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H.R. 3684, THE “EMPLOYMENT SECURITY
FINANCING ACT OF 1998”

TUESDAY, JUNE 23, 1998

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HUMAN RESOURCES,
Washington, DC.

The Subcommittee met, pursuant to notice, at 3:10 p.m., in room
B-318, Rayburn House Office Building, Hon. E. Clay Shaw, Jr.
(Chairman of the 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
June 16, 1998
No. HR-15

Shaw Announces Hearing on H.R. 3684,
the “Employment Security Financing Act of 1998”

Congressman E. Clay Shaw, Jr., (R-FL), Chairman, Subcommittee on Human Resources
of the Committee on Ways and Means, today announced that the Subcommittee will hold a
hearing on H.R. 3684, the “Employment Security Financing Act of 1998.” The hearing will
take place on Tuesday, June 23, 1998, in room B-318 Rayburn House Office Building,
beginning at 3:00 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 State government and unemployment
officials, business leaders, and other experts in the administration of the Federal-State
unemployment insurance and employment security programs. 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 printed record of the hearing.

BACKGROUND:

The Federal-State unemployment insurance (UI) system provides temporary benefits to
individuals with a recent work history who become involuntarily unemployed. Federal taxes
generally support the administrative expenses of the UI system, along with the cost of providing
employment services (ES) that assist individuals in returning to the workforce; State taxes
support unemployment benefits.

Increased skepticism about the efficiency of the system, and especially its administration,
has been one of several reasons fueling calls for reform. In recent years, various States, employer
groups, and think tanks have developed proposals to reform the administrative financing of the
system. Chairman Shaw has introduced a reform proposal, H.R. 3684, designed to increase State
flexibility and accountability in fulfilling the UI/ES systern’s mission. Proponents of this approach
argue that it would cut business paperwork, improve efficiency in labor markets, and finance more
and better employment services for jobless workers, speeding their return to work and allowing
States to increase unemployment benefits or reduce payroll taxes.

H.R. 3684 proposes numerous changes aimed at improving the administration and efficiency
of the Ul program. As contemplated by the legislation, little would change from a recipient
standpoint. Benefits would continue to be set by States and paid for with State taxes, as part of a
national system that meets due process standards. However States, aided with new Federal funds,
would begin collecting all taxes that support the system, cutting business paperwork and
unemployment tax filings in half. In addition, Federal unemployment taxes would return to their
historic levels with the elimination of the 0.2 percent Federal Unemployment Tax Act surtax in
2004.

As contemplated under the bill, service would likely improve as States take a keener interest
in getting the jobless back to work. The bill would envision that as States, encouraged by
administrative financing changes phased in beginning in 2003, build up trust accounts through
improved collections, greater efficiency, and quicker returns to work, they would have more funds
to expand employment services or reduce State payroll taxes or both. States with small workforces
would receive special payments to ensure that they could continue to meet local needs. Current
program features providing extended benefits and special assistance for veterans and the disabled
would remain in place.

(MORE)



The Administration has also offered a proposal, introduced by Representatives Levin and
English, that is aimed at assuring that the current Ul program fulfills its mission and remains on
sound financial footing. This proposal, H.R. 3697, the “Unemployment Compensation Amendment
Act of 1998,” would ensure extended Ul benefits “trigger on” appropriately during a recession,
encourage States to improve the solvency of their respective unemployment trust funds, help States
voluntarily improve their methods for calculating the base periods used for determining Ul
eligibility, and provide more administrative funding for the States.

In announcing the hearing, Chairman Shaw stated: “This Subcommittee should consider
ways to improve the nation’s employment security system to benefit workers and employers and
especially jobless Americans. H.R. 3684 has broad support among States and the business
community because it would enhance program efficiency, cut payroll taxes, and get the jobless back
to work sooner. The time is now -- when unemployment is low and Federal coffers are
full - to consider changes to help us better respond to workers’ needs in future recessions.”

DETAILS FOR SUBMISSION OF WRITTEN COMMENT!

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 5.1 formar, with their name, address, and hearing date
noted on a label, by the close of business, Wednesday, July 8, 1998, 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
statements distributed to the press and interested public at the hearing, they may deliver
200 additional copies for this purpose to the Subcommittee on Human Resources office, room
B-317 Rayburn House Office Building, at least one hour before the hearing begins.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committce 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 statcrnent 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 Committce.

