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HEARING ON MODERNIZING UNEMPLOYMENT
INSURANCE TO REDUCE BARRIERS FOR
JOBLESS WORKERS

WEDNESDAY, SEPTEMBER 19, 2007

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON INCOME SECURITY AND FAMILY SUPPORT,
Washington, DC.

The Subcommittee met, pursuant to call, at 1:00 p.m., in room
B-318, Rayburn House Office Building, Hon. Jim McDermott
(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
INCOME SECURITY AND FAMILY SUPPORT

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1025
September 12, 2007

McDermott Announces Hearing on

Modernizing Unemployment Insurance to Reduce
Barriers for Jobless Workers

Congressman Jim McDermott (D-WA), Chairman of the Subcommittee on Income
Security and Family Support of the Committee on Ways and Means, today an-
nounced that the Subcommittee will hold a hearing on reducing gaps and disparities
in access to unemployment insurance, especially for low-wage and part-time work-
ers. The hearing will take place on Wednesday, September 19, at 1:00 p.m.
in room B-318 Rayburn House Office Building.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

The Unemployment Insurance (UI) system, established in 1935, provides tem-
porary and partial wage replacement for unemployed workers. Since the establish-
ment of the program, there has been a significant rise in the number of women in
the workforce, an increase in low-wage and part-time employment, and a decline in
manufacturing employment.

Past reports from the Advisory Council on Unemployment Compensation and from
the government Accountability Office (GAO) have highlighted certain features in
many States’ Ul programs that prevent them from more adequately responding to
these long-term employment trends. For example, an estimated 31 States do not
consider any wages earned by a dislocated worker from either their last completed
calendar quarter of employment or from the quarter in which they file for benefits—
excluding up to 6 months of earnings. Not counting a worker’s most recent earnings
makes it more difficult for some low-wage workers to achieve minimum earnings
levels for UI eligibility. Other barriers to coverage include restrictions on Ul receipt
for former part-time workers seeking reemployment in a part-time job and for those
leaving employment for compelling family reasons.

Subcommittee Chairman McDermott has introduced legislation, the Unemploy-
ment Insurance Modernization Act (H.R. 2233), to provide up to $7 billion from the
Federal unemployment insurance trust funds to encourage, assist and reward States
for removing such barriers for jobless workers.

In announcing the hearing, Chairman McDermott stated, “Too many workers,
especially those in low-wage and part-time employment, are excluded from
the Unemployment Insurance system. Women in particular are hampered
by policies that were crafted five, six and seven decades ago. We should ac-
tively encourage States to make further progress in covering all unem-
ployed workers who have worked hard and who have had taxes paid into
the system on their behalf.”



FOCUS OF THE HEARING:

The hearing will focus on policies designed to modernize the Unemployment In-
surance system and reduce barriers to coverage for low-wage and part-time workers.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp/lwaysandmeans.house.gov., select “110th Congress” from the menu entitled,
“Hearing Archives” http//waysandmeans.house.gov/Hearings.asp?congress=18. Select
the hearing for which you would like to submit, and click on the link entitled, “Click
here to provide a submission for the record.” Once you have followed the online in-
structions, completing all informational forms and clicking “submit” on the final
page, an email will be sent to the address which you supply confirming your interest
in providing a submission for the record. You MUST REPLY to the email and AT-
TACH your submission as a Word or WordPerfect document, in compliance with the
formatting requirements listed below, by close of business October 3, 2007. Finally,
please note that due to the change in House mail policy, the U.S. Capitol Police will
refuse sealed-package deliveries to all House Office Buildings. For questions, or if
you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item 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 submissions and supplementary materials must be provided in Word or
WordPerfect format and MUST NOT exceed a total of 10 pages, including attach-
ments. Witnesses and submitters are advised that the Committee relies on elec-
tronic 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 para-
phrased. All exhibit material not meeting these specifications will be maintained in
the Committee files for review and use by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations
on whose behalf the witness appears. A supplemental sheet must accompany each
submission listing the name, company, address, telephone and fax numbers of each
witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at Attp:waysandmeans.house.gov.

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 MCDERMOTT. The Committee will come to order.

We are here today to discuss the importance of a strong and eq-
uitable insurance system. Now that economists are openly express-
ing concerns about the impact of the declining housing market on
employment, this discussion may be sort of relevant. More rel-
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evant, actually, but the truth is that unemployment insurance is
always important. It prevents temporary periods of joblessness
from forcing families into poverty. It helps workers stay connected
to the workforce, and it mitigates the impact that unemployment
has on the economy, both legally and nationally.

The UI system was created over 7 years ago after the worst eco-
nomic crisis in U.S. history. It was established, really, to ensure
that Americans would have some help in weathering economic set-
backs. It was created because great Americans like Franklin Dela-
no Roosevelt vowed Americans would stand together and protect
one another and live in a nation that really understood the power
of “we” versus “me.”

Today as we look at America and how it has changed over the
years and how we can adjust the Ul program to continue its role
in protecting Americans against economic hardship, as we examine
the unemployment insurance system, it is disturbing to see a long-
term trend of fewer jobless workers receiving Ul benefits. Barely
over one-third of all unemployed workers receive unemployment
compensation. The rate of receiving that benefit is even lower,
much lower for low-wage workers.

I put this chart up there for everyone so you can look at what
happens to the low-wage workers. They are almost 2%% times more
likely to be unemployed, and they are about one-third as likely to
get the unemployment benefits.

So, we are really talking about what happens to low-wage work-
ers here. The very workers who are least able to cope financially
with a spell of joblessness are also the least likely to get unemploy-
ment benefits.

As GAO will testify today, and as highlighted by the chart in
front of you, low-wage workers are almost 2%2 times more likely to
be unemployed, and one-third are likely to receive unemployment
benefits.

Now, part-time workers also have greater difficulty in accessing
UI benefits, as do individuals who leave work for compelling family
reasons such as avoiding domestic violence, taking care of a sick
child, or following a spouse to a different part of the country. These
barriers to unemployment insurance fall particularly hard on
women who are more likely to work in part-time and/or low-wage
jobs.

Now the legislation we have introduced, the Unemployment In-
surance Modernization Act, is to encourage and reward States for
implementing a few basic reforms to help low-wage, part-time and
other workers gain access to the Ul system.

For example, the bill calls on States to count a worker’s most re-
cent earnings, and to count them when calculating eligibility for
unemployment benefits by implementing a so-called “alternative”
base period. Not counting a worker’s most recent wages makes it
more difficult for some low-wage workers to achieve the minimum
earning levels for Ul eligibility.

Under this bill, up to $7 billion would be disbursed from the Fed-
eral unemployment trusts to the States implementing provisions
related to the alternative base period as well as to making UI more
accessible to part-time workers, making the system more family
friendly and supporting long-term training.
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Those States that have already put in place an alternative base
work period would be eligible for an immediate distribution. For
example, Illinois recently enacted an alternative base period and
would therefore automatically receive $100 million under this bill.
The State would potentially receive another $200 million depending
on the implementation of additional reforms.

Now, in addition to the $7 billion conditional transfer to the
States, the legislation also set out an automatic $500 million to
help States with the administrative cost of Ul, which the Federal
Government has really failed to adequately address in recent years.
Admittedly, this legislation will not single-handedly eliminate dis-
parities in Ul coverage for low-wage and part-time workers, but it
will take a meaningful step in the right direction without a single
Federal mandate and without raising the Federal debt by one

enny.

The bill accomplishes this task simply by extending the current
law unemployment tax that has been on the books for over 30
years. It costs employers $14 per year, per employee. The FUTA
tax was last extended by the Republican Congress in 1997, and
President Bush has proposed that it be extended this year in his
current budget.

My bill differs in only one way from the past extension and
President Bush’s budget proposal. Under my legislation, States
were eligible to receive every dime of revenue raised from the ex-
tension of the FUTA test.

Well, I have one more page here I would like to tell you about.

There are certainly some policies that we can examine to help
dislocated workers, but we really have to start by having a more
effective unemployment insurance system. We have had this for
generations and it is time for some very common sense reforms.

I remember making them when I was in the State legislature
when we were squeezing down on the system. It used to be you
could work in the summer, get some unemployment benefits, and
live all through the college year on your unemployment benefits.
Those kinds of things are no longer happening, but there are some
common sense things that ought to happen now.

Chairman MCDERMOTT. I yield to my Subcommittee Ranking
Member, Mr. Weller.

Mr. WELLER. Thank you, Mr. Chairman, and I thank you for
convening today’s hearing. Before I make my opening statement, I
want to extend a congratulations to you. You and I have spoken a
little bit, but this is the first formal meeting of our Subcommittee
since you were given a great honor in Africa, and I do want to con-
gratulate you on your knighthood granted to you by the King of
Losoto. As one who has known a long time of your personal interest
in developing countries, particularly Africa, it is nice to see it rec-
ognized.

