and abuse and re-employment services results in workers
collecting additional weeks of Ul benefits. DOL estimates that Ul claims on average
now last 2 weeks longer than expected in this tight labor market.

¢ On top of paying higher state taxes, many employers are forced to expend addi-
tional resources for employment services we've already paid for through FUTA but
don’t receive because states have been forced to close offices and eliminate employ-
ment counselors and other services. For example, my own company has actually
paid the rent to keep the local employment service office open in Carthage, Texas.

Freeing FUTA funds already contributed by employers for the very purpose of
providing efficient and effective UI and ES services-as proposed in H.R. 3174—will
eliminate the need for supplemental taxes and unnecessary direct expenses.

4. Ineffective work search enforcement and excessive amount of improper
payments

The UI system is designed so that claimants generally can collect unemployment
benefits only while they are actively seeking work. However, lax enforcement of the
work search test continues to be a major weakness of the UI program, resulting in
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more costly claims and higher taxes than necessary. We recommend that state agen-
cies be required to be publicly accountable for their use of FUTA funds.

5. Unemployment taxes are too complicated

The present unemployment tax system is needlessly complicated. Although the
federal government holds all the money, employers must file two separate federal
and state unemployment tax returns. This situation only doubles the paperwork.
Moreover, the Internal Revenue Service often pays relatively little attention to small
FUTA payments, which causes inaccurate and inconsistent enforcement and is un-
fair to honest, conscientious taxpayers. We advocate that states collect FUTA on the
same form used for filing state unemployment taxes—cutting the paperwork in half,
and increasing accuracy.

6. Income tax on UI benefits should be repealed

Although we believe benefits adequacy determinations should be made at the
state level, there is one step UWC would support at the federal level that will in-
crease the purchasing power of Ul benefits. Under the present federal income tax,
amounts received as unemployment benefits are considered taxable income. Ul ben-
efits are also taxable as income under state income tax codes that “piggyback” onto
federal income tax. However, similar types of benefits that replace involuntary loss
of wages—workers’ compensation, for example—are not taxable. UWC believes this
hidden tax on UI claimants should be repealed, and we support H.R. 3169, the Un-
employment Tax Repeal Act, proposed legislation introduced by Rep. Phil English
that eliminates this unwarranted tax.

Conclusion

UWC supports a strong UI system and the concept of a federal-state partnership,
under which the UI system has been a general success. However, the present U/
ES system is not working effectively. The federal budget process as now applied to
FUTA taxes and UI/ES administrative funding is detrimental to a sound, efficiently
administered program. UWC has always advocated that state law be responsible for
basic determinations of benefit levels, eligibility, and financing. The federal “part-
ner” now proposes to increase federal involvement in areas traditionally left to the
states, leading to higher spending and higher payroll taxes on employers. Consid-
ering that federal stewardship of program administration has resulted in over-tax-
ation of employers and under-financing of administrative agencies, we believe that
workers, employers, and the public will be better served if instead of an expanded
federal presence, states are allowed greater control over FUTA resources contrib-
uted by their own employers, as provided in H.R. 3174.

Federal expansion of the UI program, as proposed in H.R. 1830 or other proposals,
will take the program in the wrong direction. Expanding the program through re-
laxed eligibility rules and higher weekly benefits will ultimately weaken the system
and hurt those individuals it is designed to protect. The UI system is designed for
workers with strong attachment to work who become involuntarily unemployed be-
cause their employers no longer have suitable work available for them. Federally
mandate or financial incentives for state benefit expansions will dilute the purposes
of the UI program. They will also increase federal spending and restore policies that
greatly contributed to the bankruptcy of the UI program in the 1970’s and 1980’s
in many states. These policies will produce the same result when the economic cycle
turns by making the Ul program much more costly. Instead of sending more money
to Washington, UWC believes that it would far more sensible instead to improve the
system and direct funds where they are needed, as provided in H.R. 3174.

I therefore urge that you actively work to enact H.R. 3174 on a bipartisan basis,
while opposing the Administration’s proposals. H.R. 3174 is sound public and fiscal
policy, and we respectfully urge you to support its speedy enactment.

e —

Chairman JOHNSON. Thank you very much, Mr. Yarbrough. Mr.
Smith, David Smith, Director of Public Policy Department, AFL-
CIO.
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STATEMENT OF DAVID A. SMITH, DIRECTOR, DEPARTMENT OF
PUBLIC POLICY, AMERICAN FEDERATION OF LABOR AND
CONGRESS OF INDUSTRIAL ORGANIZATIONS

Mr. SMITH. Madam Chair, thank you. Members of the Com-
mittee, I am delighted to be here on behalf of our almost 14 million
members. You have my testimony so let me try to briefly focus on
a couple of issues.

Chairman JOHNSON. Excuse me. Mr. Smith, do we have your tes-
timony?

Mr. SMITH. You should.

Chairman JOHNSON. Oh, thank you. Okay. Thanks.

Mr. SmrTH. It looks like you do, Madam Chair. As the previous
panelists have said and as you heard earlier today, we have an
enormous opportunity now to take advantage of the expansion, to
take advantage of the relatively burgeoning coffers in the system
to make some long needed reforms and address the sort of absurd-
ities, Mrs. Johnson, that you talked about, the widely uneven levels
of funding, the growing disparity of benefits, and frankly, I think
the increasing fragmentation of the system.

Let me emphasize two things and then briefly touch on three or
four others that Mr. Yarbrough and others mentioned. This system
is out of date in important ways. It is out of sync with the work
force. It hasn’t changed either to keep up with changing patterns
of employment or changes in the employment relationship itself.

First, as more and more women have entered the workforce and
their attachment is not so regular. It is interrupted by child-care
and other reasons; and as more of us have contingent or part-time
relationships to the work force, the sort of assumptions that under-
lie the structure of benefit provision that assume all of us work
full-time for an employer for most of our lives and are only dis-
rupted by cyclical movements in the economy simply don’t work.
We need to change eligibility rules to reflect those changes in the
work force, and the workplace.

You know, in over a dozen states today, less than 25 percent of
workers who experience unemployment are eligible for Unemploy-
ment benefits. There are a number of suggested eligibility reforms
that are talked about in my testimony. Let me mention six of them
briefly.

Most importantly, we need to move to an alternative base period
that captures the most recent period of employment. That is the
single largest cause of the enormous falloff in coverage that I de-
scribed. We need to lower the earnings threshold to something on
the order of 400 times the state’s minimum wage. And we ought
to increase the taxable base. The FUTA base at the moment, as
you know, is only $7,000. It has been there for almost two decades.

Several people have, and others will, commented on the inequity
out current funding. As all of you know well, the best way to ad-
dress inequity in funding is to broaden the base and lower the rate.
But with the base so low, it is very difficult to think about that.
As I think Mr. English mentioned, we certainly need to address the
extended benefits trigger, and we ought to speak to the issue of
taxation of benefits. Mr. Cardin has been very interested in cov-
erage of part-time workers and eliminating the exclusion for those
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who wish to continue to seek part-time work. He is absolutely
right, we ought to do that.

As both of the previous speakers have said, this is a system that
is badly underfunded. But I think we too quickly come to the con-
clusion that devolution is the answer. First, there are important
administrative coherence reasons that Mr. Uhalde talked about,
which would suggest that too much devolution will magnify the
problems of our currently fragmented system rather than fix them.
But I would add another.

Our labor market is no longer only a local labor market or a met-
ropolitan area labor market, it’s a national labor market. And the
Employment Service system needs to have the same kind of scope
and reach that labor markets do in order to adequately address
both the Employment Service needs and the Unemployment Com-
pensation administrative needs.

I think I agree with what several of you have said, both my col-
leagues have said, that the first place to start fixing the adminis-
trative funding issue is that we ought to move it from the discre-
tionary to the mandatory side of the budget. There is no reason to
continue the current practice. And as we move it, that will obvi-
ously require the development of a formula. There are some prin-
ciples that ought to guide the development of the formula. We
ought to hold states harmless against current levels of funding.
There should be adequate funding to support both a technological
and a personal infrastructure that is appropriate. And we ought to
consider building in some flexibility between ES and UI functions.

Three concluding points, Madam Chair. You know, the question
of fraud is an interesting one. Now, clearly, none of us are going
to come out in favor of fraud, but as I think you know, and as the
Department of Labor has testified, the most serious problem facing
the system that might be described as fraud is underpayment by
employers, not overpayment to employees. We think the resources
devoted to going after overpayment as opposed to those that go
after underpayment by employers ought to be looked at. We think
they are upside down at the moment.

Repeal of FUTA is not the answer. Surely, it should be consid-
ered as part of a comprehensive reform as Mr. English mentioned,
but it ought not to be considered on its own. We can’t, on the one
hand, sensibly talk about a system that is badly underfunded and
talk about repealing part of its revenue base in a single isolated
stroke. In a comprehensive reform package that addresses the
issues that we have raised and that others have raised, we cer-
tainly ought to think about that. But we ought not to begin with
the assumption that the answer to our problems is repeal of FUTA.

Lastly, a comment on the stakeholder process which Mr. Gross
has chaired and that many in this room have been involved in. It
hasn’t reached a conclusion, Madam Chair, that can come to you
and your colleagues at the moment, but the effort is moving in that
direction. It is one we intend to continue to participate in and we
look forward to working with you to bring us all to a conclusion
that can address—take the opportunity we now have to address
some of these overwhelming problems. Thank you.

[The prepared statement follows:]
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Statement of David A. Smith, Director, Department of Public Policy,
American Federation of Labor and Congress of Industrial Organizations

Madam Chair, and members of the Human Resources Subcommittee, I would like
to take this opportunity to thank you for holding this hearing on the unemployment
insurance and employment services system, and for inviting the American Federa-
tion of Labor and Congress of Industrial Organizations to testify on behalf of the
workers whom these programs were intended to serve. Contrary to the views of oth-
ers, we believe that now—as the unprecedented economic expansion continues and
state trust funds fill with money—is the time to carefully consider and craft reforms
to this important system that economically sustains workers during a particularly
hard time in their lives and links them to re-employment services, including job
training and a job search, and that operates to enhance the economy’s capacity to
respond to downturns and change. Certainly, the middle of a recession will be too
late to make the reforms we will mention in our testimony.

The union movement believes that the unemployment insurance (UI) and employ-
ment services (ES) systems are in desperate need of repair and reform. Currently,
the UI and ES system is failing to serve its three principle objectives: (1) providing
income replacement during periods of unemployment; (2) improving the economy’s
counter-cyclical capacity; and (3) serving as a gateway to re-employment. We believe
that the goals and interest of all who have an important stake in the UI system—
workers and their representatives, the Department of Labor, states and employers—
can be best accomplished with a comprehensive proposal that addresses the con-
cerns of all interested parties.

In its 1994 Report and Recommendations, the Advisory Council on Unemployment
Compensation stated that the core mission of the UI/ES system is to “serve as the
foundation of economic security for millions of workers who are temporarily laid off
or permanently lose their jobs.” What is best for the working families the UI pro-
gram serves and what is best for the economy as a whole are dependent upon each
other and lead to an inevitable conclusion about the appropriate course of action:
Federal and state unemployment insurance reforms that strengthen program capac-
ity, expand eligibility, and improve benefits for workers. These same considerations
counsel against major program changes, such as the devolution of administrative fi-
nancing, that will further fracture and fragment an already highly decentralized
system that already vests extensive authority in the states.

The Unemployment Insurance Program Fails to Meet Needs of Today’s
Working Families.

The national UI system has fallen into a state of disrepair. It pays too few of the
unemployed too little in benefits for too short a time with too little help in finding
re-employment. Falling wages, more women in the workforce, declining manufac-
turing employment, the growth of “contingent” work, and reduced unionization have
combined with higher eligibility requirements and tougher penalties to reduce ac-
cess to benefits for the unemployed. States continue to maintain eligibility stand-
ards for UI benefits that are largely based on the concept of a workforce that is com-
prised mostly of men who are their families’ principal breadwinners and who work
on a full-time permanent basis in blue collar manufacturing jobs. This
conceptualization of the workforce no longer fits:

* Women comprise almost half of the workforce. Sixty-five percent of the mothers
of young children are working for pay.

¢ Over the last decade, “non-standard” or “contingent” work, such as part-time,
temporary or contract positions, has accounted for almost one-third of all jobs. These
positions are often not the “choice” of workers: many employers only hire on a part-
time basis, while other workers are forced to take part-time work to care for a de-
pendent child, or elderly parent.

¢ The share of workers earning the poverty level or less rose from 24% in 1973
to 29% in 1997.

The failure of the states to change their eligibility rules to reflect the realities of
the workplace and work force have resulted in ever increasing numbers of workers
being excluded from Ul and ES benefits and services. More than a dozen states
(Kansas, Florida, Virginia, Utah, Texas, New Mexico, South Dakota, New Hamp-
shire, Colorado, Georgia, Arizona, Louisiana and Oklahoma) pay benefits to 25% or
less of their unemployed workers. Of course, unemployed workers who do not re-
ceive benefits have already had unemployment insurance taxes withheld from their
wages (like any other payroll tax, workers pay by reduced wages; employers simply
write the check) and as such, are paying for a social insurance system that does
not provide them benefits.
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Several Ul reforms would address these eligibility problems and, in the process,
also make the UI/ES system run in a more fair manner for all parties involved.

Alternative (Movable) Base Periods—States should be required to count the most
recent wages of a worker when calculating minimum earning for Ul eligibility. Fail-
ing to count these wages disqualifies more workers from Ul benefits than any other
eligibility rule. Six to eight percent of the unemployed would gain access to benefits
if states simply counted their most recent earnings.

Lower the Earnings Threshold—The monetary eligibility tests of Ul were intended
to measure attachment to the labor force. As wages have fallen and work patterns
are increasingly irregular, state monetary requirements no longer accurately ac-
count for a worker’s commitment to work. The Advisory Council on Unemployment
Compensation recommended that earnings requirements not exceed 800 times the
state’s minimum wage. However, even this amount is too high given the growth of
low-wage and contingent work. Reducing the earnings threshold further, to an
amount equal to 400 times a state’s minimum wage, will allow more hardworking,
low earning workers to qualify for benefits.

Increase the Taxable Wage Base—The federal taxable wage base has been fixed
at $7,000 since 1983. This low base violates a fundamental principle of equity in
generating Ul revenue: it regressively taxes a larger portion of payroll for lower
wage employers than high wage employers. Raising the taxable wage base will re-
store progressivity to the system, generate needed resources , and reduce burdens
on 1srlnall1 employers. Today, 41 states have taxable wage bases that exceed the fed-
eral level.

UI Benefits Should not be Subject to Taxation—Currently all UI benefits are taxed
as income. This is a cruel tax on individuals suffering economic hardship. As state
benefits have declined, unemployment insurance benefits now replace an average of
46% of previous wages. The additional reduction of benefits through taxation re-
duces the value of benefits for individuals and limits the counter-cyclical impact of
the UI system.

The Extended Benefits Trigger Should be Fixed Before the Next Recession—Due to
reforms in the 1980s, the current trigger does not accurately reflect labor market
difficulties. A lower trigger, tied to the state’s total unemployment rate, would be
more responsive to recessionary conditions. Special Extended Benefit eligibility re-
quirements, which often mandate an even-greater job search during a recession,
should be eliminated.

Coverage of part-time workers—As we previously stated, part-time work is often
not a “choice” for the worker. In recognizing both the changing job market and
workforce family obligations, searching for part-time work should not disqualify
claimants.

Expanding Coverage for Personal Cause Reasons for Separating From Employ-
ment—State laws vary in their treatment of personal issues such as quitting work
to move with a spouse, domestic violence, child and elder care and part-time work
requirements. The union movement supports efforts to expand personal cause ex-
emptions as a valid response to new labor market realities.

Tying Workers to Temporary Help Agencies—In some states, a worker who loses
a job which she obtained through a temporary help firm must reapply to that tem-
porary firm or be ruled ineligible. These laws essentially lock unemployed workers
into temporary jobs by preventing them from seeking alternative employment. The
AlFL—dCIO opposes this effort to degrade the employment opportunities of the unem-
ployed.