1. All statements and any accompanying cxhibits for printing must be submitted on an IBM compatible 3.5-inch diskette WordPerfect
5.1 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 eiectronic 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 Committec 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 public 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 cxhibits or supplementary material
submitted solely for distribution to the Mcmbers, the press, and the public during the course of a public hearing may be submitted ir other forms.

Note: All Committee advisories and news releases are available on the World Wide Web at
“http://www house.gov/ways_means/”.
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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 availability of
Committee materials in alternative formats)
may be directed to the Committee as noted
above.
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Chairman SHAW. The Subcommittee on Human Resources will
come to order.

Keeping the Nation’s unemployment insurance system operating
effectively is important to more than 100 million employees, to mil-
lions of employers, and to the strength and vitality of the United
States’ economy. Yet, despite this critical mission, today less than
60 cents out of every dollar in Federal taxes collected to run the
unemployment insurance system is used for its intended purpose,
and that is to administer benefits and get the jobless back to work.

Florida’s Labor Secretary, Doug Jamerson will testify that in
1996 about 35 cents per dollar in Federal taxes was returned to the
State of Florida. In fact, the difference between Federal unemploy-
ment taxes paid by Florida businesses from 1991 to 1996 and what
iny State received back from Washington totals more than $1 bil-
ion.

Florida is not alone. Nationally, over the next 5 years, more than
$10 billion in Federal unemployment taxes will probably get lost in
Washington instead of helping jobless workers. When jobless work-
ers don’t benefit from billions of dollars in unemployment taxes col-
lected specifically for them, something is terribly wrong.

That’s one reason why working with a bipartisan coalition of em-
ployers and 27 States, I introduced H.R. 3684, the Employment Se-
curity Financing Act of 1998. This legislation’s goal is simple—to
get jobless Americans back to work sooner.

H.R. 3684 is endorsed by the United States Chamber of Com-
merce, the National Association of Manufacturers, the National
Restaurant Association, and even the National Broiler Council.
Now, if the Nation’s fried chicken lobby is on our side, who can pos-
sibly be against us at this point? [Laughter.]

For recipients, little would change; benefits would remain set by
States as part of a national system; small States would retain extra
Federal payments; and extended benefits and special assistance for
veterans and the disabled would continue. But States would collect
all taxes that support the system, cutting business paperwork and
tax filings in half. More employment services would help the job-
less find work sooner. And Federal unemployment taxes would fall
with the end of the .02 percent surtax, which its defenders label
“temporary” even though it has been around for the last 22 years.

This Subcommittee should consider ways to improve the unem-
ployment system to benefit workers, employers, and especially job-
less Americans. But we have to acknowledge the heart of the cur-
rent problem—a Washington-designed system that taxes too much
and helps jobless Americans too little. The funds are there. But as
with welfare reform, we need to repair an outdated system so it
works better for jobless Americans and for their families.

[The opening statement follows:]
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Opening Statement of Chairman Clay Shaw
June 23, 1998

Keeping the nation's unemployment insurance system operating effectively is important
to more than 100 million employees, to millions of employers, and to the strength and vitality
of the U.S. economy.

Yet despite this important mission, today less than 60 cents out of every dollar in
federal taxes collected to run the unemployment insurance system is used for its intended
purpose -- to administer benefits and get the jobless back to work. Florida's Labor Secretary
Doug Jamerson will testify that in 1996 about 35 cents per dollar in federal taxes was returned
to Florida. In fact, the difference between federal unemployment taxes paid by Florida
businesses from 1991 to 1996 and what my state received back from Washington totals more
than $1 billion.

Florida is not alone. Nationally, over the next five years more than $10 billion in
federal unemployment taxes will probably get lost in Washington instead of helping jobless
workers. When jobless workers don't benefit from billions of dollars in unemployment taxes
collected specifically for them, something is terribly wrong.

That's one reason why, working with a bipartisan coalition of employers and 27 states,
I introduced H.R. 3684, the Employment Security Financing Act of 1998. This legislation’s
goal is simple -- to get jobless Americans back to work sooner. H.R. 3684 is endorsed by the
U.S. Chamber of Commerce, the National Association of Manufacturers, the National
Restaurant Association, and even the National Broiler Council. Now if the nation’s fried
chicken lobby is on our side, who can be against us?

For recipients, little would change: benefits would remain set by States, as part of a
national system; small states would retain extra federal payments; and extended benefits and
special assistance for veterans and the disabled would continue. But States would collect all
taxes that support the system, cutting business paperwork and tax filings in half. More
employment services would help the jobless find work sooner. And Federal unemployment
taxes would fall with the end of the 0.2 percent surtax, which its defenders label "temporary”
even though it's been around for 22 years.