You and I may disagree on policy. I enjoy working with you as
my Chairman and having the opportunity to work together. I know
your family is very proud of you, as are your friends.

Today is one area in which we do disagree.

I noted when the Subcommittee put out a press release announc-
ing this hearing, it suggested that it was about, quote, “modern-
izing unemployment benefits,” and apparently it appears my Demo-
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cratic colleagues think modernizing means increasing taxes, in this
case by $7 billion over the next 5 years.

I would note almost every other major Democratic initiative this
year, from energy to food to children’s health policy, includes tax
increases. So, the majority party’s position has been a consistent
one so far this year.

Another apparent feature of modernization means more of the
same of our Washington-knows-best attitude. On the legislation we
will discuss today, only States that choose to provide benefits to
certain, quote, “federally approved categories of unemployed work-
ers” would get a share of the $7 billion in tax increases back. That
is despite the fact that those taxes are collected in each and every
State and amount to lost wages for American workers. This natu-
rally creates State winners and losers, with the Federal Govern-
ment deciding who wins and who loses.

As several of our witnesses today will note, many States have al-
ready decided to broaden eligibility for unemployment benefits in
the ways promoted by the Chairman’s bill. This suggests that as
the economy has changed, States have adapted. Many, like my
home State of Illinois, adopted newer technology that allows them
to count more recent wages in determining worker eligibility for
benefits. Others provide benefits to part-time workers or certain in-
dividuals who have quit their jobs, but when States have done so,
they knew they needed to increase payroll taxes in the long run to
cover increased benefits costs.

The Chairman’s bill masks those true costs behind the shield of
incentive payments today, quote, “incentive payments,” which is
really a promise to raise State payroll taxes tomorrow to cover
higher long-run costs.

It is not too late for us to take a different and decidedly more
pro-worker and more pro-work direction. As we will hear today, we
can and should do a much better job helping laid-off workers get
back on the job.

Mr. Chairman, you were on to something when you proposed the
creation of a new wage insurance program to assist laid-off workers
who return to work at lower wages. It is my understanding that
this idea is not unanimously endorsed on your side of the aisle, but
it seems to me at the very least we should encourage States to test
whether this enhanced safety net can help workers.

That is the principal legislation I have introduced in H.R. 1513,
the Unemployment Compensation Improvement Act. Recent re-
search confirms that, especially for older workers, helping them get
back to work quickly can be key to recovering their former level of
earnings.

In contrast of tax increases that are proposed today, my legisla-
tion is cost-neutral and does not raise taxes, and I believe it is
worth testing out.

In my view, the real test of a modern unemployment benefit sys-
tem is not how many people we can sign up for unemployment ben-
efits. Instead, the real test is how many people we help get back
on the job quickly and at good wages, especially since unemploy-
ment benefits average only about half of what workers earn in
wages. That should leave workers, firms, and the economy all far
better off by getting them back to work at good wages.
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I look forward to the hearing today, and I look forward to hear-
ing the witnesses’ testimony.

Chairman MCDERMOTT. Thank you.

[The information follows:]



SEET HLR.1513

T presvisle Bor dvmsipmtration javgerts to bddp imgaee (e Xatiia's
NI T s o T L LS R TR T T

IX TIHE INU'SE OF REPRESENTATIVES

RIETER I E LI

Mr. WELLER of IHmois infrolseod il follonang Il nhict was melemal te
the oo on Ways aml Means

A BILL

To prowvide for demonsttion projeets to help improve the

Nutwan's unrmpdovment eonnpsensniion systen.

1 Be it enacted by the Senate and Hlowse of Keprosento-
2 fives of the Unated Stafes of Amerioa in Congress asseanbled,
3 SECTION 1. SHORT TITLE.

4 This At may be eited ax the “Uncmployment Com-
3 peensation Inprovement det of 20077,

i SEC. 2. EXPEDITED REEMPLOYMENT DEMONSTRATION
7 PROJECTS.

8 Title 11T of the Social Sevurity Aet (42 US.0, 501
9 and Following) is ameenbsl by pdiling ot the cmd the fol-

I lowamar:



L T O T O ]

L= - - B =

“DEMONSTRATION PROMECTS

“REc. 305, (a) The Seeretary of Labor may enter
into agresments, with States sulanitting an application de-
seribed in subseetion (b, for the purpose of allowing souch
Htates to eonduet demonstration  projects to test aml
evitlupte measnres desiensl—

M1 to expedite, such as through the nse of a wage
insnranee progranm, the meemployment of individoals swho
estubilish initiad eligibility for anemplooment sompensation
nnder the State law of such State; or

U2 1o improve the effectivencss of sueh State in ear-
rvang ant s State L,

ik The Governor of any State desiving to condoct
a demonstration prgect nmder this sectiom shall submit
an application to the Seeretary of Labor at such time, in
such manner, and ineleding sueh information as the See-
retary of Labor may require. Any sach application shall,
ol a mindmun, inelpde—

11y a general deseription of the propossd dem-
onstration project, inelading the anthority  (nnder
thiee Loows of the State) for the measares o be fested,
as well as the period of time during which such dem-
anstration projeet woubd be eomdetsd;

M2 it a owalver under subsection (e 15 pe-

quested, the specific aspects of the projeet to wihich



—

-

U

=1 o A = W = O S o - R

L =R -

25

10

the waiver would apply and the reasons why soeh
waiver is peded;

(3] a deseription of the goals and the expeetisd
programmatic outesmes of  the  demonstrotion
prrvgect, ineluding how the preagject swoubil sonteibate
to the obpeetive deseribed n subsoction (a)i1), salb-
socbion (a2, o hioth;

(41 mssurances  (wevompanied by sopporting
i=||'|:_|'|_'|.".'~:i:‘::l that the demianstsation III'\I:i:i\-I"I:" sl ot
result inoany mereased net costs to the State's ae-
et in the Unemployment Trast o,

“(31 a description of the manner in which the
bl FIT FC

A will eonduet an impact  evaluation,
using @ eontrol or eemparisen group or other
valid methodology, oF the demonstration project;
ainied

“UEy will determine the egtont oo wliieh the

goils and outeomes deseribed e paragraph (3)

wore aehieved; and

“{G] assurances that the State wall provide any
reports elating to the demonstration pageet, alter
it approval, as the Soeretary of Labor may soquine.

“ier The Seerctory of Labor may waive any of the

requirements of seetion 3304 a4} of the Internal Hev-



11

oeme Code of 1986 or of paragraph (1) or (5} of seetion

2 3030a), to the extent and for the period the Seeretary of

3 Labwor considers mcessary to enable the State to earry out

4 addemsmstration prageet weder this seetion.

a
(]
7
&
u

Lk
L1
12
13
14
I5
16
17
I8
19
20
21
22

24
25

1y A demonstration project under this seefior—

(1) may b commenced any time after Sep-
tembwer 30, 20007; and

(21 may not, under sabseetion (B, be ap-
proved for a period of time greater than 2 vears,
subject to extension upon request of the Governor of
the State involved for suel mdilitional periosd as thae
Heeretary of Labor may agree fo, exeept that in oo
event may a demonstration project under this see-
i be comdueted after the end of the S-vear period
Degimming: om the date of the enaetment of this see
tiisii.

“le) The Serretary of Liabor shall, in the ease of any

Stute for which an appleation 1= sobmitted amler sab-

seetion (h)—

(1) notify the State as to whether sueh appli-
vation has beon approved or demied withim 5900 days
after receipt of 8 complete application, and

H2) prowide publie notiee of the decision within
1 days after providing notification to the State in

aevorlanee with paragraph (1),



—

Q0 =4 o Lh e L b

12

Public notice under paragraph (2) may be provided
thromgh the Internet or other appropriate means. Any ap-
lication wmder this section that has oot been approved
within sueh 90 days shall be treated as denied.

S The Seervtary of Labor may terminate a deme-
onstration project under this section if the Seeretary de-
tormines that the State has not complied with the terms

and eonditions of the project.”™.



13

Chairman MCDERMOTT. I want the other Members to know if
they have statements they want introduced in the record, they sim-
ply need to submit them.

We are going to have votes in about, we think, 35 or 40 minutes.
I am going to stay pretty tight to the 5-minute rule here. In the
past, I had been somewhat loose and let people go on at some
length, but we are not going to do that today. It is because we want
to get you all in before the time runs out, and then we can maybe
expand on what you have to say.

Your full testimony will be put into the record. Ms. Fagnoni.

STATEMENT OF CYNTHIA FAGNONI, MANAGING DIRECTOR,
EDUCATION, WORKFORCE AND INCOME SECURITY, GOVERN-
MENT ACCOUNTABILITY OFFICE

Ms. FAGNONI. Thank you, Mr. Chairman. I am happy to be
here this afternoon, Mr. Chairman and Members of the Sub-
committee, to talk about the extent to which low-wage and part-
time workers receive unemployment insurance benefits.