Eliminating Non-Monetary Disqualifications—The use of durational disqualifica-
tions—penalties which eliminate eligibility during the entire period of unemploy-
ment instead of reducing weeks of eligibility—has expanded to include a wide range
of both separation issues and continued eligibility decisions. Re-qualification re-
quirements have also increased, forcing unemployed workers to find jobs and work
extensively before regaining eligibility for benefits. Regardless of the cause of sepa-
ration, at some point in the duration of an unemployment spell, the initial cause
of separation is no longer the determining factor in individuals condition of unem-
ployment and that person should be eligible for benefits.

Improvements in Administrative Financing

By all accounts, the Ul and ES systems have been badly underfunded in recent
years. Insufficient federal funding is leading to harmful state responses. Recent ef-
forts to devolve administrative financing decisions entirely to states, however, in re-
sponse to this shortfall is a step in the wrong direction, adding greater state author-
ity to a system which already relies too heavily on state discretion. Devolution will
result in a less responsive national system as the federal government loses the abil-
ity to shift funds among states to match ability to pay and need. A state-based fi-
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nancing system will also effectively destroy federal oversight by eliminating the in-
centive which the rebate of federal taxes provides. Devolution of administrative fi-
nancing will likely exacerbate competition and the corresponding race to the bottom
among states, as it increases states’ capacity to use their Ul programs as lures to
attract business. Finally, the additional fracturing and fragmenting of the federal-
state Ul program resulting from devolution makes no sense in an economy that in-
creasingly operates nationally and competes internationally.

As states’ reaction to the recent economic expansion has shown, devolution will
do nothing to address the UI systems’ problems for workers, though it very one-
sidedly implies that states will use their additional funding to shore up the system
for workers. As the economic expansion has resulted in ever-increasing amounts in
state trust funds, the end result has not been an expansion of eligibility or an in-
crease in benefit levels. Instead states have fallen all over themselves to provide tax
break after tax break to employers. Devolution of administrative financing will add
even more fuel to this race to lower employer taxes, resulting in continued down-
ward pressure on benefits.

We believe that the answer to the administrative financing crisis is mandatory
reclassification of administrative funding for the Employment Security trust fund
using a formula that reflects need. To this end, the AFL—CIO has established prin-
cipkl)es for guiding formulation of both the budget formulation and an interstate dis-
tribution.

* No state should receive less than it currently receives.

* There should be stable funding to support stable infrastructure for both ES and
Ul, which is not affected by economic fluctuations and which reflects state vari-
ations in costs and policies.

* While reflecting actual state needs, the base budget also can and should reflect
other policy goals and be supplemented by additional resources to promote certain
policy objectives.

¢ Consider flexibility of funding between ES and UI functions.

¢ Contingency funding should be continued.

While we continue to search for an effective solution to the administrative financ-
ing problem, the AFL-CIO firmly opposes proposals based on the concept of a state
match. We have yet to see administrative finance proposal based on a state match
that is workable. Under a state match financing system, states determine how much
money will be spent on their UI/ES programs, no matter how inadequate. In a cli-
mate where the Ul system is highly politicized, Governors may attempt to curry
favor with business by proposing tax cuts rather than benefit and coverage improve-
ments. Given that the federal government would have no control over the accounts
states will use to fund their share of the state match, there is nothing to stop states
from taking significant amounts from their general revenue funds to pay for their
match, even if these programs are equally important to vulnerable populations. This
becomes especially problematic during a recession when additional funds are needed
for both UI and other programs.

Handing this type of control to states is tantamount to devolution Because the
state match system leaves little control over state behavior, there is no way to en-
sure that states will contribute additional funding to their UI/ES systems during a
recession. Perhaps worst of all a state match will lead to a “race to the bottom” as
states forgo good practices such as keeping UI/ES open, depending less on telephone
claims, providing multilingual staff and materials and extending benefits for train-
ing. A state match provides a perverse incentive for states to cur investments in ad-
ministrative reforms that serve workers, while providing tax cuts to employers,
leading to further benefit cuts.

Addressing Fraud and Abuse

The AFL-CIO agrees that the UI/ES system should address problems of fraud
and abuse, whether perpetrated by recipients or by employers. It is troubling, how-
ever, that many in government, especially at the state level, focus largely on over-
payments to workers due to error (whether on the part of the worker or the state)
as fraud, while showing considerably less concern about underpayments by employ-
ers. It is our experience that most recipients who receive overpayments after they
have begun work at a new job often do not understand that they are not entitled
to the money, and do not understand that states may seek recoupment in the near
or distant future.

DOL reports that since the early 1990s, the number of employer audits performed
by the state Employment Services agencies declined by 30 percent, indicating that
it is increasingly easy for employers to get away with cheating on their Ul taxes.
As of last year, DOL states underpayment by employers have cost the system far
more money than overpayments to workers. Administrative financing reform will
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allow states and the federal government to target employers and industries that
routinely underpay taxes, and aggressively pursue taxes that are owed the system.
The AFL-CIO believes that implementation of employer profiling would target those
employers who consistently underpay Ul taxes. Employers in certain industries, and
those with a high use independent contractors should be the focus of monitoring and
collection efforts. Employer profiling will create more equity among employers and
can have a positive effect overall on employer tax rates.

Responding to Employer Concerns

For years, many of the most vocal of employer representatives have declared devo-
lution and repeal of .2 percent FUTA surtax as the panacea to their UI problems.
In truth, neither proposal really addresses employer’s tax and paperwork concerns.
Consolidation and piggy-backing of reporting requirements at the federal level (for
example, FICA and FUTA) would have the same effect of reducing employer bur-
dens without creating the problems devolution will spawn. Technology advances will
greatly alleviate employer paperwork burdens, if only they were fully utilized. The
Social Security Administration requires that employers with 100 or more workers
file the W-2 forms electronically, and will accept voluntary electronic filings from
smaller employers. These types of advances, rather than devolution, will save em-
ployers time and money.

The AFL-CIO strongly opposes repeal of the .2% surtax unless it is tied to a pack-
age of comprehensive UI/ES reform that includes a solution to the administrative
financing issue and significantly expands eligibility for workers. Repeal of the sur-
tax without comprehensive reform amounts to taking a significant amount of money
out of the system, money that would have been available in the case of an economic
downturn, while the problems left unsolved for workers compound. To separate re-
peal of the surtax from comprehensive UI/ES reform is irresponsible and unneces-
sary, and will serve only to further fragment the parties involved in the system.

With the understanding that all parties, worker advocates, DOL, state adminis-
trators and business have legitimate concerns for a program that is not working,
the AFL-CIO participated in good faith for almost a year long effort to craft com-
prehensive UI/ES reform. Clearly, because we do not have a comprehensive reform
package to present to you, the work of the stakeholder group is not finished. How-
ever, we do view the efforts as more than a mere exercise, perhaps the only means
of fixing a system that all parties admit is badly in need of repair. It is our hope
that the work of this group will continue and ultimately culminate in reforms for
a system that will truly serve as the financial lifeline to workers who lose their jobs,
the bridge to successful re-employment, and a stabilizer for the economy.

In conclusion, we all must face the reality that the good economic times will ulti-
mately end, and in the past, efforts to “fix” the UI/ES system were hurried, leading
to decisions that we now know hurt, rather than help the situation of unemployed
workers. But worst of all, efforts to “fix” the UI/ES system came far too late for
working families seeking assistance during economic hard times. Therefore, it is es-
sential that we reform the UI/ES system while there is time and money, and work
to strengthen the program to become the national economic safety net for unem-
ployed workers, and their path to re-employment as it was created to be.

———

Chairman JOHNSON. Thank you. I do hope that one of the things
that will come out of this meeting is that there is some urgency
about that. And there are some things that we can do at this time
and there are some things we can’t do. So maybe we will get better
parameters out of this.

Next I would like to recognize Mark Wilson from the Heritage
Foundation.

STATEMENT OF MARK WILSON, RESEARCH FELLOW,
HERITAGE FOUNDATION

Mr. WILSON. Thank you, Madam Chairwoman, Members of the
Committee, for giving me this opportunity to testify before you
today. As the 106th Congress begins its debate over the Unemploy-
ment Compensation system, I would like to encourage the members
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to consider three important principles to ensure that both workers
and employers receive the greatest benefit from any reform.

First, we need to reduce the record high tax burden on American
jobs. Second, we should consolidate to the greatest extent possible
the responsibility for the Unemployment Compensation system to
one level of government. And finally, Unemployment Compensation
benefits should be paid only to individuals who are involuntarily
out of work.

Members of the Committee, the third largest tax increase in the
Taxpayer Relief Act of 1997 was an extension of the temporary
FUTA surtax that was scheduled to expire at the end of 1998. End-
ing the FUTA surtax would reduce the overtaxation of American
jobs and allow workers and employers to keep nearly $8 billion
more of their hard earned money over the next 5 years to spend
and invest as they see fit.

Consolidating responsibility for the UC system at one level of
government is important. The taxing and spending authority for
the UC system should not be split between the Federal and govern-
ment states. In 1996, Congress passed Welfare reform that pro-
vided states with greater flexibility while holding them accountable
for reducing Welfare caseloads.

In 1998, Congress passed the Work force Investment Act that
created one-stop career centers and gave states greater responsi-
bility for job training and employment service programs while de-
manding more effective results. Instead of federalizing Unemploy-
ment Insurance benefits, Congress should now do the same for Un-
employment Compensation. And a positive step in that direction is
H.R. 3174.

It would provide states with sufficient funding to deliver UC
services and maintain program integrity. It would reduce the
length of unemployment for many unemployed claimants. It would
provide a better capacity to provide job search assistance, and the
Employment Security system would help more claimants return to
work sooner, which is the primary function of the Unemployment
Compensation system. It would reduce employer tax and paper-
work burdens and would eliminate burdensome Federal mandates
that cause inefficiencies and impose increased costs.

When both the UC system and the Social Security program were
created in 1935, policymakers knew there would be political pres-
sure to use tax revenue that builds up in the trust funds for other
government programs. That is why they placed limits on those
funds. Now the Department of Labor is rushing to remove those
limits by regulatory fiat. Congress should not allow the President
to unilaterally convert the UC program into a huge new govern-
ment entitlement program unrelated to unemployment.

I would like to talk a little bit about recipient rates. There has
been a number of percentages that have been thrown around here,
both at the state level and the national level. And I think it is im-
portant to remember that when looking at recipient rates, be it a
third, be it 40 percent, be it 25 percent, depending on whether it
is a national average or a state average, that one use the appro-
priate denominator when calculating this percentage. It is not total
unemployed, it is the number of job losers that is the appropriate
denominator. It is important to remember that over half of the peo-
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ple who are currently unemployed either quit voluntarily, they re-
cently reentered the labor market, or they are new entrants. They
are not job losers. And when one uses the appropriate denominator
when calculating this percentage, the recipients rates look far less
onerous than they currently—some people would like to have you
believe.

Finally, I would like to strongly discourage you from moving Ul
and the Unemployment Compensation program to the mandatory
side of the budget. The last thing we need is to put another pro-
gram on autopilot here and take it out of the reach of Oversight
or more careful, and direct, and thoughtful, and deliberate, of Over-
sight by Congress. Thank you very much.

[The prepared statement follows:]

Statement of Mark Wilson, Research Fellow, Heritage Foundation

Madam Chairman, Members of the Committee, thank you for the opportunity to
testify before you today. The views I express in this testimony are my own and
should not be construed as representing any official position of The Heritage Foun-
dation.

As the 106th Congress begins its debate over the Unemployment Compensation
(UC) system, members should consider three important principles to ensure that
both workers and employers receive the greatest benefit from any reform.

1. Lower the tax burden on American jobs.

The third-largest tax increase in the Taxpayer Relief Act of 1997 was an extension
of the temporary Federal Unemployment Tax Act (FUTA) surtax that was scheduled
to expire at the end of 1998. The FUTA surtax was extended to December 2007 be-
cause many Members thought they needed to increase tax revenues to balance the
budget. As a result, the tax burden on American workers has hit a record post-
World War II high. Moreover, surplus unemployment taxes continue to be used for
purposes totally unrelated to the UC system. Surplus FUTA surtax revenue that
builds up in federal trust funds, like the Social Security payroll tax, is converted
to federal government bonds and spent as general revenue or used to pay down pub-
licly held debt.

Ending the FUTA surtax would reduce the overtaxation of American jobs and
allow workers and employers to keep $8.3 billion more of their hard-earned money
over the next five years to spend or invest as they see fit.

2. Consolidate responsibility for the UC system at one level of government.

The taxing and spending authority for the UC system should be at one level of
government and not split between the federal government and the states. Effective
program accountability requires the states to be responsible for both raising and
spending the revenue to run the UC system. Maintaining bifurcated taxing and
spending authorities diminishes direct accountability.

In 1996, Congress passed welfare reform that provided states with greater flexi-
bility while holding them accountable for reducing welfare caseloads. In 1998, Con-
gress passed the Workforce Investment Act that created one-stop career centers and
gave the states greater responsibility for job training and employment service pro-
grams while demanding more effective results. Congress should now do the same
for the unemployment compensation system and a positive step in that direction is
contained H.R. 3174 the Employment Security Financing Act of 1999.

H.R. 3174 would:

* Provide states with sufficient funding to deliver UC services and maintain pro-
gram integrity.

* Reduce the length of unemployment for many unemployment claimants. With
better capacity to provide job search assistance, the Employment Security system
will help more claimants return to work sooner.

¢ Reduce employer tax and paperwork burdens. Employers will no longer pay the
temporary FUTA surtax and they will only have to deal with one tax collection
agency—the state, not the IRS.

¢ And eliminate burdensome federal mandates that cause inefficiencies and im-
pose increased costs.
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3. UC benefits should be paid only to individuals who are involuntarily out
of work.

When both UC and Social Security were created in 1935, policymakers knew there
would be political pressure to use the tax revenue for other government programs.
That is why they placed limits on the use of those funds. Now the Department of
Labor is rushing to remove those limits by regulatory fiat. Congress should not
allow the President to unilaterally convert the UC program into a huge new govern-
ment entitlement program unrelated to unemployment. Surplus UC tax revenue
should be returned to employers and workers and not used to expand the program
to cover family leave. Any new expansion of the program to cover new parents
would pit employees who voluntarily choose (and in many instances can afford) to
be out of work against workers who involuntarily lose their jobs.

If Congress follows these three principles and recommendations, Members would
strengthen and improve the UC system while reducing the record high tax burden
on American jobs. Thank you for your time and I will be happy to answer any ques-
tions you may have.

—
Chairman JOHNSON. Mr. Forster, The Honorable Mr. Forster.

STATEMENT OF HON. GAREY FORSTER, SECRETARY, LOU-
ISIANA DEPARTMENT OF LABOR, BATON ROUGE, LOUISIANA

Mr. FORSTER. I am glad to be here today, not only on behalf of
the Louisiana Department of Labor, but on behalf of my boss, Gov-
ernor Mike Foster, who was going to be here, is the Second Vice
Chairman of the Southern Governors’ Association, introduced the
resolution supporting Congressman McCrery’s bill. But unfortu-
nately, we are having a few budget problems back in Louisiana and
he chose not to come to Washington at this time.

As Congressman McCrery stated, I served for 15 years in the
Louisiana House, and that entire time served on the Labor Com-
mittee and, in fact, was Chairman when the Governor asked me to
take over the Labor Department. So I am very familiar with the
issues. And when I arrived at the Department, I saw a different
side of what the Department of Labor was about, and that was as
a result of its budget being reduced over the last ten to twelve
years, $5 million going from around $26 million down to $21 mil-
lion, and the consumer price index over that time going up about
40 percent. What the state had done is closed ten local offices and
consolidated five others. So where we used to be in about 40 plus
parishes, out of 64 parishes in Louisiana, we are now down to
about half of the parishes. So we have gone from a presence of two-
thirds of the state to around half the state.