This Subcommittee should consider ways to improve the unemployment system to
benefit workers, employers, and especially jobless Americans. But we have to acknowledge
the heart of the current problem -- a Washington-designed system that taxes too much and
helps jobless Americans too little. The funds are there. But as with welfare reform, we need
to repair an outdated system so it works better for jobless Americans and their families.
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Chairman SHAW. Now, I will recognize Mr. Levin for his opening
statement.

Mr. LEVIN. Thank you, Mr. Chairman. Let me start by saying
that I agree that we need to reform a system, the Nation’s unem-
ployment compensation system that was enacted over 60 years ago
to help provide assistance to laid off workers. The strength of to-
day’s economy provides us with a good opportunity to begin making
some of these changes or to put it another way, to fix the roof while
the sun is shining.

However, I have deep concerns that the legislation that’s being
proposed, H.R. 3684, would do much more harm than good. Rather
than fixing the roof, it might put a huge hole in it. First, the legis-
lation ignores many of the current problems faced by our unem-
ployment comp system, such as the decline in the number of unem-
ployed Americans receiving Ul, a figure that I think is shocking,
and the threatened solvency of the State unemployment trust
funds. To remain silent when the percentage of workers qualifying
for unemployment compensation has declined from nearly 50 per-
cent in the 1950’s to about 35 percent today is a mistake; and to
ignore the fact that 22 States have insufficient reserves in their un-
employment trust funds to weather a sustained recession is equally
unwise.

Second, the bill would create new problems for our unemploy-
ment comp system. For example, H.R. 3684 would eliminate the
current benefit for extended unemployment benefits, EB, without
proposing a reliable replacement. It’s true the legislation calls on
States to establish their own EB programs, but there is no enforce-
ment mechanism on the Federal level to ensure they do so. This
could place dislocated workers in jeopardy during severe economic
downturns. And I might add that I think this is national, not only
a State problem because in times of downturn, people move from
one State to another.

Furthermore, H.R. 3684 could undermine the insurance principle
of shared risk, under which the current Ul system pays States
based on their administrative workloads, not on the amount of
taxes paid in that State. Under this bill, it would not matter if one
State has an unemployment rate of 3 percent and another has an
unemployment rate of 10 percent.

I believe that we can build upon the current State/Federal part-
nership rather than ripping it apart. After all, unemployment is a
national problem requiring shared responsibility and oversight be-
tween the States and the Federal Government.

Therefore, along with Mr. English and Mr. Rangel, I have intro-
duced legislation proposed by the administration to make improve-
ments to the current unemployment comp system while still main-
taining the State/Federal partnership. This legislation, H.R. 3697,
would help States voluntarily improve UI coverage among low-
wage workers, encourage States to improve the solvency of their
unemployment trust funds, establish a more accurate and more eq-
uitable trigger for extended unemployment benefits, and provide
new supplemental funding to help States with their administrative
costs.

On this last issue, let me explain that our legislation would pro-
vide an additional $106 million in mandatory funding for State ad-
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ministrative expenses in Fiscal Year 1999, as well as additional
mandatory funding in subsequent years.

Let me also add in terms of Federal/State partnership, it seems
to me that we need to step back and to take an even broader look
at unemployment compensation in 1998. There’s been a lot of
change in recent years, perhaps in recent decades, as to the nature
of unemployment. Fewer and fewer people are temporarily laid off
and more and more are permanently laid off. And it may well be
that we need to look at ways to integrate unemployment compensa-
tion—or unemployment with training and re-training programs. If
we're going to do that, I would think on a Federal/State partner-
ship basis, that the notion of devolution could work against the
need to adjust unemployment—the response to unemployment as
it’s occurring in 1998 and 1999 as compared to 1978 or 1968.

Mr. Chairman, I look forward to hearing from today’s witnesses,
and to an open discussion about our unemployment compensation
system.

Thank you.

[The opening statement follows:]
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SANDER LEVIN
SUBCOMMITTEE ON HUMAN RESOURCES

Hearing on Unemployment Insurance
June 23, 1998

Mr. Chairman, I agree we should reform an
unemployment compensation system that was enacted
over sixty years ago to help provide assistance to laid-off
workers. The strength of today’s economy provides us
with a good opportunity to begin making some of these
changes — or to put it another way, fix the roof while the
sun 1is shining.

However, I have deep concerns that the legislation
you are proposing (HR 3684) will do much more harm
than good. Rather than fixing the roof, it will put a huge
hole in it.