The UI program is a Federal-State partnership designed to par-
tially replace lost earnings of individuals who become unemployed
through no fault of their own and to stabilize the economy during
economic downturns. Unemployment insurance has been a key
component in ensuring the financial security of America’s work-
force for over 70 years.

Since the UI program was established in 1935, the nature of both
work and unemployment has changed in fundamental ways. There
have been increases in the share of low-wage jobs, the incidents of
temporary and contingent work, the number of women in the work-
force and two-earner families and the average duration of unem-
ployment.

Given these changes, questions arise about the types of workers
who are most likely to receive benefits. My remarks today will
focus on, first, the overall trend in Ul receipt; second, the likelihood
that low-wage workers will be unemployed and receive Ul benefits,
especially when compared to higher wage workers; and third, the
likelihood that unemployed part-time workers will receive Ul bene-
fits. My testimony today is based primarily on our September 2007
report as well as work we did in 2000.

Regarding the first issue, the Ul recipiency rate declined gradu-
ally from 1950 through the mid-1980s. While about 50 percent of
the unemployed filed for UI in the fifties, about 29 percent did so
in 1984. Since the mid-1980s, the UI recipiency rate has shown a
modest increase and was about 35 percent in about 2005.

Several factors are considered significant in the decline of UI re-
ceipt, including the decrease in the number of workers employed in
manufacturing jobs, the decline of union membership in the work-
force, and population shifts of workers from northeastern to south-
ern States where unemployed workers are less likely to apply for
UI benefits.

Turning now to our second area, low-wage workers, we found
that they were less likely to receive Ul benefits than higher wage
workers. Between 1992 and 1995, low-wage workers were about
half as likely to receive UI benefits than higher wage workers. For
the years 1998 to 2003, they were about one-third more likely.
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Moreover, the gap between the two groups has not narrowed over
time. That is, Ul receipt has gone down by about the same for both
groups of workers over the years.

Low levels of UI receipt among low-wage workers can be ex-
plained by a variety of factors, including States’ eligibility criteria
and how they vary. In determining eligibility, many States only
consider wages earned in four of the last five completed quarters.
As a result, the worker’s most recent work history is not used in
making eligibility determinations. For low-wage workers with spo-
radic work histories, excluding recent earnings may make it more
difficult for them to reach the minimum earning level necessary for
eligibility. Also, to be eligible for Ul, workers must have had good
cause for leaving work. Certain temporary family crises, such as
having a sick child, may cost some low-wage workers to quit their
jobs. However, many States do not recognize serious illness or dis-
ability of a family member as a good cause for leaving employment.

In those cases where low-wage workers do have an earnings his-
tory that allows them to qualify for Ul benefits, other factors could
still result in a lower likelihood of their receiving Ul benefits.

In general, Ul receipt is associated with higher earnings before
unemployment, longer job tenure and more education. Earnings
and job tenure are associated with longer job searches and possibly
the decision to rely on Ul benefits during that search.

Greater levels of education may be associated with greater
awareness of the Ul program and success in navigating the system.

Prior UI receipt also may play a role. Receiving Ul benefits in
one period of unemployment increases the likelihood of using UI
again, we found in prior studies.

With respect to the third issue, part-time workers, we found they
were significantly less likely to collect UI than those who were full-
time regardless of whether they were low-wage or higher-wage.

State eligibility criteria are a factor here as well. About two-
thirds of States do not consider workers to be eligible for UI if they
are only available for part-time work and, like low-wage workers,
some part-time workers may have difficulty meeting the require-
ment that they have a certain level of earnings within a given time
period in order to be eligible.

Mr. Chairman, this concludes my remarks, looks like right on
time. I would be happy to answer any questions you or Members
of the Subcommittee may have.

Thank you.

[The prepared statement of Ms. Fagnoni follows:]
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Mr, Chalrman and Members of the Comaities:

I nm pleased to be here to diseuss the extent to which low-wage and part-
time workers receive Unempdoyment Insumnee (U} benefids, The LT
programe—a federal-state partnership designed to partially replaee kst
eirnings of indivichaals wha beeome umemployed throagh ne faelt of thear
mwn, and to stabilize the ceonamy during coonomic doswmbames—has been
i key companent in ensering the financinl seeurity of Amenien’s workforoe
for more than 70 years. In fiscal year 20060, the UL progmm covered ab=sat
L) million waorkers arad padd about 30 billion in berefits to abaoot 7
million workers who lost their johs.

When the UT program was established in 1505, mast. of the Inbor foree
consisted of men wha were employed fll-time in the manufaeiaring or
tracle sechors Sines than, the nature of both wark and anemplogment. has
changed im fasdamental ways, In recent decades the share of bow-wage
Jobs, the incidence of temporary and contingent waork, the number of
wgHmen in the workforee and the numiber of two-eamer famdlies, and the
average duration of nremployment have all increased. Given these
changes in the labor Foree, questions hove been raksed abaut the types of
wirkers who are most likely te receloe benediis

My remarks todsy will fecus on (1) the overall tremd inthe usage of UL ()
the likelihoosd that low-wage workers will be unemployed and recejive 1]
bermeefits, especially when compared to higher-wage workers; and () the
likelihooed that aremployed par-time workers will receive Ul benefits, My
testimony todlay 15 based on our Seprember 2007 report on U6 ared Jow-
wage workers." For that report, we analyzed dsta on Ul regolar prograny
reciplency rates prosded by Labor, and we examined data from the
Survey of Inecome and Frogram Participation {SIPF), & national database
malniained by the Buresn of the Census” For this testimony we condacted

LA, finemplayment Inevmnee Lor- Vg amat e -Time Workers Contdnge &
Earparrdvvoce Lo Robea af Bedpl, GACIT-1 R8T {Washingesy, [0 Sepl. 7, 2007),

e delined low-wage 65w iy wisge which b less than the reguired Tor a full-time
wist b {40 hiviirs por el Tl woeks Pt ¥ ) B0 carm the Censib poventy theshold foe &
Turly of Fowr [hess thom 52,87 per hour n 2HELS
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o] SNIOE - abwe yrars piklied for thls aeadysds ey were ghodn o hind as
likely. Lesw brvels of 1 recvipd among rw-sogge workers may be eepkoned
iy thee v il anees of ow-winds workoss in eelaton o U] elgdbiley
e, parthonkary b e S durng which wirkens semngs am
voundid toevand UT eligibdlin, which vmcl s workens sl naent
SAMITES In raimy saes, Thi loea beves off e may ik b sxplaed by
lirer-wage workens!' reasims for mparaling Bnm werk i mkdion io
chghiiy pales, which in oy states do ol nosogaiee Bliess or disahilecg
o Tarwd by meerniBar as "good] coese” B leereing enpigrmeni, Aaiiber
groep Eacingd bow sl off U mvseged b pri-Uas workess. Ussaplosaad
parttimie workers wene sipnificantly Tess Blely socaBioet UL than those
who were Tull-time. This is true reganiless of whether they wore low-wago
o igheiwage. Absidl twe thisds of sises do ol earedder workers
elgihle for UL they are only seaibabde Tor per-time work. In sdidigion, like
Lywwwrigie wom ke, s prr-Uhivee wodkers ooy bt difficuly meeting
i Rl AR PEqUre el 5 states 1hal & no oo workers
PR FACPIT g
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TR nndhlrhifnmhmm“ﬂ—mmﬂmrumh-
dorwrliini.

g wavd whaler the rebiins Bbedbhead of recohisg 1T for ks oo Aeras rerparsi
1 highe r-age warkers - o s, e mio of 1 s of recoig - donged over Lise.
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T recwedve Ul benefits, an apemploged worker geneeally miess mesd the
state minimuam eamings requineme s (a minbmaem aneeot of earmings
andor employment | over f delined beese period, In additbon, workers st
have become msemployed For posd cause s determined under siate law
and be gbbe and avallable o work, Federal law provides mininm
guiidelines for state programs and sutbarizes grants te states for progranm
admimdstracion. States design thelr own programs, within the guldelines of
Tesderal Tow, and determine key elements of these programs, including whae
is eligible to recebve state Ul benefits, bow mach they receive, and the
amount of taxes that pmployers must pay o elp provide these benefis,
State unemployment tax revenues aee beld i trost by the Seervtany of the
Treasary and are nsed by the states to pay for regudar weekly Ul benefits
Renedits typically ean be received for up to 26 weelks, alihough in maost
stifes som: workers qualify for less than the full 26 weeks due o areven
earmings or briel work histories.