And why do I raise that issue? Chuck Yarbrough mentioned it,
and I don’t know if it is as clear to everyone as it is to me. And
that is, when you close offices, Members of the Committee, you
don’t close the big cities. You don’t close the office in Shreveport.
You don’t close New Orleans. You close the little rural offices. And
if you are worried about services, and if you are worried about try-
ing to achieve full employment, and if you are worried about some-
body who is laid off and has to drive 60-70—80-100 miles to go and
file a claim, then you don’t do that stupid thing. You don’t close
those rural offices. And that is what all the states have been forced
to do. They are forced to economize. We serve the big cities and we
leave the rurals to, basically, to die.
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What has happened in Louisiana is we have had to go find funds
and work with the employers to try to come up with a temporary
solution until, hopefully, the urgency of this Chairman moves this
bill to some kind of fruition where we begin to stabilize funding.
Let me tell you a little story, quite briefly. My first day on the job,
30 months ago, we had a major garment manufacturer, which as
a result of NAFTA, laid off over 4,000 employees. Now, they didn’t
do this in Lafayette. They did it in St. Martinville, they did it in
Abbeville, the did it in Jeanerette, they did it in Port Barre.

Do you know what? We didn’t have a labor office in any of those
small communities, in any of those small parishes. They had to, at
a tough time in their life, drive into Lafayette. Now, the employer
worked with us and we sent staff to the plant site to try to help
them. But I want you to understand the reality of when something
hits, and I would also like you to know that that is not the only
layoff in Louisiana. I carry around with me, and have it updated
bi-monthly, all the WARN notice layoffs in the state. And they are
not all in one city and they are not all in one industry. They are
all over the state and those people need help.

And just to give you some idea of it, 230 people in LaPlace get-
ting laid off is a big deal; 130 in Braithwaite, a real big deal; 94
in Jonesville; 138 in St. Martinville; 210 in Narco; 106 in Rayville,
160 in Gramercy; 308 in Tallulah; 177 in Jennings. Those are real
live people who congressman represent who don’t have offices
around to solve their problems because the staff has been cut and
we have been forced to close those offices.

And what I want you to understand is as we try to move in the
direction of full employment and the new Work force Investment
Act, and all the great things that my buddy, Ray Uhalde, talked
about, we didn’t get ten extra cents to implement this new legisla-
tion. We have to survive with what we have been getting over the
last few years with all of the cuts, and try to reach out, reengineer
an old system that was built when unemployment was high and
not looked at while the economy has changed.

In summary, since I see I am running out of time, let me just
tell you that what is important is that Congressman McCrery’s bill,
I believe, does have a comprehensive look at why FUTA was imple-
mented at a time of high unemployment and hasn’t been reengi-
neered. Somebody is doing something, finally, about that in a major
way. And it looks at, I think, the changes in the economy and the
workplace. Employers, as well as unemployed and underemployed
individuals, demand different services from the system than was
thought at the inception of FUTA legislation.

Therefore, my Governor, Mike Foster, and the Southern Gov-
ernors’ Association support the bipartisan bill that Congressman
McCrery has introduced, which among other things, repeals the
temporary FUTA surtax, transfers the collection of FUTA tax to
the states, ensures that states get a greater return on their em-
ployers’ FUTA tax dollars, improves Employment Services, combats
fraud and abuse in the system, and increases state flexibility to ad-
minister the Unemployment Insurance and Employment Services
program at a time we desperately need it.
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I implore the Committee to act as soon as possible to begin to
change a system that I think is broke. And it needs fixing, and it
needs fixing immediately. Thank you very much.

[The prepared statement follows:]

Statement of Hon. Garey Forster, Secretary, Louisiana Department of
Labor, Baton Rouge, Louisiana

Good afternoon, Chairman Johnson and members of the Subcommittee on Human
Resources of the Committee on Ways and Means. I am Garey Forster, Secretary of
Labor for the Louisiana Department of Labor, appearing on behalf of the Honorable
M. J. “Mike” Foster, Governor of the state of Louisiana and Second Vice Chairman
of the Southern Governors’ Association. For the 15 years prior to my appointment
as Secretary, I served as a member of the Louisiana House of Representatives and
worked in the private sector. During my entire tenure as a legislator, I served on
the House Committee on Labor and Industrial Relations, serving as chairman for
the two years immediately preceding my appointment. I was the floor leader for the
business community and the Republican Administrations on legislation regarding
unemployment insurance, workers’ compensation, and job training reform. As a re-
sult, I bring to you years of experience on unemployment insurance and employment
services from the viewpoint of a private sector businessman, a legislative policy-
maker, and now as an administrator of the program. I am very familiar with the
administrative funding problems of the programs, and I look forward to upcoming
discussions on reforming the present system.

When I arrived at the Louisiana Department of Labor approximately 30 months
ago, in August of 1997, the department was near the breaking point resulting from
many years of under-funding. From Fiscal Year 1988 to FY 2000, administrative
funding for the Louisiana Department of Labor actually decreased by $5 million,
from $26 million to $21 million. At the same time that administrative funding was
decreasing, the cost to the Department to provide the mandated services was in-
creasing. As a result of the decreased funding, the department was forced to close
ten local offices, and five other offices were consolidated into two offices. The great-
est impact of these closures and consolidations was felt in the rural areas. Unfortu-
nately, it is the rural areas of a state which usually have the highest rates of unem-
ployment and house residents who need the most intensive services to move into
employment. These closures were based on the fact that it is more expensive, or less
cost effective, to maintain an office in a rural area since such offices serve fewer
customers on a daily basis.

On my first day on the job as Secretary, I was confronted with the initial phase
of a major layoff by a garment manufacturer in our state. The layoff affected ap-
proximately 4,000 individuals at four facilities in four rural parishes, only one of
which had a local office. This experience exposed me to the particular challenges
presented to a local economy by a major layoff in a rural area. Since transportation
1s a significant issue in the rural areas, it 1s especially important to deliver services
in the immediate vicinity. It is critical for the Department to be in a position to re-
spond timely and effectively to provide services to both employees and businesses
in order to mitigate and address the devastating effect a major layoff can have on
a rural economy.

The legislation proposed to reform the administrative funding portion of the Fed-
eral Unemployment Tax Act will alleviate many of the budget shortfalls experienced
by state labor departments in the past. Reform proposals introduced by Congress-
man Jim McCrery and Senator DeWine along with numerous co-sponsors represent
a collaborative effort of many persons with a stake in the system. These proposals
could provide resolutions to many problems currently faced by states. It has long
been recognized that the level of funding provided to the states to administer the
unemployment insurance and employment services programs is inadequate. Since
1976, employers have paid a surtax that was originally designated as a temporary
tax to fund a deficit in the employment security system. This deficit has been extin-
guished, but the surtax remains as a burden on employers. In addition, employers
have paid substantial amounts of employment taxes to the federal government. Over
time, less and less of these federal taxes have been returned to the states for admin-
istrating state unemployment taxes and claims and employment services.

Declining funding has resulted in inefficiencies in the system and the inability of
customers to receive adequate services. With the national unemployment rate at the
lowest level that it has been in 30 years, labor departments are more likely to see
customers with multiple barriers to employment. Typically, these individuals are
harder and more expensive to serve and require a more personal and “hands-on”
approach. More personal interaction means that agency workers spend more time
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with each customer and will ultimately require additional resources to provide an
adequate level of service. We all recognize that the days when offices were fully
staffed are gone and will never return. As new and innovative programs are imple-
mented with specific mandates on the provision of employment services, such as the
Workforce Investment Act, additional resources become more critical. The work
processes of state labor department programs must be reengineered to meet these
new demands. Yet, the state’s already under-funded system did not receive any ad-
ditional resources to accomplish this.

In conclusion, FUTA was implemented at a time of high unemployment and has
not been reengineered in many years to adapt to changes in the economy and the
workplace. Employers, as well as unemployed and underemployed individuals, de-
mand different services from the system than was thought of at the inception of the
FUTA legislation. Therefore, my governor, Governor Foster, and the Southern Gov-
ernors Association support FUTA reform which, among other things: (1) repeals the
temporary FUTA surtax; (2) transfers collection of the FUTA tax to the states; (3)
ensures that states get a greater return on their employers’ FUTA tax dollars; (4)
improves employment services; (5) combats fraud and abuse in the system; and (6)
increases state flexibility to administer the unemployment insurance and employ-
ment services programs.

This concludes my comments, Chairman Johnson and members of the Sub-
committee; however, I would be pleased to answer any questions that you may have.
I would like my oral and written comments to be made a part of the official record
for today’s hearing.

———

Chairman JOHNSON. Thank you very much. Now, to conclude
then, Van Doorn Ooms, Senior Vice President and Director of Re-
search, Committee of Economic Development. Thank you, Mr.
Ooms.

STATEMENT OF VAN DOORN OOMS, SENIOR VICE PRESIDENT
AND DIRECTOR OF RESEARCH, COMMITTEE FOR ECONOMIC
DEVELOPMENT

Mr. OomMs. Thank you, Madam Chairman. I am honored to accept
your invitation to testify on behalf of CED on Unemployment In-
surance.

CED is a nonprofit, nonpartisan, nonpolitical research and policy
organization of over 200 business and education leaders. Its pur-
pose is to recommend policies to promote economic growth, higher
living standards and equal opportunity for all Americans. CED’s
policy positions are adopted by a vote of the 62 members of its Re-
search and Policy Committee, who speak in their individual capac-
ities.

My testimony is going to be fairly narrowly focused, because
CED has not addressed directly a number of the Unemployment
Compensation reform proposals before you today and, therefore,
does not have an official policy position on them. However, CED
has considered and made recommendations on certain aspects of
the UI system, and in particular, the extent to which it covers the
American work force, and that is the issue I wish to address in this
testimony.

In summary, CED’s view is that a number of longer term trends
and recent developments in the American economy have signifi-
cantly changed the nature of the American work force and the na-
ture of employment, as you noted earlier, Madam Chairman. As is
well known, one of the major results of this change is that the pro-
portion of unemployed workers that receives Unemployment Com-
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pensation has fallen sharply, from roughly one-half of the fifties to
about one-third recently.

CED believes that the fundamental purposes of Unemployment
Compensation and the national economy would be served better by
somewhat broader Ul eligibility and coverage. Consequently, CED
has supported several proposals to broaden eligibility among cer-
tain low-wage, part-time and seasonal workers that were made by
the Advisory Council on Unemployment Compensation 4 years ago.

The Committee, I am sure, i1s familiar with the Council’s report,
so I will not describe its recommendations in detail, but there are
four, essentially. Two of them would remove categorical prohibi-
tions against eligibility—one with respect to part-time workers,
which Mr. Cardin mentioned earlier, and one with respect to sea-
sonal workers. To deal with the issue of lower wage workers, CED
believes that the earnings requirement should be set at levels that
better reflect the attachment to the workforce of many low-wage
workers that work many hours but, nevertheless, have relatively
small earnings.

Finally, we also believe that there should be an adjustment of
the base period where that is appropriate and necessary to create
the eligibility of workers who would be eligible if their more recent
earnings records were taken into account in the calculation.

The reason for our position on these, Madam Chairman, has to
do with the profound changes in the economy over the last few
years that have made our Ul system, which was created in a very
different world somewhat obsolete. Let me just note those changes
very briefly.

First of all, rapid technological change. In the process of creative
destruction, as new sectors, firms, and workers advance, others de-
cline. Downsizing and growth now often go hand-in-hand. The
transfer of resources required for this process is not instantaneous
and it is not smooth. And the larger the resource transfers re-
quired, the larger the likely temporary unemployment and the de-
mands on the Ul system.

There is evidence, although it is still preliminary, that produc-
tivity growth is now accelerating and has been over the last several
years. At the moment, of course, the extraordinarily strong demand
for labor and the very tight labor market masks the amount of re-
source transfer that is going on. We don’t observe what will happen
when the labor market slackens, which will be higher temporary
unemployment.

The organization of work has also changed, and a major result
of those changes has been an increase in the importance of tem-
porary part-time and other irregular employment arrangements,
many of which are not covered under the current Ul system. In
part, technological change has meant that skill requirements have
increased; as a result, the skill bias in the system has widened the
gap between the earnings of highly skilled workers and less skilled
workers. That means that earnings have become a less reliable
index of labor force attachment, and we believe that needs to be
taken into account in addressing adequacy of the system.

Globalization is another important aspect of change. Like techno-
logical change, globalization results both in great benefits for the
society as a whole and substantial adjustment costs. We believe
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that to address the concerns about globalization that were revealed
most dramatically in Seattle, we need to have safety net mecha-
nisms that are seen as equitably sharing those adjustment costs.

Finally, as you noted yourself, Madam Chairman, there are two
other major things that are going on at the present time. One, the
composition of the labor force has changed dramatically over many
years and is about to change even more dramatically as the baby-
boomers reach retirement age. When that happens, either for rea-
sons of preference or reasons of requirement, many older workers
will remain employed past the ordinary retirement age. There is no
doubt that part-time, short-term and seasonal work arrangements
will become more important in that world.

Finally, on the subject of welfare reform, with which the Sub-
committee is also concerned, we are now engaged in a major exper-
iment in this country with respect to the integration of several mil-
lion low-income and typically low-skill single parents into the
mainstream of American life. The success of that experiment is
going to depend to a very large extent on whether, when the econ-
omy slackens, those workers are forced back into some kind of de-
pendency or remain as part of the American workforce. Some of the
reforms that have been mentioned today that would address part-
time and low-wage work would make it more likely that that very
important experiment succeed. Thank you, Madam Chairman.

[The prepared statement follows:]

Statement of Van Doorn Ooms, Senior Vice President and Director of
Research, Committee for Economic Development

Madam Chairman and Members of the Committee:

My name is Van Doorn Ooms and I am the Senior Vice President and Director
of Research of the Committee for Economic Development (CED).1 I am honored to
accept your invitation to testify on behalf of CED on the Unemployment Insurance
system (UI). Before joining CED in 1991, I served as the Chief Economist for the
Senate Budget Committee, the Office of Management and Budget, and the House
Budget Committee. My curriculum vita is attached, as requested in your letter of
invitation.

CED is a nonprofit, nonpartisan, and nonpolitical research and policy organization
of over 200 business and education leaders. Its purpose, pursued throughout its 58-
year history, is to recommend policies to promote economic growth, higher living
standards, and equal opportunity for all Americans. CED’s policy positions are
adopted by a vote of the 62 members of its Research and Policy Committee, who
speak in their individual capacities.

In line with these concerns about national economic growth and equal oppor-
tunity, CED produced a number of policy statements during the 1980s and 1990s
recommending measures to improve the functioning of our labor markets and to ex-
tend the opportunities for all workers to participate in the nation’s growth and pros-
perity: Work and Change: Labor Market Adjustment Policies in a Competitive World
(1987); An America That Works: The Life-Cycle Approach to a Competitive Work
Force (1990); American Workers and Economic Change (1996); New Opportunities for
Older Workers (1999); and the recently released Welfare Reform and Beyond: Mak-
ing Work Work (2000).

CED has not addressed directly some of the unemployment compensation reform
proposals before you today and therefore does not have an official policy position on
them. However, CED has considered and made recommendations on certain aspects
of the UI system, and in particular the extent to which it covers the American work-
force. I will address that issue in this testimony.

In summary, CED’s view is that a number of longer-term trends and recent devel-
opments in the American economy have significantly changed the nature of the
American workforce and employment. As is well known, one important result of

1CED has a long-standing policy of neither seeking nor accepting Federal government grants
or contracts, and neither CED nor I personally have received any such grants or contracts dur-
ing the current or preceding two fiscal years.
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these changes is that the proportion of unemployed workers that receives unemploy-
ment compensation has fallen sharply, from roughly one-half in the 1950s to about
one-third recently. CED believes that the fundamental purposes of unemployment
compensation, and the national economy, would be better served by somewhat
broader UI eligibility. Consequently, CED has supported the proposals to broaden
eligibility among certain low-wage, part-time, and seasonal workers made by the
Advisory Council on Unemployment Compensation in 1996.

Functions of Unemployment Compensation

CED believes there are at least three major functions to be served by a well-func-
tioning UI system. It should:

1. provide temporary, partial wage replacement for involuntarily unemployed
workers who are significantly attached to the labor force and actively seeking work;

2. facilitate the dynamic economic change on which our higher living standards
dependdby shifting some of the costs of adjusting to that change to the larger soci-
ety; an

3. help to stabilize the national economy by supporting consumer purchasing
power when unemployment rises.