First, this legislation ignores many of the current
problems faced by our unemployment compensation
system, such as the decline in the number of unemployed
Americans receiving Ul and the threatened solvency of
the state unemployment trust funds. To remain silent
when the percentage of workers qualifying for
unemployment compensation has declined from nearly
50% in the 1950's to about 35% today is a mistake. And
to 1ignore the fact that 22 states have insufficient reserves
in their unemployment trust funds to weather a sustained
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recession is equally unwise.

Second, the bill would create new problems for our
unemployment compensation system. For example, HR
3684 would eliminate the current program for extended
unemployment benefits (EB) without proposing a reliable
replacement. It’s true the legislation calls on states to
establish their own EB programs, but there is no federal
enforcement mechanism to ensure they do so. This could
place dislocated workers in jeopardy during severe
economic downturns.

Furthermore, HR 3684 would undermine the
insurance principle of shared risk, under which the
current U system pays states based on their
administrative workloads, not on the amount of taxes paid
in that State. Under this bill, it will not matter if one state
has an unemployment rate of 3% and another has an
unemployment rate of 10%.

I believe we can build upon the current state-federal
partnership, rather than ripping it apart. After all,
unemployment is a national problem requiring shared
responsibility and oversight between the states and the
federal government.

Therefore, along with Mr. English and Mr. Rangel, I
have introduced legislation proposed by the
Administration to make improvements to the current
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unemployment compensation system while still
maintaining a state-federal partnership. This legislation
(HR 3697) would: help states voluntarily improve Ul
coverage among low-wage workers; encourage states to
improve the solvency of their unemployment trust funds;
establish a more accurate and more equitable “trigger” for
extended unemployment benefits; and provide new
supplemental funding to help states with their
administrative costs. On this last issue, let me explain
that our legislation would provide an additional $106
million in mandatory funding for state administrative
expenses in FY 1999, as well as additional mandatory
funding in subsequent years.

Mr. Chairman, I look forward to hearing from
today’s witnesses and to an open discussion about our
unemployment compensation system. Thank you.
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Chairman SHAW. Thank you, Sander.

Our first witness today is Grace Kilbane, who is the Director of
the Unemployment Insurance Service, United States Department
of Labor.

Welcome. We have your full statement which will be placed in
the record in full, and you may proceed and summarize as you see
fit.

STATEMENT OF GRACE KILBANE, DIRECTOR, UNEMPLOY-
MENT INSURANCE SERVICE, U.S. DEPARTMENT OF LABOR

Ms. KiLBANE. Thank you, Mr. Chairman and Members of the
subcommittee, for this opportunity to testify before you today on
the Employment Security Financing Act of 1998. First of all, I
would really like to applaud the coalition and this bill’s objective
to both reform the funding for employment security, as well as to
increase the funding and the return on FUTA for the employment
security system.

However, we do have some concerns that we also would like to
share with you about this bill today from the administration’s per-
spective.

I also would like to commend you, the members of this sub-
committee, for taking your time to look at these programs during
this good economy. This is the best time to look at the unemploy-
ment insurance program so that we’re ready if and when the econ-
omy takes a downturn.

In the interest of time, I would like to do two things today, one
is to summarize what our concerns are with this bill, and, secondly,
to present what the administration’s proposals are regarding these
issues.

First of all, the stated primary purpose of this bill, H.R. 3684,
is to remedy the insufficient administrative funds that are in the
system. The concern that we have is that the solution that is pro-
posed to this major problem, which is to transfer the funds from
Congress to the States, does not guarantee the problem will be
fixed. Most State legislatures meet for only a portion of the year,
and six State legislatures meet biennially. There’s no guarantee in
this legislation that the States will be able to respond quickly to
economic downturns at the State level: either to unforeseen eco-
nomic downturns or even those that are caused by large natural
disasters, which we have seen particularly in small States.

Transferring funding from Congress to States, too, has also
brought some concerns to some of our other agencies. Our Veterans
Employment and Training Service is concerned that States could
make decisions to not fund veterans’ programs with no guarantees
or requirements that they be funded. And our Bureau of Labor Sta-
tistics is concerned that there is no guarantee that the States
would be sufficiently funding these programs if they’re funded at
the State level—there’s some question about whether that remains
a Federal or State responsibility.