Druring thee years we examined betwesn 1902 and 200" lowwige workers
e g @bt S pereent of the mempboged femer workers in our
sunpde of the experienced Labor foros, sven though they wene only about
3 percent of tha Lol experienoed labor force.” Previous GAD work has
shown thal the likefibood of receving UT benefits among Ul-eligilsle
workers s hower for those wilh brwer anmoal eamings, conbnalling for a
rabge of econoaic and demograghic Telons

N By it e uinebed Elansn g payroll L bl o imiplogens 38 sbale 17 apsliore amne
experienoe-ried s i empkeyees’ eontriblions viry acconding to how moch o how
Il thesir workers recetved unemphnment beseflis

- Analyars koo oo SIPF coin froan QER2 o 100G, 1DOE, el 2006, Diaka for 19006, §ET, anil
HER b S8 were nol avallabic. Now SIPF pascls wore initiatod sach vear Toome 10848 oo
FEEE, in 1508, ard in JKEL These panels providest us with 27 month employmest histories
o szammpde mvmshaans in FEEEE theoogh B0E6, 16, ond 30, Salficiond dets o REH, 15607,
il RS L 2R e il vl Lkl B 160 W SIPP puiiicds were iniianed b e s
TEERD, D0E, DRI, LSS, car DVES A, D parved wes started in 506000 bui cance led alber 8
mernihs free Beard e baory measnnes, aral thees condil meot b sl o our peenbysis,

“Onar bl itioss of urdin ke Todmeer workors eacludkal geapke wlao did nod Bae o jols
i the 27:momih peerkod before ihe monih that cheey were unesmphoyad, This, ol nes
enirani= jnd sme rersbmnts e the lbor foaee wene eedorded,

'l.':.'ul'r. Dlwernmpdgrrneasd Peaurunys Foctony Aassciabal with Seoudin Beewipd, GANE-542
Washinggton, T U Mar 7. ML
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Frooan 1500 tipodigh e mad- 10605, i LT el piogdnn Feciliney nke
pradialty declined, dropping to His ewest poini i ihe eary 13508 Snoe
the minl- E, e 10 recipieney ne bees showm mchesd increass,
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Larwownge workers wore meoie Baey (o b imen ployod b less Hkely 1o
peceive LT beneflis dban higher-asge workers " Compared with bigher-
wege wiwken, kew-wogde workens weee al lasi bwice s likely b e
irmapboyeel Ditween 105 minl 23
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Thez Coall and mpoaATeane radies wio Cobcubaiod Ger Bom M standar useTsklyiroel rakes [ravided
bry wher Buraddi o Labor Blaiksiios. For ihe 8§ jsiies preseenind, standar rongs wioss 7.5 peoeni for
PERE, 5.3 posoin Tor 196, 3.9 posoent lor 1984, 5 8 ponoent bor 1596 4.6 peroond for 9688, and &0
peraand fr 2003 Thesse aies e Docaiese o0 Gl ions aeokided wOriens S Wi N
anbranis o the Isbor lonma, those sha had 5 hisiony of sefl-pmploymend. snd Bose who woe younger
than 18 or plder than G4 in Mach of e suney yaar, and becauss frere weee jachnical difeences
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Al thee same tome, unemploye] bowwage workers reoeived Ul benefis a
less tham hadf the mte of higherswage workers in almost oveny year.

Figure 3: Ul Rate ol Aeceipt among the Urnemnployed
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Ewen with similar wark eemuares, unemployed bow-wage workers were still
less likely to receive Ul benefits than unemployed higher-wage workers.
Some fifty-five pereent af unenygsoved higher-wage workers who had
worked af lepst A% weeks during the year eodlected UL In comparison, only
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the Baber period, it averged 23 pereentage points—a difference Dl is tol
statistically sjmificant

Chres ol thee mesisomns losw-wiage workoers may e less likely i recedve 17
brenefits is that they are more likely po have worked in industries that lad
b psuless o U1 pecedpd overall.” In 2000, B3 oot of e low-wage

v mployed wiorkers had been employe in jobs from retail trade and
services, as ogypoesed lo abwout ane-halll (43 percent ) of higher-wage
wrkers.

Ve sebtracted thee perceniage of hew-wage workess who meceivied UT from the peroeniage
ol higher-wage workers who recehesd ULin 1S o 19805 and comparesd the resulk o the
similarly derived dflerence for 15096 amd 2005

' Thin smabrss dives i cveniel for snerie wasies wiiths, indsiries,
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Figure 4: Indwsiry Secior of Lasi Job for Unemployed Low-Wage and Higher-Wape
Waorkers
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Compared with all other industry sectors, the retail trade and services
inlustries had the lowest Ul rates of receipt.



27

Figure 5: Avernge Ul Rate of Aecedpt by Industry, March 2003,
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We calculaled the U rete of receipt by dividing the number of unemployed wirkam wha regorbed LI
BE A sturce ol inoderes by % numbae ol workers who wan unarmployed.

Furthermore, within many industry sectors low-wage workers had lower
rates of Ul receipt than higher-wage workers,
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histories this exchugion of recent sarnings may make it more difficult o
achibeve the minimem earning level pecessary for eligbilicy,

Low-wage workers' reasons for separating from work inorelatioen to Ul
eligibility males may e ardther Tacior relevant to thetr lower kevela of 1]
Fecelp, A person who voluniarnily leaves work musi have good canse, as
determined under state w, in order to be eligible Tor UL For low-wage
waorkers, partlculady thase sithont palad sick beave, however, issies sach
as caring for children or siek family membsers may make keeplng a job
more challenging or resalt inthedr needing or wanting certain rypes of
work. Aceording to the Mational Employment Law Project, B states™ do
nt recognize serious liness or disahility of a Gamily member as goosd
cause for leaving employment.,'”

These nre other factors that contribute to the: higher rates of receipt nmaong.
higher-wage workers, In general, Ul receipd is associated with higher
earmings before imempdoymeent, longer job tenare, and more edocadion.
First, workers with a history of higher comings and longer job tenore
generally fuce longer job searches amd this may encowrage them to atilze
UT benefits during that search. Also, greater levels of education may e
ssocimted] with greater awanensess of Ul and suoeess in navigating the
sysbem.

Prior receipt of U6 may also play oo mle. Receipl of U benefits in ome
preri] of eyt incresses the Llikelihood of using UL again.
Becyuse higher-wage workers are more likely Do receive UL in any given
ursripdoyment spell, i s poasible that they Betver urndersiacd e safisy
el it alTorcks theenm aeed may e more likely tooutilize i in ftare spelis In
oatitrast, the exient o which low-wage workers have been arsacees=ful in
catahli=hing eligibility Gor UL during any given unemployment spell may
dliscourmge fuiure eITors o do so.

" [ helingg e Dipstrict of Codumbia



Unempdoyved Part-
Time Workers Were
Significantly Less
Likely to Collect L]
Than Unemploved
Full-Time Workers,
Regardless of
Whether They Were
Laow-Wage or Higher-
Wage
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U ripbosyet] workess who were par-lme o e b job soee
shmmifcanily ks ke by o oolksct U cham imemplioysd workens whio wire
fulleme ak their lasi job. Aornnding b ihe Kigional Ermplopmemi Law
Frageas), B alalis™ oo reold cosipand i wooi koo elgibde for LT §f dhay are ondy
arvallabile fior part e work, ™ Tn adifiton, 1i: low wape workers, sope
part-dime anirkers may ke difficoky meetiog the minianm saerngs
rrapinenl mosiabis thel g it cvunl sorkess” sl neeeni sarmings.
Ewen whetn woekers had sirdlar job esapes, full-ne woskers sepe pon:
likeky B peeedve U ihan pam4ime workes

e P

Figura & 1A Rala of Reosipd Gy ParlFul:Th Urmraplyped Wtk wilh al
Lomiriel 75 Wb i3] Ergaiirgrrmnsd iy P Vi

b gt

L

o

& |

= | E T

= |

ol |
P P
. pmm

e CAS wrrem = BV

Hoion: S35 cigm e HRD o WL IR e 0N Dl o HIERE-, | BT, el TR i DO e
Pl Wt

:ﬁm#—ruhﬂmhﬂ“mwﬁihﬂmﬂm

i o ki o L0 0 ol gy ] i
1 B BEACH I o by e et ponE “mm
kg W 1, e TR M | Cstricd of © Forw mame crrrmy fee

wiglaTs wEarg par-ise aepknrETi



31

Fouri-tbrree, kra-angde unempkoyred workens were tha beosd, iy (0 rerere
L

mumuww -ﬂmﬂ-r-mu—mu

wAT il L 35 Bpmih oF i Pl Wi
Tl
= wra
&
@ i
*_ 1
]
s
L]
]
ol
J— [EF——
-y e
| | ot
L] e

G s e w L
ot S o o 1 IR 0§ . o, e 0D D s 1Rl ST, e T OO e
Vil kil

Dz mprewy barasan il e g pol. ey sy Lod-d )
G e I AT B T A T O OeECE R

FudHn dntapiry sl F il itsd od 38 s et e O e DML dont il B ey o
Ly perpcey: s b w ol duseg e H recesie, pece i pespepiopreps

v cicuimie e LB e ol recae by disedieg) EOE O RO T g L
i A B el Cy I R BT e B e T el