Economic Changes Affecting the UI System

A number of major changes in the American economy have affected, or soon will
affect, the effectiveness with which the UI system performs these functions. Some
of these changes have been ongoing for decades, while others await us in the future,
but all have important implications for unemployment compensation.

Technological change New knowledge and its applications are the major source of
growth in our productivity, incomes, and living standards. Productivity growth has
accelerated in the last 4-5 years, driven both by rapid technical change in informa-
tion technology and the investment boom associated with it. But while the benefits
of technological change are large, they carry with them the costs of adjusting to that
change. In the process of “creative destruction,” as new sectors, firms, and workers
advance, others decline. “Downsizing” and growth now often go hand-in-hand. The
transfer of resources, including labor, required for this process is neither instanta-
neous nor smooth; the larger the resource transfers required, the larger the likely
temporary unemployment and demands on the Ul system. These effects, of course,
remain in abeyance during periods of very strong labor demand such as the present,
but are likely to appear when demand again slackens.

The organization of work Both rapid technical change and the increasingly com-
petitive structure of the U.S. economy have brought major changes to the operations
of American business and the workplace. New structures of production, decentral-
ized operations, new relationships with suppliers, and increased flexibility have
characterized the last two decades in particular. A major result of these changes has
been an increase in the importance of temporary, part-time, and other “irregular”
employment arrangements. Our Ul system, of course, was designed with a more tra-
ditional model of employment arrangements in mind, and does not always cover
such workers when unemployed.

Skill requirements and earnings During the last several decades, the changes de-
scribed above have increased the demand for highly skilled workers relative to those
with fewer skills. This “skill bias” has produced a sharp increase in the wage pre-
mium paid for skills and in the earnings differentials between high-and low-wage
workers. Indeed, the real earnings of low-wage male workers declined absolutely
and substantially until very recently. As a result, earnings per se have become less
reliable indicators of employment and labor force attachment. The UI system, of
course, bases benefits eligibility primarily on an earnings history. Given the large
population of low-wage workers potentially affected, a reexamination of the min-
imum earnings required for UI eligibility may be warranted.

Globalization Like technical change, the expansion of international trade, invest-
ment, and immigration has produced both large overall economic benefits and sig-
nificant adjustment costs that impact particular industries, workers, and commu-
nities. While some of the reactions against globalization recently displayed in Se-
attle reflect misunderstanding and misplaced apprehension, those concerns must be
addressed if further progress is to be made in trade and investment liberalization.
This will require safety-net mechanisms that equitably share adjustment costs.
Trade-specific mechanisms appear less promising in this respect than a UI system
with broad coverage that addresses economic adjustment generally.

Composition of the labor force In the last half-century, female participation in the
labor force has nearly doubled (from 34 percent in 1950 to 60 percent today) and
the need for more flexible and “family friendly” work arrangements has become ap-
parent to many, if not most, employers. A new set of changes lies just ahead, as
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the baby-boomers age and their preferences or circumstances lead many of them to
continue to work past the traditional retirement age.2 While new models of employ-
ment suited to both older workers and employers will certainly evolve, there can be
little doubt that part-time, short-term, and seasonal work arrangements will become
more important than at present, and that our social insurance systems will have
to adapt to such change.

Welfare reform The U.S. is now engaged in a major economic, social, and cultural
experiment that attempts to integrate several million low-income and typically low-
skill single parents into mainstream American economic life. Although welfare re-
form, aided by an extraordinarily tight labor market, has been more successful to
date than many observers expected, the experiment is far from over.3 Its ultimate
success will hinge on whether welfare-leavers can be incorporated into the labor
force on a permanent basis, rather than falling back into dependency of one kind
or another. An important test of this will come when the labor market softens. A
large proportion of these workers are in part-time, temporary, or short-term jobs
that are categorically excluded from Ul coverage in some states or in jobs with earn-
ings too low to meet UI eligibility requirements. It is estimated that no more than
20 percent of persons leaving welfare for work are likely to become eligible for Ul
through their post-welfare employment.4

Recommendations

As a result of these considerations, CED supports four key recommendations of
the Advisory Council on Unemployment Compensation that would extend UI eligi-
bility to more low-wage, part-time, and seasonal workers with significant labor force
attachment. A number of states already have policies that accord with some or all
of these recommendations, but CED urges those that do not to adopt such policies.

The first two of these recommendations would remove the categorical exclusion of
part-time and seasonal workers who would otherwise be eligible. Some states cat-
egorically exclude workers applying for part-time work even though they have met
the state’s monetary eligibility requirements. Fifteen states permit workers in sea-
sonal industries to collect benefits only during the season in which that industry is
active, and thirteen states do not allow seasonal earnings to count towards the earn-
ings requirement even if the worker later works in a non-seasonal job.

¢ States should eliminate seasonal exclusions; claimants who have
worked in seasonal jobs should be subject to the same eligibility require-
ments as all other unemployed workers.

*« Workers who meet a state’s monetary eligibility requirements should
not be precluded from receiving Ul benefits merely because they are seek-
ing part-time, rather than full-time, employment.

The third recommendation would reduce the number of workers made ineligible
by low wages. The base period and “high quarter” minimum earnings requirements
in 9 states would exclude workers who worked two days per week for a full year
(about 800 hours) at the minimum wage, whereas workers earning $8.00 per hour
for the same employment would be eligible in all states but one.

« States should set their earnings requirements so that a worker with 800
hours of work, evenly distributed over the year, at the state’s minimum
hourly wage would be monetarily eligible for benefits

Finally, a fourth recommendation would reduce the number of workers made in-
eligible merely because their last completed quarter of earnings was not used in the
calculation of monetary eligibility. Many states compute workers’ monetary eligi-
bility on the basis of their earnings during the first four of the last five completed
quarters of work, a practice once required by pre-computer technology. Some states
now use a “moveable base period” to allow the most recent four quarters to be used
as an alternative.

¢ States should use a moveable base period in cases in which its use
would qualify a Ul claimant to meet the state’s monetary eligibility re-
quirements.

CED recognizes, in making these recommendations, that the payroll taxes that fi-
nance Ul are a tax on labor services that may have a negative impact on employ-
ment, especially at low-wage levels. It would be counterproductive to discourage the
employment of low-wage workers at the same time that we attempt to facilitate both
their labor force participation and their employment by extending UI benefits to

2See CED, New Opportunities for Older Workers (1999), Chapter 1.

3CED, Welfare Reform and Beyond: Making Work Work (2000), Chapter 2.

4See Wayne Vroman, Effects of Welfare Reform on Unemployment Insurance, (The Urban In-
stitute, 1998) p. 2
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them. In addition, there is evidence that, in the longer term, a substantial portion
of such taxes is borne by workers themselves in the form of lower wages.

CED therefore also recommends that the federal and state governments
consider ways to support broader eligibility for benefits with general reve-
nues rather than higher UI payroll taxes. Some degree of general revenue fi-
nancing would also seem to be indicated by the fact that the benefit extensions
would serve several broad social goals, such as the facilitation of change and the
success of welfare reform, in addition to meeting the needs of individual firms and
workers. One possible approach would be to credit the UI trust fund with income
taxes paid on UI benefits, as is done with the Social Security and Railroad Retire-
ment trust funds. This arrangement would generate at least $3.6 billion annually
for the Ul trust fund, which would more than cover the estimated $2.0 billion dollar
cost of the four recommendations.

CED believes that the implementation of these recommendations in all the states
would substantially improve the effectiveness of the Nation’s unemployment com-
pensation system in performing its essential economic and social functions.

——

Chairman JOHNSON. Thank you all very much for your testi-
mony. I am going to start with Mr. English. Unfortunately, the
Ways and Means Committee does have a meeting a little later
today, and we have been asked to conclude by 4. Whether we will
be able to do exactly that, I don’t know, but it does shorten our
question period. Mr. English.

Mr. ENGLISH. And Madam Chairman, I appreciate the oppor-
tunity to question perhaps the best and most stimulating panel I
have heard on this subject in a long time. I note that Mr. Smith
and Mr. Yarbrough come at this issue from rather different philo-
sophical perspectives, but both of you have concluded on one of my
favorite topics, that there should be no Federal taxation of Unem-
ployment Compensation benefits. Would the two of you like to very
quickly elaborate on that?

Mr. YARBROUGH. Go ahead, sir.

Mr. SMITH. Let me do it very briefly, Mr. English. Folks aren’t
getting Unemployment benefits because they are living high off the
hog. They have lost a job, it is an enormously difficult time. Not
only has eligibility for Unemployment Compensation decreased, but
the replacement value of the check has decreased. This is one way
to stretch those resources further at a time of difficult adjustment
for a lot of the reasons that my friend from CED talked about.

So I think you were right when you said earlier this is a tax cut
that even some of us unexpected taxcutters could support, al-
though, we might set some limits on it.

Mr. ENGLISH. Thank you. Mr. Yarbrough.

Mr. YARBROUGH. Thank you, Mr. English. Yes, I think that the
employer community feels like that the taxation of the UI benefits
diminishes the benefits in which we are paying for. You know, it
is—and when people get reemployed and they get the services and
they come back, and then it rolls around again in taxation time,
they are having to spend more of their additional income that they
are trying to get back on their feet and recover, you know, back to
pay more taxes.

Mr. ENGLISH. Mr. Yarbrough, on a couple of other points, I am
curious. You come out very strongly against establishing a Federal
solvency standard on the theory that there is substantial dif-
ferences among the states. Do you feel those differences are so dif-
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ficult to quantify that we can’t establish at least some Federal
standard that establishes a clear bench mark so we don’t see the
states reverting to the situation that we had back in the ‘seventies
and’ eighties?

Mr. YARBROUGH. Well, I think when it comes to, you know, sol-
vency issues, you know, and how each state, and whether or not
there should be a standard—let me also, I guess, look at something
that has just recently been passed, which is our Work force Invest-
ment Act. And we have given that down to the local level and given
the local people the opportunity to decide how they are going to do
what they are going to do, when they are going to do this. And it
involved the employer community as well as the state agencies to
do this. So you know, anything along those lines, I think, that
forces it down and gives the states the opportunity.

I am not necessarily—feel like different states probably need dif-
ferent solvency levels just as they have different requirements. You
have some states that are benefit receivers because they pay less
than what they return. So you know, does that change their sol-
vency ratio any different than someone who in the region that I
serve in the National Employer Council who receive an average of
about 46 cents? So you know, I think there is still a lot of variety
that is

Mr. ENGLISH. I think you make a very good point, that there is
a lot of variety. It just seems to me that solvency is something that
is a little more easy to quantify than some other things in public
policy. And there ought to be some sort of a Federal standard if
there are going to be Federal tax dollars.

Mr. YARBROUGH. Let me say that if you return these dollars back
to the states and give them the opportunity to have, you know, like
control that money and provide local service and things like that,
that adds a lot of solvency back to their general treasuries.

Mr. ENGLISH. The point is well taken. Mr. Wilson, should states
raise taxes during a recession?

Mr. WILSON. No, of course not. They should try to maintain as
low a tax rate as possible. And when it comes to—I would like to
mention a few things about solvency.

Mr. ENGLISH. Could I go

Mr. WILSON. Sure, go ahead.

Mr. ENGLISH. I appreciate it. But isn’t the implication—you have
testified that, essentially, we should consolidate Unemployment
Compensation within one level of government, the state govern-
ment, and that the McCrery proposal is a—what you view as a use-
ful transition to that. May I ask, isn’t the implication of that, that
states, individual states that might have a protracted recession,
would be more or less on their own under the system you envision?
And wouldn’t they be required to dramatically increase taxes if
they don’t have an adequate solvency in their system, and they
don’t have Federal standards, and they face a severe protracted re-
cession?

Mr. WiLsoN. The H.R. 3174 allows and enables the states to bor-
row from the Federal Government.

Mr. ENGLISH. That is true.
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Mr. WILSON. And currently—or for that matter, they have the
ability now to go to the private sector and borrow funds in the pri-
vate sector——

Mr. ENGLISH. That is true.

Mr. WILSON.—and they should if their solvency levels—the point
I would like to make about solvency is there is no money in the
trust funds. These are bonds. These are government bonds like So-
cial Security in the trust funds. The Federal Government is going
to have to borrow that money. So what difference is it whether the
state borrows it from the private sector, or that the state borrows
it from the Federal Government, or when the Federal Government
turns around and has to borrow it from the public sector again?

Somebody is going to have to borrow the money somewhere in
order to prevent taxes from rising during a recession because nei-
ther the states nor the Federal Government are going to do that,
nor should they. So somebody is going to have to get the money
from somewhere. It is going to be borrowed somewhere, whether it
is borrowed at the state level, either in private markets or from the
Federal Government, as H.R. 3174 allows or whether the Federal
Government turns around and does it. It is just six of one or half-
dozen of the other.

Mr. ENGLISH. It is very possible though. My time has expired,
but it is very possible for a state or a region to experience a reces-
sion at a time when the Federal Government and the nation as a
whole is maybe doing rather better. You look at the recent experi-
ence of Hawaii. I yield back my time. Thank you.

Chairman JOHNSON. Thank you. Mr. Cardin.

Mr. CARDIN.—the major difference here, when the Federal Gov-
ernment borrows the money, it need not raise taxes to pay it back.
That is one of the aspects of the Federal budget system, it has the
capacity to respond to economic conditions and put more money
into the economy or less money into the economy. The states aren’t
quite as—have the same flexibility. If they don’t have enough
money in their Unemployment Insurance fund, yes, they can bor-
row it from the Federal Government, but they will be required to
raise taxes in order to repay that money to the Federal Govern-
ment, and that is how the current system operates.

So Mr. Yarbrough, I am somewhat puzzled by your position that
we shouldn’t have national solvency standards. We have two of the
large states right now, California and Texas, that have, I think,
about 25 percent of what the recommended levels are. And if we
were to let that—and then when we go through a recession, then
we are going to be encouraging states raising taxes during a reces-
sionary period in order to deal with our Unemployment Insurance
needs, and that seems to me to be counter-intuitive. So I don’t
quite understand your position of allowing a system to evolve that
could very well encourage raising taxes during recessionary times.

Mr. YARBROUGH. I believe the two-tenths was added during re-
cessionary times. Is that not a true statement?

Mr. CARDIN. It was—I don’t know the exact year

Mr. YARBROUGH. I mean, you know, you are answering your own
question from the standpoint that the two-tenths was added during
recessionary time.
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Mr. CARDIN. But the Federal Government has the opportunity to
make that judgement as to whether it needs the revenue. But it
can—the Federal Government is fully capable of responding to a re-
cession by pouring more money into an economy. It can do that if
it wishes to, and it has done that in the past, and it has incurred
more debt in doing that. The states can’t do that.

Mr. WILSON. But it has to pay off that with interest at some
point in time.

Mr. YARBROUGH. Absolutely. I mean, the Federal Government,
yes, maybe—there is no legal requirement. I mean, right now it is
politically fashionable to speak about retiring the entire Federal
debt. And based upon the strength of our current economy, there
are economists who say that may well be the right thing to do. But
if you talk to economists, they will quickly point out that debt is
useful to our economy at different times. The states, on the other
hand, have to run a much more balanced operation.

I guess the point I am bringing up is if you believe in Unemploy-
ment Insurance and you believe that the Federal Government
should develop a system that makes sure that during recessionary
times there is adequate income to people who through no fault of
their own have lost their jobs, then I am somewhat puzzled by why
you do not believe there should be an adequate standard, national
standard, to make sure that there is adequate resources at the
state level to deal with this.

And employers continue to be somewhat puzzled about why there
is not proper funding for the Employment Service and the UI
whenever the trust funds are at an all time high and an all point
level but, yet, we can’t seem to come up here for 25 years and
knock on the door, trying to help those local people in the local
community. You know, the work force investment boards and what
is out there, basically, what the statements are made in here, we
divested all this information and all of this down to the local level
but, yet, we are not willing to fund them.

Mr. CARDIN. I agree with you. And I think that one of the mat-
ters that we may have to look at in this Committee is the relation-
ship to the appropriation process, because I am somewhat amazed
that there is not a more adequate funding during this period of our
economy to the Unemployment Insurance accounts of the states. So
it is something we need to take a look at and it is a fair comment,
something that is not within the jurisdiction of this Committee, but
something that, clearly, we are very, very concerned about.