In addition to having the States appropriate funds instead of
Congress, the bill also transfers the responsibility for collecting the
Federal unemployment tax, or FUTA, from the IRS to the States.
We think that we need to take a close look at this because having
the States collect Federal revenue, and having their legislatures
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then appropriate Federal dollars, with no Federal requirements, no
guidelines, no standards, nor any kind of Federal requirements, ac-
tually flies in the face of the Government Performance and Results
Act, which Congress passed a few years ago in order to make sure
that we were spending Federal dollars wisely and achieving out-
comes.

We would like to see other options considered in terms of how
to restructure the funding of this. For example, maybe the funding
should be totally switched to the mandatory side of the budget,
that’s where we pay benefits. We pay $22 billion a year of benefits
right now. Perhaps, the administrative dollars should be switched
there. Another idea that has been considered in the past is to cre-
ate a permanent cap adjustment on the discretionary side so that
you could fund these programs based on workload, and when work-
load went up, you’d have sufficient funding to pay for it. A third
idea is that if there is a public policy—a good public policy reason
to transfer the administration to the States, that is, the States
being responsible for administration of these programs, then per-
haps we should consider a State-based administrative tax, just like
a State-based benefits tax that the States would collect together
and keep a reduced FUTA tax for Federal activities that Congress
would still appropriate.

This bill basically restructures our current trust fund, and elimi-
nates the three current Federal accounts and creates 53 specific
State accounts. In doing that, it creates a Federal administrative
account for Federal activities. It limits to Congress for appropria-
tion to the Federal Government 2 percent of the Federal funds, or
the FUTA funds, collected. So the States keep 98 percent (including
2 percent small State set-aside) of the money and they give 2 per-
cent to the Federal Government. This would produce right now
about $125 million a year. For the Department of Labor adminis-
tration alone this year, it cost $195 million. Current Federal activi-
ties would be cut by 36 percent by this proposal.

Basically, the Secretary of Labor’s responsibilities stay pretty
much the same under this bill. Congress would be limited to only
the 2 percent appropriation. And, in addition, the 2 percent in this
bill would cover the IRS activities which would be an additional
amount of money, we’re not sure how much. Currently, it costs a
little over $100 million for the IRS but they wouldn’t be collecting
the taxes but would still be maintaining accounts. So this would
even further underfund Federal activities.

Under H.R. 3684, the Extended Benefit Program would be given
over to the States to be administered solely by the States. So the
whole Federal partnership—State partnership for extending bene-
fits when the economy starts going down in certain areas or regions
would be eliminated. We would have no special funding mechanism
but for EB. Congress would be faced with enacting special com-
pensation programs, extended unemployment compensation pro-
grams.

And if we look at our experience in the last recession, when Con-
gress did this in the 1990’s, it cost $28.5 billion in Federal funds
in order to enact these programs, $12 billion of which was funded
by FUTA, which we will be eliminating in this proposal, and $16.5
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billion of which was funded by general revenue which had to be off-
set.

We also believe that this proposal weakens State accountability
for performance. The bill does require States to determine what
they want to achieve and then report annually to the Governor.
There’s no requirement that these be comparable State by State, so
we could look at the country and see what the performance is.

Finally, looking at this bill in an era of more and more multi-
national corporations and global economies, we just have to wonder
if it makes sense to reduce our ability to respond as a nation by
reducing our Federal and national roles.

In terms of the administration, we think that in order to enact
reform and strengthen the unemployment insurance program, we
need to address three key issues:

The first one is recipiency, which Mr. Levin referred to earlier in
his remarks;

Secondly, recession readiness; and

Finally, administrative funding, which is where we agree with
the overall objective of H.R. 3684.

If we could look at recipiency for a moment, and we do have
some charts over here, which I've also made available to you, copies
for the record, you can see that those able to receive unemployment
compensation have been steadily trending downward, or eroding
since the 1950’s. It used to be about half unemployed workers who
could get unemployment insurance. Now, nationally, about 36 per-
cent can in 1990, and that’s what that chart shows you. In some
States, it’s under 25 percent, or only one in four unemployed work-
ers receive benefits.

If we could look at the next chart, we know, and studies have
shown, that this downward trend in recipiency has negatively im-
pacted the program’s ability both to help individuals with their eco-
nomic stabilization during periods of joblessness, as well as the
economy. And what this chart shows you is that post-World War
II, which is about 1945 there on the chart, you'll see that the squig-
gles, the up and down squiggles in terms of change in our Gross
National Product, were stabilized or smoothed so to speak. Before
that, the swings in our economy were much broader. And what
economists have agreed to is that the unemployment insurance pro-
gram, as well as other fiscal activities that have been taken, have
in part contributed to smoothing out th