Mr. ek, this concldes my remaks. | woukd be happs in mswer my
et thai yoe or cther memhems of the submmimitses may hasn

Contact and
Acknowledgments

Foor furibus o Tirgd thiss Linad 1 plimesr cortart Clndy
Fagresini mt (298] GLETZI6. Mo contrilsating to this sieemcn) wene Parick
ol Nalif=in, Hhesmren i, laeies Gowalwin arsd Chadie Willsan




32

Related GAO Products

Dlrvrupdogiess! Juspminee: Lo Wage i Pant Tise Workoes Coandines
v Epevivany Lawr Fedes of Mecedpt dedH -1 T, Tishimgron, 1107
Sapleanleer 7, 2007,

Lmsmuptigmees? Josemnoe: Foctors Asseipte’ nitk Seard) fieeep! and
Linkagrs wiri Rece phagsunl Sovvdess for Cladmasts GATHNIEIT,
Wrnshirgsion, 1167 - ¥larch 15, 20080

Unerapivgeesd fuswrmioe P Asseiabed wih fenel) Reesipt
AN, Washingon, T Meorch 7, 208,

Larmupsyreesd Jisemnee: Jylmmarion sn See il Reeeips, 00200,
Wiedhirgzeon, DL : Mlareh 17, 30

g i o e A P WorkiGies Cholnges sl Oyonitioei iaes far
A et Cemirary Chaegiag Loker Firres Ty o and W fode of
Grermuml Falides, Ga0ule-a55P, Wendinggienn, D00 Jurs X060

Pnrmpogveesd Josumne: Sabe os Sglaty S G Lo Woge Wk i
Livsital. OA00LIE]L Wishingeon, [0 : Thvseiiber 21 3000



33

This is & work of the LS. govemmaent and s not subject 1o copyright protection in The
Unied Slates. & may b reproduced and distnbuled m s enlisety withoul frther
pammission from GAD, Howeywse, becauss Fis work may conlan rages o
elhar malarial parsision fram B copemighl hoklsr rmay be necagsary # you wiah ko
ek acs This mAkedial eeparaiely




GACKs Mission

34

The dhovermmieni Avoodnabdiny Oifee, the i, cvalimibon and

s iiggdeve ann of Corgincey @xiss lo aippan Coiginses in el its
coreimiinmel respnsibd ks mad oo help impove ihe pefiommanoe o
i ntabiliey of the Sedenad govcrnmicin For the Anicricni gaasphe. QAL
renrrmnes the use ol pulic Tirads: reen becvies feibe ) pirErame and i
anil prosiies analy=es, recomimerdatoors. and other assbnanee 1o help
Cinggrnes noaksr infianmed rveeaghi. pedicy, ol feuing dectsions. Gais
copmiEmeni in good povemmsent s rellecied In lis come vales of
accrninabiliy, istegray, wnil eelabaing.

Obtaining Copies of
GAD Reports and
Testimany

The famiest anil rosss wo o b onples ol AL dommesis B e
s throdigh OGS Wb sloe (were g govh, Each weskday, A0 poss
reew by redimsel repecris, and mrrspentkenes on ds Weh gie T
fave GAH e-mall poan g B of newly posted producis ey alhemeon, go
Lo wevew g o and sedind “Salmcrabee 1o U pdiies "

Oirdeer by Mail or Fhone

The first copy of each prisied repon b e, Ldditional copdes are £2 2ach
Al or sy ondes shoodd B el oo et Bageringe edonn of
Dhemurreenes. (3410 s acvepds VISA and e rcand. Orders oo B or
e eopies mailid oo & singhe addres ave Ascoumied 25 peroenl Onles
shiourkd bo i b

LA, Grerrmamerd Arvinmin ity CiTior
LEL G Sorest XW, Roarmm LY
Washmpgien, [0 30548

To nrder by Phonwe Volee (200 B 12500000
T (3ED L1345
Fz: (5 Bl3-A0lL

To Report Fraud, S
& Wb slie W gan gy T Ty im

Waste, and Abuse in i gy eladrted e i
Federal Programs A rwe] v pring systm: CHNT 2N or (0] B1E-T70

: “-l..:hlrli ﬁmlml.ﬂu_l-.q.l_.l; iﬁrl.*rlur. JI.I.I.\II_H.:IT:I,HTH;:M_:IEE—T-IE‘_
Cﬂ“mlﬂ“ﬂl 11 % Crrerrsamerd Aceominbd ity CHTEws, B0 1 Sireet MW, Hoeam 7080
Relations Washingon, DC. S15IH
Public Affairs Panl Araderson, Maroging Threcinr, Andorsom P g goee | 20025 5 12538040

L&, Griveermimetn Arcoistability Offes, 441 G Siee KW, Hoom 710
Washmgien, [0 520548



35

Chairman MCDERMOTT. Ms. Chasanov.

STATEMENT OF AMY CHASANOV, FORMER STAFF MEMBER,
ADVISORY COUNCIL ON UNEMPLOYMENT COMPENSATION

Ms. CHASANOV. Chairman McDermott and distinguished mem-
bers of the Subcommittee, I appreciate being invited here today,
and I welcome the chance to testify about this bill. It is a legisla-
tive proposal that encourages States to strengthen their unemploy-
ment insurance programs and rewards those States that have al-
ready chosen to do so.

My name is Amy Chasanov, and from 1993 to 1995 I served as
a staff member to the Advisory Council on Unemployment Com-
pensation. I want to emphasize at the start that the Council was
bipartisan, with members appointed by the President, the House,
and the Senate. The Council’s 11 members represented various
groups of stakeholders that included business, labor, State govern-
ment, and the public.

The Council had a broad mandate, looking at all aspects of the
unemployment insurance system. During its relatively short life-
span, it held nine nationwide public hearings, visited numerous
State offices and also sponsored significant legal and economic re-
search in the area.

The Council met on 13 separate occasions, held intense delibera-
tions, and published three annual reports which discussed its find-
ings, and presented 50 recommendations to improve the UI pro-
gram.

My testimony today focuses on the Council’s findings and rec-
ommendations that relate to the proposed legislation.

At the outset, I should highlight that the Council either directly
or indirectly endorsed all of the features of the House’s Ul Mod-
ernization Act that is being discussed today.

Before getting to those recommendations, let me mention two
overacfching issues, one of which Chairman McDermott already
raised.

The first is that there have been dramatic changes in the work-
force since 1935. We have moved from a workforce that was made
up primarily of married, full-time male workers to one where part-
time and contingent and women workers now make up the major-
ity. The Council noted repeatedly that the States’ UI programs
f}‘1ave not always kept up with these important changes in the work-
orce.

I would also like to mention that the Council focused much of its
time on the Federal-State relationship in the UI program, which is
unique, and about the appropriate division of responsibility be-
tween the States and the Federal Government.

The Council believed that some national interests transcended
State interests, and in those cases it was appropriate to establish
Federal minimum standards. In particular, two of those national
standards were minimum eligibility and benefit levels and also en-
suring macro-economic stabilization.

The bill today represents a carrot and, honestly, the Council had
more of a stick approach mandating Federal minimum standards.
Whatever approach is considered, however, the outcome is un-
doubtedly similar.
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Let me now turn to the Council’s specific recommendations.

First, the Council was deeply disturbed that 3 to 6 months of a
worker’s most recent earnings were disregarded when determining
monetary eligibility in most States, and that low-wage, part-time
and temporary workers were particularly harmed. The Council rec-
ommended that all States adopt an alternative base period that
conskiders the four most recently completed calendar quarters of
work.

Second, the Council believed that workers who met States’ mone-
tary eligibility requirements should not be disqualified simply be-
cause they were looking for part-time as opposed to full-time work.

Third, the Council recommended that the FUTA tax revenues per
worker increase, not decrease, over time. They proposed a revenue-
neutral adjustment that will increase the Federal taxable wage
base from $7,000 to $9,000 and eliminate the 0.2 percent surtax at
that time. They also recommended annual increases in the Federal
wage base. I do not believe based on the Council’s discussions that
they would ever allow the FUTA surtax to expire without a simul-
taneous increase in the Federal taxable wage base.

Fourth, the Council recommended extending UI benefits for indi-
viduals who are long-term unemployed when they are participating
in education and training services and activities that enhance their
reemployment prospects.

Finally, although it was not a formal recommendation, the Coun-
cil expressed concern over many States disqualifying workers from
benefits if they quit their jobs due to domestic violence or to per-
sonal or compelling family reasons.

I encourage you to look at my written testimony which discusses
the Council’s reports in much more detail and also discusses two
additional recommendations which are not part of the bill but
should be considered.

It was a pleasure to talk to you today about the Council’s work.