One last point if I might make. Mr. Smith, one thing that con-
cerns me, it seems to me under the current system where inter-
state competition among the states drives states to use the stin-
giest standards for accepting Unemployment Insurance eligibility
because of the competition among the states. And if we pass a bill
that devolves the revenues to the states, that might just be exag-
gerated and worked to the disadvantage of working people. I am
just curious as to your assessment on that.

Mr. SMmrTH. Well, I think you are absolutely right. And the two
points that you have raised are related. If we don’t set Federal sol-
vency standards, states can compete and will compete with each in
ways that reduce their solvency. The lesson of the ‘eighties is un-
mistakably clear, and we forget it at our peril. It is also true that
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we ought not to encourage states to compete by lowering benefits
for many of the reasons that you talked about and that both Van
Ooms and I talked about. This work force has changed a lot. We
need a different benefit structure than we have had over the past
five decades.

This is an opportunity to address both the solvency issue and the
benefit adequacy issue that is almost impossible to address during
recessionary times. But if we take the step now of foregoing our op-
portunity to insist on solvency, to help states assure solvency in
some of the ways that Mr. English has proposed, we will relive the
‘eighties a couple of months after the next recession hits.

Mr. CARDIN. Let me make just one last point. And I appreciate
the references that have been made to Welfare reform. And it just
seems to me, again, counter-intuitive that if we are concerned
about people leaving Welfare for permanent employment, and we
know that many of them will have low-paying jobs and part-time
jobs, and they are not going to be qualified for Unemployment In-
surance. That doesn’t seem to me to be consistent with our strategy
to get people off of Welfare permanently into the employment
structure. I thank you for your comments.

Chairman JOHNSON. Mr. McCrery.

Mr. McCRrERY. Well, thank you all for your testimony, for bring-
ing us your particular perspectives to this discussion about our Un-
employment Insurance system. Just at couple of things I want to
comment on: (1) The solvency issue. I am looking at the list of
states here and their trust fund balances, and my State of Lou-
isiana has about 8 years worth of excess benefits in the trust fund.
I hope we don’t have an 8-year recession. If we do, we are all in
trouble.

There are very few states on this list that have what I would
consider to be low trust fund balances; there are a few, and shame
on them, I guess, if they get into a tight—because we did that in
Louisiana, as I pointed out before, and paid through the nose for
it. But we have recovered, and we have reduced taxes, and we have
a sufficient—more than sufficient—trust fund balance for a rainy
day. So I think all this talk about solvency is perhaps a little over-
blown and maybe even a red herring.

The fact is we have huge surpluses in our Unemployment trusts
funds at the Federal level. The only reason for that—it has nothing
to do with the workers, it has nothing to do with taking care of
people. The only reason is we were hiding our deficit. We were
masking the size of the Federal deficit. So I am a little bit upset
that we are talking about all these other things, solvency, and in-
creasing benefits, and all this stuff, as a roadblock to doing what
we should have done a long time ago in being honest with the tax-
payers and say we are not using this money for the purpose for
which we told you we were collecting it and we are going to give
it back to you. That is point one. So to say—for the administration
to say we will not accept any bill that reduces the employment tax
unless you attach all these other reforms on it is really disingen-
uous, I think.

In my bill we do exactly with the Unemployment system what
we have done with Welfare and had so much success with. And Mr.
Smith, I have not read your testimony, and I will, but you made
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reference to, or you started to tell us why devolution was a bad
idea. But you only mentioned one thing, and that was some vague
reference to there being a national labor market now. I don’t un-
derstand that comment. What do you mean by that? What is a na-
tional labor market? Why is that argument against devolution?
What do you mean by national labor market?

Mr. SmiTH. Well, Congressman, we have a much more integrated
national labor market than we did a few decades ago and, cer-
tainly, than we did when the Social Security Act was passed. We
are more mobile. Not only do we move among jobs, but we move
among places. And the structure of the economy is now evolving in
much more rapid ways, partly due to technology, partly due to tele-
communications. The old assumptions about a place and a worker
no longer describe either the employment relationship or the em-
ployment experience of most of us. And we need to help people pre-
pare for a labor market which isn’t defined in as simple geographic
terms as it used to be.

Mr. McCRERY. So in other words, the folks in South Louisiana
that lost their jobs recently, you would just tell them to move?

Mr. SmiTH. Congressman, I didn’t say that. You did. No, I
wouldn’t just tell them to move, but I would want to make sure
that the system of employment assistance, the one-stop centers, the
way in which benefits are structured, encourage them to have the
same kind of flexibility and ability to move, and information about
ﬂpportunity, and access to national information that employers

ave.

Mr. McCRrERY. Well, but surely, you are not suggesting that con-
ditions in Louisiana are the same as conditions in California, or
New York, or Michigan. Surely, you are not suggesting that the
people in my state who have lost their jobs don’t deserve at least
the chance to find a job in their home state and get serviced by an
employment benefits office in their home state?

Mr. SMITH. They do, Congressman. And I think you and I would
agree that that is an argument the AFL-CIO has made with great
regularity. My point here is that it may not be true any longer that
the best and most promising opportunity for an employee who loses
their job in one parish is in that same parish. You talk about 108
months of coverage, but your colleague talked about closed offices.
There is something wrong with a system that creates both of those
outcomes at the same time. It is not at all clear——

Mr. McCRERY. My bill would solve that.

Mr. SMiTH.—that your bill will solve that or that devolution is
the magic bullet here.

Mr. McCRERY. Well, the reason that devolution works so well,
one reason that devolution works so well with Welfare reform, is
because different areas of the country have different needs, have
different resources, different assets. The same thing holds true
with employment. And therefore, I think devolution makes a lot of
sense in the area of Employment Insurance as well. Louisiana
knows its needs. They know where they need to put offices. They
know the kinds of jobs that might be available to somebody who
loses their job in a garment factory. They are not necessarily going
to be able to get a job in Houston even at the shipyards where
there might be jobs. But they might be able to get a job in the tim-
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ber industry right next door because that is the kind of jobs that
we have. We know that. Ms. Johnson doesn’t know that, Mr.
Cardin doesn’t know that, people up here in Washington don’t
know that. Mr. Forster does. It is his job. So I question your con-
clusion that devolution is not possible because of the changing
labor market.

And I want to look at this alternative base period, because I have
to admit I am not as up to speed on this as I hope to be. But it
seems to me that you are talking about simply making an effort
to include more recent wages in the calculation of benefits. Is that
correct?

Mr. SmITH. That is correct.

Mr. McCRERY. So it is not any alternative. It is not some
alternative

Mr. SMITH. Right. It is an alternative to the current

Mr. MCCRERY. It is really just capturing that data or most recent
wages and including that, which seems to be an eminently reason-
able thing. However, I want to ask the folks from the private sec-
tor, and maybe Mr. Forster, does that involve a cost to gather that
data? Is it reasonable to get that data or is there a problem with
that?

Mr. FORSTER. Yes. I don’t think that is a problem. I don’t think
that data would be the problem, you know, assuming that they are
working for a contributing employer, then we have that informa-
tion.

Mr. YARBROUGH. Even though I represent a large employer, my
dad is a small employer. And they pay taxes on a quarterly basis,
and they still use their accountant and their bookkeeper to cal-
culate, and estimate, and pay their taxes. And therefore, if they did
have a small shutdown or a layoff, some of that information will
not be as capturable in the small employer, small segment, of the
economy. Remember that small employers have created more jobs
and have created more opportunities for folks than all of the For-
tune 500 companies have in the last 5 years. So the small employer
is the one who would be at risk in trying to provide information
on an alternate base period.

Mr. SMITH. If I could just briefly, Congressman——

Mr. McCRERY. Sure.

Mr. SMmITH. It might be more difficult for small employers but,
you know, this is an opportunity to take advantage of the tech-
nology that is available to us that doesn’t discriminate based on
size. This information is available. Just remember, the alternative
is a large number of hardworking men and women who don’t qual-
ity for Unemployment Insurance when they most need it.

Mr. YARBROUGH. One follow-up. We continue to try to perma-
nently expand coverages with a temporary tax.

Mr. McCRERY. Are we talking about a month’s worth of wages
or a quarter’s worth of wages?

Mr. SMITH. A quarter.

Mr. McCRERY. A whole quarter’s worth that are not reflected

Mr. SmiTH.—that are not counted in the current calculation as
to eligibility and benefit level.
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Mr. McCRreRY. Well, Madam Chairman, thank you for allowing
me that time to question the witnesses, and thank you all for ap-
pearing with us today.

Chairman JOHNSON. I am getting a sort of hook from behind me
here, because the Full Committee begins its proceedings in a few
minutes, but I did want to point out this. I think that the com-
ments that have been made here are very, very helpful, and it
helps me to see places that we could all agree, places that we will
clearly not be able to resolve in the context of a session this year.
But I think there is an urgency here that merits our consideration
of action, even though this isn’t the ideal session to make such sig-
nificant changes.

But it is very disturbing to see how the system as it is currently
structured does disadvantage the most rural, the most isolated
workers. And that is an enormous concern and a very clear insight
that you brought to us. It is also true that as we move into a global
era, we absolutely have to have a better way of responding to the
substantial adjustments that have to be made. And we have not
been very successful at this in the past. It is also true that our
Trade Adjustment Assistance Act, whose goal it was to deal with
this, does have the merit of allowing people to be trained while re-
ceiving some income.

So there are a number of issues that I think we need to think
further about here. There have been some very good suggestions,
I think, some very doable suggestions. But one thing you haven’t
talked about much, and we don’t have time to talk about, so I am
just going to talk about it and then you can think about it and get
back to me.

The strength of our workforce, the opportunity for welfare recipi-
ents who are moving into the workforce to advance, and the oppor-
tunity for people who are moving from one sector to another to do
well all depends on training. And I have been very impressed with
the extent to which some of my employers who have had significant
layoffs have been quite generous about training. And I have had
a number of people say to me, oh, yes, I got a job offer, but I am
going to finish this training first. I haven’t had this opportunity in
my life. And that is very important.

So I think we need to give some significant thought to the dif-
ference between the Unemployment benefit for someone who is get-
ting training for reemployment and Unemployment benefits for
someone who isn’t attending, in a sense, to the business of future
employment. I know this is hard. I am not intending that we man-
date it, but I am proposing that we at least think about differential
issues or freeing states to do that, because education is so key.

Look at the difference between the rich/poor statistics of every
organization, and the one thing in which they are all in agreement
is that if you have less education, you earn less. And the people
who are sort of condemned to do poorly in life are the people who
didn’t graduate from high school or now who graduated from high
school but who had no other additional training. Mr. Forster.

Mr. FORSTER. Madam Chairman, you—and it was one of the
things that I left out and you just hit on it—and that is, as this
country and as our states move down to record low unemployment,
3 percent, 4 percent, whatever it might be, those people that are
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left, that you are talking about, they are the ones that have the
most barriers, need the most help, need the most people help. You
can’t give them the Internet and say go find a job.

So you do need training, you do need people, they do need the
help more than if—during a recession when unemployment is up
at 6, 7, 8 percent. Those people have work experience, they have
got work ethic, they can move back into the work force much
quicker than what the country is experiencing now, not only with
Welfare recipients but with people coming out of jail, another crit-
ical group that we have to do something with that the Department
of Labor has really ignored, that those people are coming out re-
gardless, and they don’t have any training, and we give them $20
and we say good luck.

Chairman JOHNSON. And one of the reasons that welfare reform
has worked is because it has accepted part-time employment and
complemented that with a lower but still real benefit. Now, you
know, I think we have just got to look at part-time employment
and part-time training. What should be our position as a support
program to someone who wants to work part-time so they can take
this three, or four, or five, or 6-month training program? We have
got to really begin to think about these things. It is really breaking
away from the past well beyond where these legislative proposals
are, but opportunity is so clearly a function of skill growth that I
think we cannot just be blind to that real fact. Mr. Smith.

Mr. SMITH. You are surely right about that, Madam Chair, and
this country sinfully underinvests in training our workers, not sim-
ply those who have lost their job. I would caution, as you would ex-
pect me to, this is an insurance program. Workers pay for it all of
their life. Many of them are cyclically and truly temporarily unem-
ployed. The notion that we might treat them differently than some-
one who was unemployed in a place like some of the garment fac-
tories that Mr. Forster talked about who really do need training,
we need to be very careful here.

This is an insurance program. Most economists, I think we would
all agree, one way or another, this it is paid for out of the wage
packet. We ought to spend more money on training for each and
every worker, with or without a job, but I am not sure we want
to think about turning this insurance program that people rely on
during temporary spells of unemployment as well as more perma-
nent, into a training program that is mandatory.

Mr. YARBROUGH. Madam Chairman, I would like to mention that
in the Work force Investment Act, the 134 Federal programs that
were put down to four block grants, and that is an essential part
of the one-stop but, yet, we have not expanded the job service side
in order to help place these people who are now being referred to
those programs. And states by states, there are states who exempt
the job search requirement for people that are going to training.
Our company alone, we have GED classes and additional training
from outside voc-technical schools that are conducted inside our
plants and inside our locations every day to help increase the skills
of our current work force. We have to continue to do that.

But the Employment Service side, what we are talking about
here is such a flat funded level that they are not going to be able
to refer people that are going to be coming out of these Work force
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Investment Act training programs in the next couple of years. Re-
member July 1, 2000, when that becomes mandatory this year, you
know, if we don’t send some money their way, they are not going
to have the ability to deliver those folks to the employers that are
needing them in high skilled jobs and medium skilled jobs that em-
ployers are looking for.

Chairman JOHNSON. I do appreciate the tremendous pressure on
our Unemployment services and how creative they have been, and
how remarkably different they are from 5 years ago. And I think
it is almost criminal to be holding a state with 161 months of bene-
fits, which they will probably never use, and not give them the re-
sources for a much more vital employment support system.

I was very interested in the low wage issue. I am, however, con-
cerned that, apparently, under the current system, if you earn $7
an hour, which is above a number of states’ minimum wages—not
that I support that, but I mean this is just a fact—that you would
have to work 4.5 out of every 13 weeks for two quarters in order
to qualify. In other words, you would only have to work five-and-
a-half weeks out of a quarter in two successive quarters to qualify.
So I mean I am interested in following up on this because I do
think—I am concerned about the lack of eligibility of the low earn-
ers, but that is not a very high threshold, five-and-a-half weeks out
of thirteen weeks, two quarters in a row.

So lets give that some thought. I welcome your follow-up input
and, you know, if we all recognize that nobody is going to get ev-
erything they want, there is an opportunity to make a very signifi-
cant stride forward this year. And you know, if we don’t do it this
year, we are going to have a new president. I don’t care what
party, a new president will take a long time to ever get down to
an interest at this level of legislative activity. Truthfully, there will
always be big item issues that will take precedence.

So this is nobody’s favorite issue. That is why the system is so
grossly outdated. And we do have an opportunity here if we can do
something together that would be better for people who are unem-
ployed, better for state systems that have shown extraordinary cre-
ativity in helping the least likely workers to get into the work force
and begin to advance. But my whole view, as many of you have
heard me say before, is that the challenge to Welfare reform is now
how do you help people move up the career ladder and how do you
help them earn more. Well, that takes a different kind of unem-
ployment system than we have in place now.

And if we can use this opportunity to move forward an employ-
ment service that not only helps you look for a job but helps you
keep in touch. Some of the one-step centers have gone to actually
keeping track of people and moving them into the next higher level
job and bringing some unemployed person into the bottom level job.
There is a lot of opportunity out there for career advancement, for
wage development. And I don’t know how much of that we can do
from the Federal level or, particularly, through this lever, but I do
think we have an opportunity. It would be unfortunate if we
couldn’t find some agreement on a number of the very specific rec-
ommendations that all of you have made. And I thank you for
being here.