[The prepared statement of Ms. Chasanov follows:]
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Testimony of Ay
Former Sall to Advitaory Csancil an Unempley sseml Compsensation
Before 1.5 Hewuse off Represiniatives, Ways and Means Csanmslies
Subenimmirier om Incsase Security and Faskily Sapjs
Sepeeiiher 19, 2007

Chaimman McDermoit and detingaished members of the Subcommines, thank you for this
oppomunity v testify on the Unemploymem Irsurance Moderniztion Act (H R 2233), e
imporiast legislative proposal o encourage sates o strengihem their Unemplovment Inssmance
(LI systems and to reward those states. who are have already inoorporated the proposed

impraovements.

My name is Amy Chasanoy, and | served as 2 staff member 1o the federal Advisory Council om
Unemployment Compensation {* &CUC or “Councl”™) Between 1995 and 1995, The Advisory
Councl was creaied weder the firsi President Bush in Movember [ #91], when Congress passed
the Emergency Compensation Act (P L. 102-164) in resporese (o the 159590- 199] recesmon and
pereived fadhares in the Unemploymeni freurasce sysiem. The Council's congressoml
mamdaie wins broad. “ 16 valvabe the seemployment compensation program inchedeng the
pumpese, poals, coumbercedscal effizctveness, coverage, benefil adequacy. trust fumnd solveniy,
Fandimg of Stalg adminisicatve covds, administrative eMicsency, amd other aspists of the pragram
] ko make recommendations foc improvement ™ The bi-pardisas Cogmil was gbly chairid by
v Faned Moo, with five memibsers appoinied by the Frosadent, three By e 15, Sermie, and
s b thi U5, Hoastaz ol Bgpresdrilatives The Council s élivins rigmbirs reprisiniad &
diverse group ol gakeholders, mcheling Busaness, [ahon, siale gevemment, and the public :

Damiag e ACCT s reen and & Ball year lik, it bad an gmwiscius agenda, eonducting sise
naLkrd e ke leariigs, Boldisg fcis groufs, vesding misy sEale uiemploy meil
compensatim offices, commissloaing sigsidl cant research, and comvening 1wa ressarch
comfereoes and oie legal symposiim, The Adviesary Councl met o 13 sepanale aocagions 1a
disouss the research, delierate, md resch & consensus an fadings and recommerdmions thes s
miedeers coild eadorse In s thres annaal repons - dared Febniery of 1994, 1995 and 1996 -
the Advisery Council published fs fndings and issued 30 recommendations on how 1o improve
the Unemphoyvmen Insamnce system.” My sestimony ioday foosses on the research, findings,
mnd recommendations made by the Advisory Councall in those repents, partioslarly as they relate
to the House's UL Modemizatios Acr.

' Excoutive Decdor Lnrie B plnval an mdspercaile rele in the Council™s merk

* Attt | provides a list of the membere of die Advenry Comcl oa Unemplmoment Compenssion
" hdvisory Cowncil on Unemplovmeri Comperesson. “Repori and Recommerndaiions,” Febnorg 196040
ey AU Bepon e Adveory Commel oa Unemgloyment Componsation, ~Unenpkeymeoni Inserance
in the Unped Sices Beoefis, Foancing, Covenmge,” February 1593 019805 AU Bepont i Advisor
Comzil on Usemplovsicn Corpeniation, “Defising Faderal asd Suie Beles in Unenglovnen
Inmerancs,” sy 1988 19 ACLC Eepori™h
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As the Council noted, the UL system “serves a= the foundabion of economic security for mallions
af warkers whe are tempararnly led off or permanemly lose Ihz'i:'iull:-s"4 However, the labor
market bas undergene significam change simce the Ul prograsn was <reated in 1935 When the
perogram: s created, married Balltime mede workers were the primary breadswinners and the
majority of the work foree Thes is no linger Inie—women, conlingent workers, pan-time
wiorkers, temporany workers, single heads of hoaseholds, and single individusts meks up the
sjerity of the work foree The ACUC fircwsed mich of i3 reseanch and recomimendations an
B 1l elvginliny conditncee o bivig e L1 svatiss sida thi Duenly-Tirel Sosbury :

Like the pending bill. many of the Council s recommuendations focused on the need for the L7
progzram ba reflect the sigrificant changes i the workforce singe the incepmion of the UL program
in 193 5—namely, the mcrease im pani time, temporary, contingent, and wamen workers, and ke
imcrensing ranks of the borg-term uremployed. Research by (oAl has shown than low-wage
wiorkers ane twao times as likely vo b unemploved as higher-wage workers, but half as likely i
collect U1 henefing ® Pan-tene workers whi st the moaeiany eligibility requiresents ane alsa
wisch less likely 1 rezerve UL benefis than kel full-tme coumepans  Because masy stangs”
T programs have Gailid (o kiep pace with chasges. in the workBree cnoer the paa 70 vears, there
Bas I:rnn?- enerall decline in the percent of unemployed workers who actually recirve LT
benefiis

The Council's findisgs and recommendations directly or indirectly support all the featunes of the
Hiuse's LN Modemization Act. The Council recommended all siates adopt an *shemaive base
peeriod,” and thar work ers niet be evcloded from receiving benefine solely hecnee they seek pun-
time work, I additcs, the Council voleed (5 concern aver specific soasscnetary cligibilitg
wedpuirerments thif prechels g workes Fom recerving benglits when he or shi volamanly separstie:
Trom agbonyment Tor Gommpelling plarsoral o Bmily reasens, The UT Modemizaton A6
addresses sach of these bamriers ta receiving unemployment compaenzation. The Council
mecommended that Fedeml Unemplovment Tax Act CFUTAT) revemaes thal fund program
administration not decline, but actually imcrease cver time. The Councll alss sapported
“extending” benefits an additienal 26 weeks for individual workers whe were enrolled in
ediication and training programs that would eskance their re-employment prospects. Finally, the
Advisery Council mede direct recommendations on two additienal refiores that could he
coigidened o inclusion in Secticn 28 aplions. (1) snksisg an lniis-lissd “Taee peied”
wepuirernend o moneary chgibaly that woadd Belp more oy e workers guality Toe bimels,
and {1} ensuring that the Ul weekly benefit amount paid 1o a significam pertion of Ul recipients
s 50 percent of their lost wages by limkang a stabe’s maximum weekly benefit amount bo its

average weekly wage

This bill pravides the House of Represeatatives with an oppomsity to address many of the
problems in states’ U1 prograres that render it inncoessibde or insdequate for unemployed

e ACUT Repertal 3
"1 AU Reepom at 4.

" Cinesrdment Adcmmlasiliny Oee, Diciilormen! Divmuace . Mo as Sl 8w for L0 pe
Werberr dr Lirotéedd pOAD31-1EL L Docembor DAHL at 13-15.

" Thiare wit o gradual decline from the 1939103 1o the 19802, and & modest gin sinee then
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warkers. The bill rewands those states that have already siremgthened their Ul programs, and
pravides incentives to ather stres o madernize their progrees o reflect 1oday's workfore. |
zm pleased to see the bill inchede many of the issues thm were so importan o the AC U s
MErE2rs.

I Tue AL s Ovemascnmss: THeMes,

A, The Porpase of the Unem plasment Inswriange Sy sbem,

Befisre addressing the specific recomerendations of the Cowncil mnomore detall, @ (5 important 1o
Lk @ step back amd consader the coorall porpose of the LT syslem. Agrecmenl oo a slatismn) of
pupese for the Ulnemplosmient Insurance system was an importan 1ask e the Counal membens
garly in thew process. The Council's satement of purpose goded its ssbsequent research,
findings. and recommendations. |m 1955, the Council members agreed upon the fidlowing
siatemeent of purpcse:

Tl psosr drvepreveraratl ol jeetiie of the DUX sparem of
[ marvmpelaprveni faasummaiee in i freverindon of fempuorary, petiof
wrapr replorerment o o paatfer of migld foe e eols mivrily
wmernpriveren fadividum's whee faee dermomatraded @ s
wirechment fe the bor ferce, Thiv sapper showld bolp fo meet
the neceseary expemeer o Maene workers ae ey search for

f thar iokes advamiage of frerr shilly amd experience
Thole eearcdl for prodicive reessployend clvinld be facilinamed
By odoser coaperanbay amewg Hie 1 aesgploreend BannTsoe S)aiem
il el tralmbig, dmad eudiicanive sersdeee T additiom,
it st adaan el aeswaunhale avlegaate e dwning perioads of
ervanimse etk dn drder T promete sfah il by mafeliming
cosmer purchodey pmeer durieg ecanamic dowmiurms

B. The Purpose of the FederalStale Belationshdp.

The Coumeil considered the unigue federal-state nature of the UL program to detenmine the
sppropriate division of federal and stace program responsibilities.” The Ceuncil idemtified tuwa
essentially “national” interests: insarance and wisge replacement, and economic stabilizazion."
The Coisil Souind 1hi in arder for the L system 1o serve these tan essentially satioaal
imerests, the fedeml government must dictate some specific components B cach sLace musl

i perElg iloos LT pragiam. Al ielid study al il apgaopsiste Faleial-sane ieles i the
LI program, in it 1596 Repont, (e Councl adoptal the ol saemen] rigan@syg faleral-
siaie mespansibilitses m Unemployment Insarance:

V1S A Repon a8 (- Satesicnt of Puipose™).
"1 AT Popoei at 21-1,
e ACLC Bepant o 2728,
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Unesplopmend Invmrance i o feskerai-siore system of vianed
revpewaibiities and pmvers . Tive fesderad! povernment slouly
mmnmﬁmmmﬁjmrhmmm wilkich bork an
exrential mrionn inferent st annd stmtes | Imteren iy diverge
Sy s mtbonm! danerest

T fondarmentel alavtive of T system is the provision o
Iridiranes i P o aff Iessparainy, pariiad wage réplacemdn o
warkers esperieaciay imeefenieer recaelowsent Feoral
irrrnfverrend in fkiv ares slhowled Do dhat competifies among
stares an (e Brsis of Umempiermenr lesyromee costs diar
umalermines e imtegriy of the spsiew and the capacity of e
Jrogra i dasiee workers adegratelis A sevond objvente of the
syt ds o acenmafarlon of sdeguite fumds durmg periods of
vk i, Sl prometing covmendn stabdlite iy
naalalming cossigeT finrclasdng poser duriing eoanvsis
ahvmiarme, Thee wcivverment of theve faonvammemin! pumoses,
Wil seree the paifowal rierest g dranvcemad dhe Tnderesis of
any imdivicdwal sfare, regeire federm eversight ensd aotion '

Stapes take the lead for financing the programs and administering its benefits; the federal
goveEmment creatzs minineam standards for the siaies, allocares funding, aed provides loans to
insodvent states. Soates freguently compets with one another 5o amract and retain esgphoyvers, wd
the L1 program is just ane of the many varahles on which sianes compete At rimes this
INIETEIEE Competilion s fu pressure om alates 10 reduce (i U1 1awes, tghien UT eigibaling
pexquirgieLa, o dicriase e benelins availabli 16 quakilied workers."? By creting minisam
eligibifiy, bemefts, and financing standands, the federal governmen helps maderate a “race fo
the botiom” between the states from beimg played o in the Ul program. Given this background,
ACLUC members found that “the federal povernment should st bo prevem any p-DIEnJ.B"].
destructive consequences arising from imerstale competition” by invalving itseld in “mimimmwa
aligibdling and beaefit bevats ' The Councal feund thar although the federal government does

it currently “preotect bewTes cod ellpibithy feveds,” it should de so "

T thug g, the Coundall redomesgndid a senes of mew lederally-masdaled “midemom slamtands™
o reflizct chamgpes in the waorkforcs and 1o insulate sisdes enaching posative chasges in their U1
program fom compiition with stabes who were weakening their Ul programs. The concept of
such minimues sisndards is reflecied mihe Ul Moderniziios Aot bedore ikis Commiizes. The
Coumcil proposed using the stick method 1o strengthen the Ul systems —creating and/or revising
existing miramum standards thai the siates sausr adop in arder for ther programs to be
“federally-approved.” Instend, the Ul Modernization Ao proposes using & camol—providing

s ACLUIC Repoert ol 7-8 (- Federal-Siatg Rexponsibibitaz m Lnemgdoymen| Insmrance”)

s ACUC Bepomal 3, 4

My ACLIC Bzt al &

Y e ACUC Reporm at 34-35 This faderal re=ponsibality was identificd by Franklin [ Roosndt s
Commitiee on Ecomorme: Secunty that workod 1o caablesh the progrom in 1939, &7 o 27, 360 100



42

fmancial imcentives in the form of additional sdministrative funding o tates that have already
enacted the enumerated refiorms or pass merw begi=lation to do so. s the md, the sppeoach is less
imporiant than the oulcome—il is imperative that the federal government ke action to protect
Ienefits and eligibility levels "

1L THE AU Expaesen Masy O THE Provisioss O B 1233,

Begeed on its statemem of purpose, the Council s findings and recommendatoons focus on three
primary areas: eligibility for benefits, adequacy of henefles (in tems of amessnr and duraton),
and e forwrd-funding of the sysem s esure UD provides misrossanamic sializnios ™ The
Coneal's findings and recommesdations direstly or indirecily suppo all the leatunes of the
Hiwgrse ™8 U1 Mleadimization Acl Fsd, the Counetl rogommgndad all aates slopt an “allimalivg
e pericd,” that gonsiders their most ragestly compdeted calendar ol work wisn determining
manetary elighility, Second, the Council recommended that workers not be excheded Fom
receiving benefits solely becaose they seek part-time work. Third, the Coundal voiced =
conoern aver specific nommonetary eligibility requirements that preclude a worker from
receiving benefiis when Be or she voluniarily separates for compel ling personal or Eamily
reasors. Founh, the Council beligved FUTA revesues should i increzss, not darrugllmdurt
the martax should not be allowed to expire withou a concomitant mise in the fedeml axable
wage base  Finelly, the Council suppomed “extending™ henefits an additional 26 wesks tor
workers enrclied in craining or aducaton programs

A, The AU Recommeendded Thai &1 Sates Adept Am AMernative Base
Period,

AN 1t medquirg that & worker eanm a speciled amoant of wages andor work in & defingl “hass
period” inorder o qualify for benefis. Thi base peried is e relivant me percsd for whech an
individual's eaming= and employment are mevsured ta determine mometary eligibilty for LII
benefits, as well &= the kength of time qualified workers are eligible 1o receive LU benefits."” The
majority of states siill define their hase peried as the first four of the mast recenth-completed
finve calendar quarters. Under this base period definition, an unemployed worker applying for
benifies 1oday, Sepeember 19, 2007, would have ther eligibility eed Benefit amoum caleulmed
based an wages esmed berwesn April 1, 2006 and March 31, 2007, acing slmaost s full

mamhs of samings

Thee: AL weas wery' condeiissd 1hal somc workes did e gualiny fior L7 Doz K. boine s Ui
slafe’ s Gilonlation o banefil eligibitity ignorad betwein thres and six mosthe ol e warkams”
sl recent work experiens Fromm eligibality consideration." The Counel found thal
dismeganding recent mrmings was most Beely to bam kowv-wage workers with a substamtial labor
foroe stiachment, and workers in temparary or part-teme jobs (all of which are disproporticnatehy

" 1990 ACLIC Roport at 34-15,
e AL Ropon s 749,

195 AT Rigeont af 93007
" 16 ACLC Report ak 1417,
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likety s be wimen), ™ In 1994, anly seven states had some fom of & “movesbde” or
“mhtemative” hase period B fiven advesces rechrabagy, the ACLY helieved thar, ar taat time,
il was Feaible Tor o sanes 10 sdopd an “alemative Base perid under which a U1 claiman
coiild b eligilsle for Benefits om the hasis of the four most recenthy-completed quaners of work ™!
T Couneal adogtsd the Tllewing recamménd aion

AN wrafer ehonded wve @ saovesble fove period’ fe coses in wlkink e
wee wirrldd gualify wo Unessplopmvent Tasurawce clofessar fe mee
thee sterte s monerary alfigibiling reguirewwents. Filew & olmisssar
il te meeed the moneiary efigibitine reguirement for

Ll iopwems fnswrance. e stiote stowld inform e fmalivialeal
fr wrting of wihar saditienal earaimgs wonld be needed fe gualify
Jor beweglins, av well av the diate wiven die dnfivldual shauid
repyply fur Beregirs.

The good news is iha the numsker of siates with a2 moveable base period has almasi tripled since
the Council s 1995 Report. Currently, 18 states and the Distict of Columbia have adopted an
alternaiive hase pericd. ™ The had news is thai workers in mare than half the siaies siill bave
three wo six mamhs of their most recent eamings disreganded when monetary elighility is
calculaied. The U Modemizaton Ac's 33% incentive paymen for the sdopion of a
alvermative hase perind, and 28 insistence on the adomion of an demnative hese pericd before
qualifying For che remaining 67% mcealive pavienl, s entirely consistem with the imponance
the ACULC placed an this espect af the L1 program ™

ki, The ACUC Becomasended That Individoals Secking Fan-Time Work He
Elizible for UL

Fach stare sdopes nodmenelsry ligihiliny reguirements in sddivian o 1 soaiary rajiilresents
mecEssary b gpalify or UL bemefie. Thise nanmanetary eligibadiny réquiressentz welode
(b gaparalsio figpacimnisls Thal sngure U clismanis ang enbi ivoluntamdy e ploged aF

1504 AU Bepont at 16,

' 19a% AU Repont al e h.