[Whereupon, at 4:25 p.m., the hearing was adjourned.]
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[Submissions for the record follow:]

Statement of American Federation of State, County and Municipal
Employees

The American Federation of State, County and Municipal Employees (AFSCME)
submits the following statement for the hearing record on legislative proposals to
reform the employment security system. AFSCME represents 1.3 million, federal,
state and local government employees and workers in health care facilities and
other private sector institutions, including the employees of employment security
agencies in 19 states.

Since its inception in the 1930s, the unemployment insurance system has played
a crucial role in stabilizing the American economy during recessions and providing
unemployed workers with temporary wage replacement income when they lose their
jobs. However, dramatic structural changes in the nation’s economy and employ-
ment arrangements are making the system increasingly less effective. In addition,
persistent underfunding of the state infrastructure is leaving the system so weak
that it is doubtful it could respond effectively and efficiently to a surge in unemploy-
ment.

¢ Today’s employment security system needs to be strengthened and modernized
to make it work effectively in the new economy. These reforms must address:

e The changing nature of the workplace. Low-wage and part-time employment
continues to increase, as does contingent work, which does not follow traditional em-
ployer-employee relationships on which the unemployment insurance program is
based. This trend is due to a variety of developments, including the growth of two-
earner families and their desire for more employment options; industry’s interest in
a more flexible workforce; and rapid technological change. With few exceptions, the
states have failed to adjust their systems to cover workers in these employment sit-
uations and continue to use outdated measures of workforce attachment, which ex-
clude many workers in the new economy. They also have maintained restrictive poli-
cies implemented in the 1980s when federal law changed to require states to pay
back federal loans with interest. As a result, recipiency rates are at an all-time low,
with some states experiencing rates as low as 19-20 percent.

e The decline in stable long-term employment with one employer. The old model
of lifetime employment with one manufacturer and cyclical periods of unemployment
has become less common. As the information technology and service sectors have
grown and displaced the old industrial economy, increasingly workers change em-
ployers and even occupations one or more times in their lives. In order to minimize
personal hardship and promote national productivity, we need to make these transi-
tions as smooth as possible. The employment security system is the natural gateway
for income replacement and reemployment services to workers who experience dis-
locations and need retraining.

¢ Deterioration of the system’s infrastructure. Chronic federal underfunding of the
states’ unemployment insurance and employment services operations has reached a
critical stage. The employment service has lost half its staff since the 1980s while
most states have had to close offices. New technology, such as America’s Job Bank
and America’s Talent Bank, can enhance the system’s productivity, but states have
reacted to the funding shortfalls by relying heavily, if not exclusively, on automated
systems. For example, many now use centralized telephone systems for taking un-
employment insurance claims. Telephone claims can provide added convenience and
increased efficiency, but it is not well suited to handling mass layoffs or appeals of
denied claims. In addition, highly automated systems are likely to undermine the
unemployment insurance “work test.” Replacing local offices and personnel with
automated systems has created new access problems for unemployed workers and
can undermine their statutory rights to a fair appeals process and to timely pay-
ments when due.

These problems result from both federal and state neglect of this important safety
net program. The solution, however, is not for the federal government to withdraw
from its small, but critically important, role in the system as H.R. 3174 proposes,
or just to cut the federal unemployment tax as H.R. 1975 proposes. Instead, the so-
lution lies in a comprehensive package that addresses the issues of recipiency rates,
solvency of state trust funds, the adequacy of administrative funding, and the cor-
rect level and structure of the federal unemployment tax.

AFSCME opposes H.R. 3174 because it will result in a maldistribution of adminis-
trative resources and undermine the central national risk-pooling feature of the un-
employment insurance system. In doing so, it will create a new set of incentives
which may actually favor continued underfunding of administrative costs and new
employer tax cuts at the expense of unemployed workers.
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H.R. 3174 addresses the problem of federal underfunding of state operations by
giving states authority to set administrative funding levels. It does this by creating
50 state administrative accounts, returning to the states the percentage of Federal
Unemployment Insurance Tax Act (FUTA) revenues which their employers pay into
the Federal Trust fund, and empowering the state legislatures to set annual admin-
istrative spending levels. This is in distinct contrast to the current practice of pool-
ing the FUTA revenues among the states and then distributing the funds based on
their actual workload needs. It means that states with relatively large FUTA pay-
ments but low recipiency rates will get a windfall, while states which pay benefits
to more workers will not.

Furthermore, H.R. 3174 is likely to encourage continued underfunding of state op-
erations. It requires that unused FUTA administrative funds be transferred from
each state’s administrative account into its benefit account thereby eliminating the
current separation between federally-funded administrative accounts and state-
funded benefit accounts. Since states directly control the level of employer taxes and
revenues for the state benefit accounts, H.R. 3174 is likely to create new pressures
at the state level to transfer as much federal FUTA revenue as possible to state ben-
efit accounts in order to hold down or reduce state employer taxes.

The pressures at the state level to create a “business friendly” environment have
been strongly evident in recent years. Between 1992 and 1999, total yearly increases
in state trust fund balances overall averaged an unprecedented 85.62 percent as eco-
nomic activity surged. Yet even as recipiency rates and wage replacement rates
were dropping nationally, at least 25 states have cut their unemployment taxes over
the last few years, according to a recent analysis by the National Employment Law
Project. At least nine states, which adopted tax cuts, had recipiency rates below the
national average of 33S percent, and three of these states were among the four
states with the lowest recipiency rates in the country. Three of the states that
awarded tax cuts did so despite the fact that their trust funds are below the na-
tional average in terms of solvency and could not withstand a serious recession.

There is no reason to expect this dynamic will be different with respect to the ad-
ministrative funding accounts. In the end, pressures to cut state employer taxes will
thwart the goal of adequate administrative funding.

H.R. 3174 also will cripple the federal government’s ability to enforce federal ac-
countability requirements. These requirements include: 1) proper and efficient ad-
ministration of the program using state merit-staffed employees; 2) “methods of ad-
ministration” assuring prompt and accurate payment of benefits; and 3) due process
and fair hearing protections for claimants who are denied benefits. These standards
are critical to ensuring strong accountability in the system and protecting the rights
of unemployed workers to fair treatment and prompt action by state agencies.

AFSCME has participated in the stakeholder dialogue meetings that began last
spring. The stakeholder dialogue process focused on three basic aspects of the sys-
tem: administrative funding, recipiency rates, and the federal unemployment tax.
We believe these meetings have been extremely valuable in educating the partici-
pants about each others’ viewpoints and in identifying areas of potential consensus.

All of the stakeholders agree on the need to make the financing of unemployment
insurance and employment service administrative costs mandatory in light of the
failure of the appropriations process to provide adequate infrastructure funding.
AFSCME supported and continues to support a workload driven formula, which re-
tains the current federal role in pooling risk and resources and encourages states
to respond to demands of the national economy. We opposed and continue to oppose
the idea of a state match to draw down federal resources which emerged as an alter-
native to full devolution.

As conceived to date, the state match proposal would return to the states a cer-
tain percentage of their proportionate share of FUTA taxes paid by employers in
their states which they would use to draw federal trust fund revenue. We oppose
this approach because it contains key elements of the full devolution proposal. By
basing the state share on FUTA tax receipts, the proposal runs into the same dis-
tribution problems inherent in full devolution. In addition, the state match contains
the same requirement to transfer unused administrative funds to state benefit ac-
counts, thereby undermining the national insurance features of the present arrange-
ment and potentially encouraging states to use federal unemployment tax revenue
to help lower state unemployment taxes. And, finally the proposal would create 50
state administrative accounts, setting the stage for full devolution.

AFSCME strongly believes that federal FUTA resources should be allocated based
on state workload needs and that a formula approach does this best. In addition,
a formula has the advantage of allowing the federal government to guide state be-
havior from a national perspective in a way that the states by themselves may not.
For example, the Department of Labor (DOL) has been instrumental in moving
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states to participate fully in America’s Job Bank, a highly successful endeavor. It
also has awarded technology grants to states to increase the system’s productivity,
and federal law has made worker profiling a national requirement.

True unemployment insurance reform, however, would be seriously lacking if it
were defined only as administrative financing improvements. The administration’s
proposal, introduced as H.R. 1830 by Reps. Sander Levin and Phil English, rep-
resents a good first step by recognizing that the scope of UI reform must be more
comprehensive. It provides incentives for states to implement alternative base peri-
ods that will help more lower wage workers qualify for benefits; improves the ex-
tended benefits trigger to make it more effective during recessions; encourages
states to improve the solvency of their trust funds; and increases Trust Fund dis-
tributions to provide some very modest interim administrative funding relief to the
states. However, we do not believe the legislation goes far enough in either the area
of benefit expansions or tax reform.

It should be a matter of major concern to anyone who believes in the value of em-
ployment security as an economic stabilizer that recipiency rates are as low as they
are. The system’s ability to soften the economic effects of recession will be seriously
compromised if the percentage of unemployed workers it reaches continues to de-
cline. Furthermore, workers on whose behalf employers pay unemployment taxes
should not be denied the income replacement they have earned because of inequi-
table and outdated rules. A reform package that does not improve recipiency rates
in a meaningful way would not be true reform at all. Accordingly, AFSCME strongly
supports the following measures to improve recipiency rates:

« Alternate Base Period: There is no good reason for states not to use an alter-
native based period now that technology allows for speedier reporting and posting
of wages. Furthermore, mandating an alternate base period would allow 450,000
more workers to receive unemployment benefits. Requiring states to use available
technology in a way that benefits unemployed workers is consistent with the federal
duty to ensure the “proper and efficient” administration of the program and federal
requirements for payments to be paid in a timely fashion.

¢ Part-time Workers: Workers seeking at least 20 hours of work per week
should not be disqualified from receiving unemployment benefits if they have met
the earnings requirements. Part-time employment has become a major component
of the economy and increasingly is recognized as an acceptable option in a society
in which workers face intense pressures in balancing the demands of work and fam-
ily. Furthermore, employers often prefer to hire part-time workers in their search
for a more flexible workforce.

* Lower or Replace Earnings Requirements: The increase of low-wage and
intermittent employment arrangements has acted as a barrier to many workers, and
many states have been slow to adjust their earnings requirements in recognition of
these trends. Requiring or encouraging states to have an earnings requirement of
400 times a state’s minimum wage and eliminating the high quarter earnings re-
quirement would address this problem. Alternatively, the federal government could
award technology grants to states to encourage them to establish information sys-
tems that can replace earnings with hours worked as the measure of labor force at-
tachment. The technology is available now, and such an approach would eliminate
the current discriminatory treatment of low wage earners.

« Extended Benefits: AFSCME supports eliminating the federal work search re-
quirements so that the federal and state rules are consistent. We also urge a low-
ering of the federal trigger and the use of a trigger based on total, instead of in-
sured, unemployment.

¢ Separations for Personal Cause: Workers may have to leave work for per-
sonal reasons, such as domestic violence or the transfer of a spouse by the employer
to a different state. While, in the very strictest sense, the decision to leave work
for these reasons may be viewed as “voluntary,” in reality it rarely is. Some states
have begun to recognize this fact as evidenced by the recent adoption of new laws
that provide unemployment benefits to victims of domestic violence. AFSCME sup-
ports encouraging state adoption of such policies.

Of the current proposals relating to taxes, AFSCME strongly supports Rep. Eng-
lish’s proposal in H.R. 3169 to repeal the income tax on unemployment benefits.
This tax was adopted to increase revenue at a time of federal deficits and creates
undue hardship on many workers when they most need assistance. With surpluses
projected well into the future, the need for this unfair tax no longer exists.

AFSCME opposes repealing the FUTA surtax before comprehensive reform is con-
sidered. While amounting to only $14 per worker per year, the surtax raises 25 per-
cent of current FUTA revenues. Repealing the surtax before comprehensive reform
can be debated would distort congressional consideration of broader reform and po-
tentially jeopardize it.
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AFSCME believes that reforming the federal FUTA tax is a much more com-
licated matter than simple repeal of the surtax. The current federal wage base of

§7,000 has not been updated since 1983. At the time, the $7,000 wage base was
roughly equivalent to the federal minimum wage. (In 1939, the federal FUTA tax
was .30 percent on a taxable wage base of $3,000 which was much closer to the av-
erage weekly wage than the minimum wage of $.30 per hour or $624.) Since 1983,
41 states have established state taxable wage bases that are higher than the federal
taxable wage base. They range from $8,000 all the way up to $25,500.

A substantial increase in the federal wage base could allow the FUTA tax rate
to be adjusted downward in a way that could relieve the tax burden on small em-
ployers with low wage earners. For example, with a $19,000 wage base, it would
be possible to lower the FUTA tax rate from the current .8 percent to .34 percent
while still raising the same amount of revenue currently raised. The tax on employ-
ers with workers earning a wage equal to the new minimum wage just approved
by the House of Representatives would drop by $7.00 or half the $14 cut they would
enjoy under the surtax repeal.

While these figures could be adjusted to accommodate the revenue needs of a com-
prehensive reform package, the example serves to demonstrate a key point. Repeal-
ing the surtax is not the most efficient way to provide small employers tax relief,
and it does not address the fact that they are carrying a disproportionate burden
of the FUTA tax. A better approach would be to restructure the FUTA tax to
achieve more progresssivity and equity among employers. This could be done in con-
cert with a possible decrease in total revenue should that be justified on the basis
of a final package.

In closing, AFSCME believes that the current strength of the economy and the
broad concern about underfunding of state administrative costs present a unique op-
portunity to enact the most significant changes to the unemployment insurance sys-
tem since the early 1980s. H.R. 3174 looks to the past of the early 1930s, when the
federal government had no meaningful role in the nation’s economy. Instead, we
urge the committee to transform the unemployment insurance system into a modern
employment security system by building on and strengthening the federal-state
partnership.

———

Statement of Hon. Bob Taft, Governor, State of Ohio

Good afternoon, Madam Chairman, Congressman Cardin and members of the
Subcommittee. My name is Bob Taft, Governor of Ohio. It is an honor and a pleas-
ure to appear before the Subcommittee today, to testify in favor of Congressman Jim
McCrery’s legislation, H.R. 3174, the “Employment Security Financing Act.” I would
like t(i) start by asking that my full written statement be included in the hearing
record.

You may recall I appeared before the full Ways and Means Committee in June,
1999 to speak in favor of the concepts that ultimately were included in the bill Con-
gressman McCrery introduced in October. Last June, I asked Congress and the
White House to embrace needed reforms to the Federal Unemployment Tax system.
I said FUTA reform is necessary to eliminate a needless, 24-year old “temporary”
surtax on the nation’s employers, and to allow state re-employment services access
to the dedicated revenue flow that helps them put the unemployed into jobs, and
helps place the under-employed into better jobs.

Since my testimony last Summer, the FUTA system has not improved. It still fails
to serve the workers who need it and employers who pay for it.

FUTA—A SYSTEM IN NEED OF REFORM

Employers continue to be overtaxed. In 1976, Congress enacted the FUTA sur-
charge to provide funds to reimburse depleted trust fund accounts that have long
since been restored. The Tax Relief Act of 1997 extended this surcharge much longer
than necessary, through the year 2007. There is no justification for the 30-year ex-
tension of this “temporary” surcharge.

Not only are employers being overtaxed, but appropriations from this dedicated
source of administrative funding also have been reduced. In 1997, 48 of the 53
states and jurisdictions receiving administrative funding for unemployment insur-
ance and employment service functions received less than the FUTA taxes collected
from employers in those states. Since 1990, less than 58 cents of every employer
FUTA tax dollar has been returned in administrative funding for states.
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A comparison of the taxes paid by employers to administrative funds provided to
the states paints a dramatic picture. From 1993 to 1998, annual FUTA tax collec-
tions increased from $4.23 billion to $6.37 billion while administrative funding was
cut from $3.81 billion to $3.47 billion. I have provided several graphs demonstrating
this trend, which are appended to my statement. Although the latest data are only
available though 1998, the trend line has continued in 1999 and 2000, rendering
the return of employer taxes to the states an increasingly smaller percentage each
year.

In Ohio, we receive 39 cents on the dollar. Inadequate funding in recent years has
forced us to close 22 local offices, significantly reduce staff, and use State general
revenue to make up for cuts in federal funds that are being maintained in trust,
ostensibly to provide the very services that have been cut through the federal appro-
priations process.

The differential between federal administrative funds provided and actual costs
continues to increase. In 1993, the state deficit in federal funding compared to cost
was $13.3 million. By 1998, the deficit had grown to $17.5 million.

We must do a better job of supporting state efforts to ensure the ability of Amer-
ican families to adjust to the demands of the workforce in this new century by pro-
viding adequate funding for employment services for those who become unemployed.

It is time for a change. We need a system that properly provides sufficient funds
to stfates for administration, and minimizes the tax burden on the employers who
pay for it.

Congressman McCrery’s bill, and a similar measure introduced by Senator Mike
DeWine of Ohio, S.462, are carefully crafted to reform a federal-state partnership
that does not adequately serve its state partners. We need Federal Unemployment
Tax reform that will do each of the following:

¢ Repeal the 0.2 percent FUTA surcharge;

¢ Provide adequate dedicated funds for administration of the unemployment in-
surance program and public employment services;

¢ Increase flexibility on the use of funds as states develop their integrated work-
force development systems, as Congress has mandated; and

» Transfer responsibility for collection of the FUTA tax to the states.

FUTA Reform: a Catalyst for Effective Workforce Development

FUTA reform no doubt has considerable fiscal significance for states. But I believe
the larger, more compelling story is how important it is for meaningful, effective
workforce development. I view the McCrery and DeWine legislation as a key tool
with which to complement earlier reforms that were the product of bipartisan co-
operation between this Congress and the White House. The “Employment Security
Financing Act” really completes the work on landmark successes such as Welfare
Reform and the Workforce Investment Act. I regard the “Employment Security Fi-
nancing Act” as a necessary next step toward ensuring that more of our citizens and
their families can enjoy our booming economy, and thrive as members of an ever-
changing workforce.

Since 1997, when Congress enacted Welfare Reform, states have risen to the chal-
lenge and have used their new flexibility in ways that have guided more of our citi-
zens toward self-sufficiency. From a federal point of view, Welfare Reform provided
much-needed budgetary certainty, replacing an open-ended federal entitlement with
a capped entitlement in the form of a block grant. Near-term efforts to balance the
federal budget clearly were aided by states’ acceptance of the Welfare Reform pack-
age crafted by Congress and the Administration.

States continue to invest heavily, and creatively, in those areas which will em-
power more of our fellow citizens to break the cycle of dependency through state-
and local-based strategies. We are investing great resources in our schools, in health
care and other areas to let more Americans participate in the best social program
ever devised—steady employment.

The nation’s employers have been a key component to this success story. As you
know, many employers provide an array of benefits to employees and their families
that go beyond a paycheck.

Now states and employers are wrestling with the next challenge: Workforce In-
vestment Act implementation. States face tremendous challenges in the 21st Cen-
tury to develop workforce investment systems with the resources and the flexibility
to develop skilled workers and match them to employers’ needs. The enactment of
H.R. 3174 will give states greater flexibility and adequate resources to meet this
challenge.

With the Workforce Investment Act of 1998 (WIA), Congress and the President
took an important step in requiring coordination of workforce development activities
at the state and local level. The legislation, now being implemented across the coun-
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try, requires the participation of a number of agencies involved in workforce devel-
opment activities as part of a coordinated state plan. Although WIA contemplates
the coordination of various workforce activities covering a number of categorical pro-
grams as part of a one-stop system, funding of core employment services to be avail-
able to a universal population is not sufficient. The McCrery bill addresses the need
for adequate funding for critical public employment services, which include: job
search and placement services; counseling; testing; occupational and labor market
information; assessment; and referral services.

Throughout the WIA implementation process, funding flexibility has been identi-
fied as an absolute necessity for effective workforce system development. Categorical
funding streams, each with specific limitations, create barriers to the effective use
of resources at the state and local level to serve our worker and employer customers.
H.R. 3174 eliminates barriers by providing maximum flexibility for the use of fund-
ing for unemployment insurance and public employment services, with primary em-
phasis on returning unemployed individuals to work.

We need this additional flexibility and funding to make the link for individuals
from welfare to work, from training to work, and from unemployment to work. In
this time of economic boom and worker shortages, employers desperately need as-
sistance in finding skilled workers. Without the funding necessary to develop an in-
tegrated, universal workforce development system, our effectiveness in serving em-
ployers and the full range of workers is limited.

Experience has taught Ohio that many of the same populations most reliant on
employment services are often the people most in need of other support services. My
state has demonstrated its commitment to successful service integration by merging
our Department of Human Services with our Bureau of Employment Services. The
new agency will be the Ohio Department of Job and Family Services. Besides mak-
ing administrative sense, I believe the title of the revamped agency underscores the
commonality of the missions it will serve.

Many employers, large and small, currently are having difficulty locating workers
as the nation’s unemployment rate hovers near a record low and the economy enters
its ninth year of expansion. All employers are burdened with the costs of locating,
training and retaining employees, when they should be receiving these services
through state and local workforce development systems. Employers have a right to
expect federal and state governments to honor their commitment to construct the
integrated workforce development systems that are mandated under the Workforce
Investment Act and provide the employment services for which employers pay near-
ly $7 billion in taxes annually.

Businesses and workers deserve reliable re-employment services, both in a boom-
ing economy, and when the economy cools. States are the principle providers of
those services, and proper FUTA financing will give them the resources and predict-
ability that are missing from the current federal-state partnership.

It is true that states now confront the task of finding jobs for some of our hardest
to place individuals. As governors, we must be prepared to serve all of our citizens,
particularly those requiring extra assistance in joining the workforce. To be success-
ful, to the degree envisioned by Congress and the President, we must have employ-
ment services that are properly funded and have sufficient flexibility. That will be
true no matter what shape our economy is in.

As the federal government now has achieved an on-budget surplus, the time is
right to embrace reforms which will help states meet their responsibilities to all
workers and to the employer community.

Since my testimony to the Full Committee last June, the number of states that
have embraced the FUTA reforms contained in H.R. 3174 has grown to 32. Con-
gressman McCrery now counts some 40 cosponsors for his legislation.

Please join me in support of these necessary reforms, which represent a logical
next step to guaranteeing the other historic reforms which Congress and the White
House have enacted during these past several years.
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I urge your favorable consideration of H.R. 3174.
Thank you.

Federal Unemployment Tax Revenues vs. Administrative Outlays
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1093 1994 1995 1896 1097 1998
OHID (in millions)
FUTA Revenue 2371 2484 263.1 268.3 2768 288.9
ESAA Funding 107.8 105.7 1016 103.3 100.1 113.4
Percentage 45.5% 42.6% 388% 38.5% 36.2% 39.3%
Expenditures 121.1 120.7 1138 115.9 119.0 130.9

1998 includes Year 2000 on costs and funding.
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Statement of Society for Human Resource Management, Alexandria,
Virginia

Madam Chair and Members of the Subcommittee:

The Society for Human Resource Management (SHRM) is the leading voice of the
human resource profession. SHRM provides education and information services, con-
ferences and seminars, government and media representation, online services and
publications to 130,000, professional and student members throughout the world.
The Society, the world’s largest human resource management association, is a
founding member of the North American Human Resource Management Association
(NAHRMA) and a founding member of the world federation of Personnel Manage-
ment Associations (WFPMA). On behalf of NAHRMA, SHRM also serves as presi-
dent of WFPMA.

SHRM urges the Subcommittee to support the swift enactment of H.R. 3174, the
bipartisan Employment Security Financing Reform Act. H.R. 3174 is essential to
strengthening the state unemployment insurance and employment services (UI/ES)
system and the workers and employers whom it is designed to serve. SHRM is a
member of the Coalition for Employment Security Financing Reform, an informal
coalition of business organizations and 32 states that support H.R. 3174. This legis-
lation would amend the Internal Revenue Code, the Social Security Act, the Wag-
ner-Peyser Act, and the Federal State Extended Unemployment Compensation Act
of 1970 to improve the method by which Federal unemployment taxes are collected
and to improve the method by which funds are provided from Federal unemploy-
menltd tax revenue for employment security administration. Specifically, the bill
would:

¢ repeal in the year 2004 the “temporary” unemployment surtax that employers
have been paying since 1976;

* increase the flow of dollars from the Federal Unemployment Tax back to the
states; and

» streamline how the tax is collected.

H.R. 3174 was introduced by Rep. McCrery (R-LA) with the bipartisan support
of 35 co-sponsors. Unlike the Administration’s proposals and Rep. English’s (R-PA)
H.R. 1830, the bipartisan Employment Security Financing Reform Act, H.R. 3174,
will improve the method by which FUTA taxes are collected and funds are provided
to administer the state Ul and ES programs. The Employment Security Financing
Reform Act will fix serious problems with the state Ul and ES system resulting
from the federal government’s failure to provide adequate funding and will also pro-
vide funds needed to implement the Workforce Investment Act. The Administra-
tion’s proposals will not achieve these goals.

For more than 60 years, employers have paid payroll taxes to fund programs col-
lectively known as the Employment Security System. The program is a Federal-
State partnership that provides four major programs:

—Employment Services,

—Unemployment Insurance,

—Veterans’ Employment Services, and

—Labor Market Information

The programs are operated by State Employment Security Agencies (SESAs)
using federal grants financed from a federal payroll tax on employers. In addition,
states collect a separate state payroll tax to finance unemployment insurance ben-
efit payments. The Federal government establishes the overall legal framework, pro-
vides technical assistance, collects and allocates funds for administration and pro-
vides oversight. States provide services to customers and establish laws for the col-
lection of state unemployment taxes and payment of benefits.

The Employment Security System is founded on a “compact” by employers, work-
ers and the State and Federal government, through which employers provide financ-
ing through payroll taxes, and workers receive unemployment benefits along with
re-employment services to shorten their spells of unemployment. Employers also re-
ceive services to assist them in meeting their needs for skilled workers.

Although the federal budget is now described as balanced, some of that balance
has been achieved over the years by offsetting balances in trust funds, including
those within the employment security system. Consequently, employer payroll taxes
are underwriting federal general revenue and providing funds for domestic spending
unrelated to employment security. In 1976, Congress established the 0.2 percent
“temporary” surtax to pay a debt arising from repeated supplemental extensions of
unemployment benefits. This “temporary” tax has been extended numerous times
and is now scheduled to continue until December 31, 2007. SHRM has historically
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supported the repeal of the FUTA 0.2 percent surtax and supports the provision in
H.R. 31"{4 and other pending legislation that would quickly accomplish this impor-
tant goal.

SHRM has historically supported the repeal of the FUTA 0.2 percent surtax and
supports the provision in H.R. 3174 and other pending legislation that would quick-
ly accomplish this important goal. On February 11, 2000, the SHRM Board of Direc-
‘grfs approved the following position statement on Unemployment Expansion and

eform:

Changes are needed to improve efficiencies in the Unemployment Insurance (UI)
program. Unemployment Insurance reform can be accomplished without taking
away any legal protections or benefits for workers under current law and without
creating unnecessary burdens on employers. Legislation is crucial to reduce burden-
some paperwork for employers, promote efficiencies in returning UI claimants to
work, weed out fraud, and promote greater government accountability and efficiency
in the use of FUTA funds. Many of the tax dollars that employers pay to finance
the nation’s Employment Security System are being used to artificially offset the
federal deficit. For example, in 1997 alone, employers paid over $6 billion in FUTA
taxes and only $3.5 billion came back to pay for programs. The remaining $2.5 bil-
lion is being used to artificially offset the federal deficit.

States should determine the circumstances under which unemployed workers col-
lect benefits under state Employment Security programs and how much they re-
ceive. However, the fundamental nature and purpose of the Ul system should not
be changed to allow individuals who are not unemployed to collect funds from the
Unemployment Insurance Trust Fund. The UI Trust Fund should be reserved for
involuntarily unemployed individuals who are able and available to work, and
should not be diverted for other purposes, regardless of the merits of that purpose.
Allowing states to divert funds away from unemployed individuals is short sighted
and would inappropriately change the fundamental nature and purpose of the Ul
system. Allowing the misdirection of unemployment benefits for family and medical
leave or other non-employment benefit purposes will shred the safety net that the
unemployment insurance system is designed to provide to workers.

SHRM supports proposals to allow for faster and more efficient employment secu-
rity services and to shift decision making closer to home where unemployment serv-
ices/training can be customized to local conditions. SHRM supports the efficient col-
lection of employment taxes and opposes proposals to accelerate FUTA and state un-
employment tax collections due to the unnecessary paperwork burdens that would
be imposed. Moreover, SHRM believes tax dollars that employers pay to finance
America’s employment security system should not be used to artificially offset the
federal deficit.

SHRM opposes the extension of the 0.2 percent FUTA surcharge because it rep-
resents a breach in the 1976 congressional commitments that the tax would be tem-
porary. This unnecessary increase will ultimately result in a tax increase at the cost
of job creation.

Consistent with the SHRM board approved position, SHRM strongly supports the
Employment Security Financing Reform Act, H.R. 3174 and urges its speedy enact-
ment.

The Administration has repeatedly proposed a provision in its annual U.S. Treas-
ury Department budget requests that would accelerate FUTA and state unemploy-
ment tax collections from a quarterly to a monthly basis. SHRM does not support
the Administration’s proposals as presented in Unemployment Compensation
Amendments of 1999, H.R. 1830. H.R. 1830 would continue the 0.2 percent FUTA
surtax through calendar year 2007 and would permit the Secretary of the Treasury
to collect FUTA on a monthly or other basis.

H.R. 3174 will provide that FUTA and state unemployment taxes will be payable
no more often than quarterly, and employers will no longer have to fill out duplica-
tive FUTA and state unemployment tax forms. Instead, states will collect FUTA on
the same form used for state unemployment taxes. This approach will simplify tax
payment for employers and states, as well as the federal government. It will also
increase tax compliance, because states are closer to the situation and in a better
position to detect under-payments of FUTA.

Accountability for use of the money will be improved by requiring each state agen-
cy to report annually to its legislature and the public on services provided to UI
claimants. More resources will be provided to prevent and detect Ul fraud and
abuse. Improper Ul payments are a serious and costly problem, and states will have
the resources they need to address them.

The greatest problem most employers are experiencing with the Ul program is a
labor shortage. The tight labor market makes it important to avoid policies that will
increase utilization of transfer payments such as Ul at a time when employers are
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having difficulty finding applicants for job openings. With H.R. 3174, funds will be

available for states to implement the Workforce Investment Act and operate One-

Stop Centers, which deliver UI benefits and coordinate employment services. With-

gut %R. 3174, there will be no funding for states to deliver the services mandated
y DOL.

Federal expansion of the Ul program, as proposed by the Administration and in
H.R. 1830, will take the program in the wrong direction and will hurt the workers
it is designed to help. Expanding the program through relaxed eligibility rules and
higher weekly benefits will ultimately weaken the system and hurt those individ-
uals it is designed to protect.

On a related issue, SHRM also urges the Subcommittee to quickly hold hearings
on and to pass legislation to stop the Administration’s proposed Birth and Adoption
Unemployment Compensation (BAA-UC) Rule (Federal Register, Vol. 64, No. 232/
Friday, December 3, 1999). The rule would allow states to use their unemployment
insurance trust funds to provide paid family leave. The proposal would allow states
to amend their state “able and available” requirements to include individuals on
temporary leave for birth or adoption. This proposal could be finalized at any time.

SHRM strongly opposes the BAA-UC proposal on both policy and process
grounds. Allowing the misdirection of unemployment benefits for family and medical
leave or other non-employment benefit purposes will shred the safety net that the
unemployment insurance system is designed to provide to workers. While SHRM
strongly agrees that paid leave is a desirable benefit and encourages its members
to provide a whole host of work-life benefits to employees, including leave for the
birth or adoption of a child, we take strong exception to the approach taken in the
BAA-UC rule. We strongly disagree with the President’s May 23, 1999 statement
that, through the BAA-UC: “We can do this in a way that preserves the soundness
of the unemployment insurance system and continues to promote economic growth.”
May 23, 1999 Statement of President William J. Clinton at Grambling State Univer-
sity.

The BAA-UC proposed rule violates the clear and unambiguous intent of the let-
ter and the spirit of both the Unemployment Insurance and the Family and Medical
Leave Act laws.

SHRM supports a strong Unemployment Insurance system and believes that the
present system needs reforms in order to effectively improve services for jobless
workers. H.R. 3174 will allow for greater responsiveness to local needs and cir-
cumstances. State legislatures, rather than federal appropriations committees and
U.S. Department of Labor and Office of Management and Budget (OMB) staff in
Washington, D.C., will determine how much is needed to run state UI programs.
This will maximize effectiveness by providing greater flexibility—and accountability
for state UI/ES agencies. H.R. 3174 provides more resources for administration of
the UI program. All states will be “winners. With FUTA funds for states currently
lost in the federal budget process, all states are being shortchanged.

SHRM commends the Subcommittee for holding this important hearing on Unem-
ployment Insurance reform. As we move into the 21st century, it is important that
we strengthen the unemployment insurance system so that it meets the increasingly
complex needs of the changing workforce. Therefore, SHRM urges the members of
the Subcommittee to actively work to enact H.R. 3174 on a bipartisan basis, while
opposing the Administration’s proposals.

———

Statement of Hon. Gary Locke, Governor, State of Washington

Nearly 65 years ago, the Social Security Act forged a partnership between the
States and the Federal Government to provide for the needs of unemployed workers.
It blended a mix of basic Federal requirements with State flexibility in designing
programs to meet local needs. The States financed the actual benefits, while the
Federal Government financed the administrative costs. For the most part, the sys-
tem has worked well.

But, much has changed since the 1930s. The work world is a dynamic one. What
we produce, where we work and how we work now would seem like science fiction
to most workers in 1935. Technology, too, has improved our services so we can do
more with less and serve our UI customers by telephone and computer. All these
changes have created new needs and new opportunities.

We need services for the unemployed and underemployed that are relevant to the
21st century—not the early 20th century. We need a comprehensive approach.
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Recipiency rates need to improve. In some states, as few as 17% of all unem-
ployed workers actually receive benefits. The national average is too low—just over
one-third of all workers are eligible for benefits. Washington State, with a recipiency
rate of about 53%, has long been among the leaders in making the UI Program ac-
cessible to a broad range of workers:

e In 1977, our Legislature recognized the weaknesses of conventional employment
and earnings thresholds and established Washington’s unique 680 hours-worked
test.

e We've long had the alternate base year in place. New workers who can’t meet
the standard hours-worked test become eligible based on their most recent com-
pleted calendar quarter of work.

e Our state’s injured workers are able to freeze wage credits until they are again
able to work and are seeking work. Our Temporary Total Disability (TTD) program
is an unqualified success.

* We were quick to recognize the benefits of short-time compensation and enacted
our Shared Work Program in the early 1980’s.

¢ In some cases, Washington law allows good cause for voluntarily quitting work
to follow one’s spouse to new employment.

¢ Due to continued underfunding even though federal account balances were full,
Washington State is one of several that found it necessary to seek state money and
enact state law to finance reemployment services for UI claimants provided through
our Claimant Placement Program, and to use state penalty and interest funds to
dle)tect and collect overpayments, contributing to our efforts to combat fraud and
abuse.

¢ We are currently trying to address the needs of our contingent workforce, and
are especially hampered by federal law that requires different standards for edu-
cational employees in a labor market that has changed dramatically since those fed-
eral laws were passed in the 1970’s. We believe the federal law is out of step with
the current working conditions of teachers and needs to be changed to allow benefits
to teachers between school years when they don’t really have a guaranteed job for
the next term.

¢ In Washington State, job search assistance, monitoring and verification are im-
portant enough that our Legislature specifies these activities in state statute. We
know from the Work Search Study in Tacoma, Washington, and a more recent anal-
ysis in Maryland, that monitoring and verification make a difference by reducing
the length of time unemployed, but the current federal funding formula doesn’t re-
ward states to fully operate these components.

Wage replacement rates must increase. When the Social Security Act was
written, Ul benefits were envisioned as replacing half a worker’s weekly wage.
Today, only 13 states replace at least half, the lowest state is at 32% and the na-
tional average is about 46%. In Washington State the replacement rate is 50%, just
meeting the target and eighth highest in the system. Clearly, there’s room for im-
provement.

Worker retraining needs to be supported. For most dislocated workers, re-
training for new jobs is just hit or miss, with support dependent on a hodgepodge
of Federal grants or targeted programs. Often, adequate financial support for living
expenses is missing.

We actively supported retraining and I just signed legislation that provides up to
22 weeks of additional, state-funded benefits to workers in approved retraining pro-
grams. In some targeted industries up to 44 weeks of benefits are available. This
action recognizes that, although unemployment is at its lowest point in generations,
there are still structural changes taking place and dislocated workers need new or
updated skills in order to find suitable work in our dynamic labor market.

There are issues, however, with the effective use of state and federal dollars for
dislocated workers in training. When silo-funded federal benefits programs like
Trade Readjustment Assistance (TRA) must be replaced by state-funded benefit pro-
grams when available, other dislocated workers lose out. If Washington had the
flexibility to pay TRA benefits to certified TRA workers, we have estimated that an
additional $5—10 million in state-funded retraining benefits would be available to
other dislocated workers who do not qualify for TRA.

There are financing issues, too.

States must maintain actuarially sound trust funds. Aside from the obvious logic
for a sound foundation for the UI system, underfunding Ul by some states puts
other responsible states at an economic disadvantage.

The 30-year temporary tax must be repealed.

To achieve and maintain the economic growth that Washington and other states
have had over the last decade, we urge you to repeal the “temporary” FUTA surtax,
returning those tax dollars to the employers who paid them. In Washington State,
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we've estimated that repeal would put an additional $34 million dollars in the pock-
ets of our employers. Nationally, possibly $1.6 billion. This would go a long way to
helping businesses to continue to invest in their workforce and improve the econ-
omy.

A comprehensive proposal is needed.

In the past, we've supported H.R. 1830 as a good first step toward a multi-faceted
piece of legislation, expanding eligibility and improving administrative funding. But
there is more that needs to be done.

With H.R. 1975, employers get relief of the temporary .2% FUTA surcharge, but
that legislation does not address reforms needed in eligibility standards and admin-
istrative financing. Repeal of the .2% FUTA surcharge should only occur as part of
a comprehensive proposal.

On the other hand, H.R. 3174 focuses all its energy toward a revamp of the UI
program’s financing structure, without addressing the other side of the equation—
benefits, and in fact may reward states that have low recipiency rates. We do not
believe this is the answer either.

H.R. 3167 would change extended benefits requirements, offer incentives to states
with healthy trust funds, allow states to collect the federal portion of the FUTA tax,
and require states to fully inform UI claimants of their rights. It is a mix of fixes,
but incomplete.

The Administration’s request for FY 2001 starts to address one of our issues—
under-funding of UI and ES activities—by requesting an additional $50 million for
the One Stop Employment Service to provide targeted, staff-assisted reemployment
services to Ul claimants identified as being at risk of exhausting benefits. What is
not evident is an expanded investment in the technology solutions we need to serve
the unemployed.

These bills and budgets all have pieces of the solution, but none provide the com-
prehensive reforms that we believe are necessary. We are encouraged by the efforts
of the ICESA State-Federal UI/ES Reform Workgroup as it works toward consensus
on a proposal that combines broader access to benefits with simplified tax collection,
and administrative funding changes while focusing on putting people back to work
and combating fraud and abuse. Our stakeholders, worker advocates and businesses
must agree on any comprehensive reform.

The Western Governors’ Association passed a resolution in December calling for
reform of the National Employment Security System. We felt the need to respond
to continuing the “temporary” FUTA surtax, the use of FUTA funds to offset the
deficit rather than pay for employment services, and the long term under-financing
of the system that has caused us to close offices. Taken together, these federal poli-
cies and laws have reduced access to and lowered local levels of service.

Western states gave a substantial commitment to job trainin gand workforce de-
velopment. Resolution 99-029 supports a comprehensive reform through federal leg-
islation of the financing and administration of the National Employment Security
System. This resolution was delivered to your committee on February 29, 2000 by
my colleague, Governor Jane Dee Hull of Arizona.

The strength of a comprehensive and fully supported proposal is that it will gen-
erate the support needed for the more difficult components of reform like mandatory
funding and increased access to benefits. Such a proposal must solve inadequate
funding, provide additional dollars for reemployment, reduce UI tax burdens and
employer filing burdens, combat fraud and abuse, and expand eligibility. We believe
this is possible.

We support

1. Moving UI and ES funding to the mandatory side of the budget.

2. Fully funding the costs of administering UI and ES Services, including:

* the baseline technological infrastructure needed to offer unemployment and re-
employment services;

* integrity activities such as collection/detection of UI overpayments and finding
fraudulent employers;

¢ strengthening the administration of the system by ensuring that states get a
greater return on their employers’ FUTA tax dollars, with greater accountability for
the use of these funds;

¢ a funding strategy that ensures that states with small tax bases will have ad-
ministrative funds to deliver the employment security system.

. Replealing the 0.2 percent FUTA surcharge, but only as part of a comprehensive
proposal.

* Eliminating inefficiencies experienced by employers by transferring responsi-
bility for collecting the FUTA taxes to the states. Simplifying the Ul tax process and
employer reporting process.
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¢ Increasing the states’ flexibility to administer their Ul and ES programs to
serve the needs of their employers and workers while providing incentives.

. kImprove employment services with an emphasis on re-employing dislocated
workers;.

¢ Making it clear that job search and placement services are to be provided Ul
claimants. States must have the resources to ensure a strong link for UI recipients
to the employment services that will get them back to work. Current federal funding
formulas do not reward states to fully operate these components;

¢ Granting access to the National Directory of New Hires to state Ul overpay-
ment detection programs—it would provide access on hiring information from multi-
state employers in order to detect individuals who work while claiming UI benefits;

¢ Making the Directory of New Hires a more valuable tool for Child Support En-
forcement and UI Programs by including the actual start-work date in reports re-
quired by employers;

¢ Eliminating all extended benefit special eligibility requirements including the
complicated computations for eligibility and the often-penalizing work search re-
quirements placed on these individuals during recessions;

¢ Providing a higher federal share of extended benefits during periods of high un-
employment;

¢ Correcting the triggers for extended benefits so that they work;

¢ Eliminating in-person citizenship verification on federal Ul claims;

« Enabling states to implement alternative base periods;

* Repealing the federal income tax on UI benefits, which would increase the pur-
chasing power of UI benefits and would treat Ul benefits like other wage replace-
ment benefits such as workers’ compensation;

« Expanding coverage for part-time and contingent workers. Part-time work is
often not an individual’s choice—but ever more typical in the changing job market
with increased family obligations. Coverage for workers who are monetarily eligible
bilt who are seeking part-time work is a valid response to current labor market re-
alities;

« Allowing more state flexibility for payments to educational employees with a
different labor market than in the past. Federal law needs to be changed to allow
benefits to teachers between school years when they don’t really have a guaranteed
job for the next term,;

* Providing effective use of federal dollars for dislocated workers in training. Fed-
eral benefits programs like Trade Readjustment Assistance (TRA) must be able to
be used even when state-funded benefit programs are available.

We can not support:

¢ Requiring states to adopt 400 times the minimum wage as the workforce at-
tachment threshold. A minimum threshold based on wages penalizes low-wage
workers. Since 1977, Washington State has used the best measure of workforce at-
tachment—hours worked. It is independent of wage level and determines the
amount of work—the true attachment to the labor force. Oregon is also now using
an hours threshold as an alternative test for UI eligibility, following discussions
with Washington State on the effectiveness of using hours as a true consideration
of an individual’s attachment to the labor force. If there is a need to set a national
threshold, set it at 400 hours of employment which would allow more hardworking,
low earning workers to qualify for benefits.

¢ Shifting to monthly tax reporting. This would triple the burden on employers
and the administrative costs of processing taxes.

« Standalone repeal of FUTA surtax. This repeal is important, but only as a part
of a comprehensive reform.

We are still considering:

¢ Offering incentives to states to maintain recession-proof balances in their trust
fund. In the event of economic downturns, when states use their funds the most,
incentive-based funds would be non-existent since Average High Cost Multiples
would drop below targeted levels.

Our state has a strong interest in a strong UI program. Our legislature has au-
thorized several studies of the Unemployment Insurance system in Washington
State in the coming year. We are ready for federal help with reforms that make will
our system more effective.

The time is right. The partners are at the table. Comprehensive reform is pos-
sible. We agree with Chairman Johnson that we must improve and strengthen the
system to meet the increasingly complex needs of our workforce. We look forward
to working with you and the Department of Labor, our federal partners, as well as
our stakeholders, to make informed public policy that will guide the UI system into
the 21st century. Thank you for the opportunity to provide comment on this impor-
tant subject.



98

e —

Statement of Western Governors’ Association, Denver, Colorado

A. BACKGROUND

1. The National Employment Security System has been systematically under
funded for over a decade as a result of reduced Congressional appropriations and
the impact of the Budget Enforcement Act and prior budget reduction legislation.

2. In 1976, Congress enacted a 0.2 percent Federal Unemployment Tax Act
(FUTA) surtax as a temporary measure to fund deficits in the employment security
system. These deficits were addressed long ago by this temporary measure.

3. A substantial portion of the employer-paid FUTA taxes dedicated for the pur-
pose of employment security administration are now being collected and withheld
by Congress to off-set the Federal deficit rather than expending them for the pur-
pose they were intended.

4. Access to services and the level of services provided have declined as a result
of this under-financing of the employment security system. For example, a number
of states have had to close employment services offices resulting in both employers
and workers not receiving the services they paid for and need.

5. Inadequate administrative funding has hindered states’ abilities to provide job
search assistance to help more claimants return to work. This has resulted in addi-
tional benefit payments to these claimants.

6. As a result, states have been forced to assume these administrative costs in
ways that essentially tax employers twice for services that should be paid for from
the FUTA revenues already paid by employers.

7. Inadequate administrative funding has undermined the ability of state admin-
istrators to fully maintain the integrity of the system, leading to unnecessary pro-
gram inefficiencies.

8. Employers are burdened by having to make separate federal and state unem-
ployment tax filings.

9. Western governors have made a substantial commitment to job training and
work force development within their states.

B. GOVERNORS’ POLICY STATEMENT

1. Western governors support reforming through federal legislation the financing
alrlld 1a(lidminis‘mration of the National Employment Security System. These reforms
should:

¢ Reduce the tax burden placed on large and small businesses by repealing the
unnecessary and “temporary” 0.2 percent FUTA surtax, thereby cutting FUTA taxes
to 0.6 percent.

* Develop a funding strategy that utilizes the FUTA tax dollars for their intended
purpose and adequately funds the employment security system.

¢ Preserve the protections for workers and more adequately address the needs of
the workers.

* Eliminate the inefficiencies experienced by employers by transferring responsi-
bility for collecting the FUTA tax to the states.

e Strengthen the administration of the system by ensuring that states get a
greater return on their employers’ FUTA tax dollars and ensure greater account-
ability for the use of these funds.

¢ Improve employment services with an emphasis on re-employing dislocated
workers.

¢ Combat fraud and abuse in the present system.

¢ Increase the states’ flexibility to administer their unemployment insurance and
employment services programs to serve the needs of their employers and workers.

¢ Develop a funding strategy that ensures that states with small tax bases will
have administrative funds to deliver the employment security system.

C. GOVERNORS’ MANAGEMENT DIRECTIVE

1. The Western Governors’ Association shall transmit a copy of this resolution to
the President, the Office of Management and Budget, the Secretary of Labor and
the chairman and ranking minority member of the Senate Finance, Budget and
Health, Education, Labor and Pensions committees, and to the chairman and rank-
ing minority member of the House Ways and Means, Budget and Education and
Workforce committees.

Approval of a WGA resolution requires an affirmative vote of two-thirds of the
Board of the Directors present at the meeting. Dissenting votes, if any, are indicated
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in the resolution. The Board of Directors is comprised of the governors of Alaska,
American Samoa, Arizona, California, Colorado, Guam, Hawaii, Idaho, Kansas,
Montana, Nebraska, Nevada, New Mexico, North Dakota, Northern Mariana Is-
lands, Oregon, South Dakota, Texas, Utah, Washington and Wyoming.

O
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