1%E RO Repor ai 16,

154 AU Beport at 17 {Rocommendation #1171 The Comcill farthor opined thai the cost of sach a

change would mol be prohitiee grvoen than many of these clamanms vwould be eligithe cvemmally (e
anée an addilindml queniis of camings bésame svailallel, s dhal ez m LT henehil paysionls wen:
Ikl jo b offsgt by o seducthon m other spe-provided bmefns (o.g, TANF and Food Smmps).

2108, Depanment of Labor. 2007 Comparison of Sxie Unemploymiest Irsurmce Laws, Table 32 o p.
3.1, svailahbe ai

it fwew workforeescrnnty dolda poncusem ploynibrwenmpan W Heompasison THIT . Effective
January |, 2068, lilingis will have an ABP. Soo hitp: o, ows doleia gov/memplos content'sirpi( -
. Sinbcs wili ABP Liws that hive sansel peovisions of depend upon il fend levels would sol
qualify fr the ircenine pavmenis

= e ACUC Bepont ai 16-17. 9%
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valumarily befl their job for good Gause, and dii} continuing ehgibility requairements that emsure
LIl rescipiers e able and mailable for and sctively sseking work.

Becmase state U] statutes do not alveens spell oo their nonmanetary eligibility requirements, this
information is often difficuh o ascenmeine The Council relied upon an Intersime Conference of
Employment Security Agencies (“ICESA")” survey of LI direciors taken in the f2il of 1954
repirding the “expected agency result” in 4 sumber of diffierent souares ™ Accarding o the
WESA survey, in gemenal, individuals would be meligible for benefits s 3% states ifhey ane
secking only pan-nses waork This is a aetmeng degibiliny rﬂ.:'l'l:ﬂ'lﬂ—irlml wdivihaal laler
teeeamvi= avinlibEle: for full-timie work, slie fiay recirnd beselns. ™ The ICESA ssrey ales Found
thid ainly a handiul of statis would consider @ mdinvidhal spekimg part-time work degible for
berafigs iF he or she had (i) & grior part-tims work history {14 sates], o) a compalling pénsaonal
reasan for seeking anly pari-time wark (5 states), or (i} a compelling family reason for seeking
only pari-time wark (2 simes} ™ Thus, in many =iztes, nonmonetary eligibility requirements
mandate that an individual who meets the monetary eligibility requiremenis but is seeking pans
time wark, woull nonetkeless be disqualified from receiving benefiis. The Council
mcknowledged the changing nature of the workforce, the incressing panticipaton of women, and
the signiflcam increase in part-time work.  The Couscil recommendied:

Hrkers s mvef o stte s sonstary efigiility rogwinemasnts
sl par be preciaded frony receiving L neoapfoymem
Trsurawee Bewefity mrerely becanse ey are veshinmge pari-iime,
rther dham fli-iime evmerment ™

Unllike the LI Modermeation Act, the Coundl did non quakf its recommendstion with a stabe
optien o allow anly individuals who bave worked part-time in the majority of their base period
1o sk part-time wark ™ In the ICESA survey and the Counsel's 1993 Eeport, the Council
evidenced iis panticular imerest in & number of reasons why a warker with a prior Sall-time
position might seek parttime work (eg, oompelling persanal circumstances, famiky
corcamsinnces, medical condiibon).

Co The ACUC Fownd That Werkers Wha Vilmotarily Leave Their Jeh For
Compelling Fersonal or Family Beasons Shoahl Receive U1,

Wierkias oflin ane il abike o neseve U Benedits of ey “voluntarily Deave withosn good cause”
I general, 1he Conmeil found thar s1aees hive became mane resirictive o ther definiton ol

 This coiniEilion i aow enticded the Matomal Assecation of Sule Waorlfoeee Agendies NASWAL

= s AT Rigport at 1]

7 s AL Rpot at 1403,

e AL Boport st 140, 104 (Table 811, See afes 1955 ACUL Beport st |90 ipresenting resulis of
Matmyel Emplisvmient Lirn Prigeet s 19904 legal imadyaia)

1 ACLC Report at 1K (Recommamdation #2350, %1

MR T253 Secrion 30A) (Mexoept that the Saie law pravisne camving oet this @ibpargrph may

st bl g individual iF a majonly of the weeks of work s such indideal’s B perssd & sl inchals
pari-timg work )
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“pood cause” limiting # only o reasore atiribuiabde o employment, mot the warkes™s persanal
arismsances . Shres defing “pinn] Giosg” ina vty oF wins The ICESA survey corsadened
2 number of situations that would disquahfy mdivadeals froms recerang benefiis related 4o ther
sgparation Fom emplyment. In maost dates. She individusl noold b disgealified fom reariving
benefdits for the emtire duraticn of their unemsplosment spall % B, dates have
increzsingly dismsed L1 beme s, for e duration oF ungmployment, as apposed 10 8 sborter pinod
of time. ™ In 1995 the Commeil s findings expressed their congemmes aboul “a mambser of specific
rvnmmmsebary gligibility conditions,” and indicaed is inten o addriss the Bllowang nds 19985
Rt

The Coumat! iz particwlardy concermed ahour o member o specific
mvpanan iy el condifens  For evompie, i i el afiaps
ohear wietler an individund selo iy ot for shifd work
fperivaps dwe fo o fock o pudlic frowgpesntadion or chile cored vl
b fouwmad to be elipitie for Lnessplorment fesurance.
Commialeraiiow neady fo be géves o afeeions io witdcl
ivabivieirads quui? their jobe becwsse ol one of the follmomg
chrcmmuneey; o chaeps i Geir emplorment sifeaiion {o g,
changye din hevers of wark), seveal ar adfver Bscriaimateny
Prorrasrmeny, ahwwesdtc welewer, or caspeiing pevvowad reasomny,
imcimaling famaily rexponvibilinies. I oddiriew, the Coumcil i
conprerney whowd A variedwlily do tlee defimibom s novcanducd
arres wwkey, ol olored Tve frevisserd o fealioiakeads wive refvse
wapluprrend Sveiune iF B lmprary o conumniinnie wurk.

While the Council members remained very ineresied in thise romscsetany cligihiliny seoes,
thes ilcimarely did non rench sy spec fic recommendatsoss i thelr 1996 Repon, wah aher
1A LRk up ek oF e e

I, The ACUC Recommendel That FUTA Revemsnes Per Worker Increase, Mol
ke riase, (ver Tisse,

The Federal Unemgpbonereent Tox Aot (“FUTA") assesses & gross 1o of 6.2 percem an the firs
£9,000 of an emplovee’s wages; however, the federal govemmen affers & 4.4 percent credit en
the & 2 peroent s o emplogers with approved U plans and oo ocorganding federsd lans. As o
result, the poestial nes tas raee is 8 percent, which incledes a 02 percent “temporary” samax
represeating % percent of the effective 1 rate in most stabes. These FLITA tmoes are used 10
fimance {i} stare and federal adminisoraive costs, (i) the Exterded Unemployment Compensation
Account, which pays %0 percent of Extended Besefls payments, and (iii) the Federal
Usemploymese Acceant that provides loess wo irsobent stanes

s ACUC Report o 14

%A ACUC Beport ot 118, 10718 (Tahlk 8-2)

¥ s ACUC Repormat 110, 101 ¢Table 833

B 18 MO0 Bepor a 19

" e 19 ACUIC Repon s 84, 1090 ACTC Report o 6668
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Thez (1.2 percent suriex kas been in place for 3 vears: it wem into effect in 1977, and bas been
has been exiended im 1957, 19690, 1905, and 1997 The suriax is oemently set io expire on
December 31, 2007, Both Democratic and Bepublican majorities in Congress have extended the
s, Uhonigh aflen for wht the Council conclsied o ks he l-'-'l'ﬂl'ﬂm (L, o usa 1
s rinues 1o ofTel other spislang o Toderal baadpet defios) The Bush Adminsstratim
bas proposed extending the surtas, slthough my understandisg is that it doex not inend 5o
reinyest suniax revenues in the UL system but instead uses the maney to offset other federal
apeitding

Thee Congacil modind that pressures of inberstite competiban also play oo in the arerm of
admimistrative funding and fiound =i e ll?:l'ﬂ'lfl'! thit dhe federwd povermaenr exercise
Leavdership fo ametiorate dhece prevarres.” " The Couneil was concerned that adequute FUTA
payrall mx revenues are made available 1o state ggencies, and the appropristions. of this
admissirative funding st be lmbed by budgesry Beiors oaemal 10 e UL svaim ™

The Coamecil members were troubded by the ercsian of the mimimum taxable wage base, which
has bees sai ai 57,000 since 1953 The Council noted ikai the inflation-adjusted per worker
coat w emplovers of FUTA tnxes s atan all-time low in 1994,"" sad @ has anly gotten worse
since then. The valiie of the UL adsmnlarative dallads 1o thi sites and federal goverssnents has
eroddod orver the kast 24 vears, allorwing thim to provide bess and less ower time. The Couneil ™ s
resgarch bed it to believe tha, in 1595, the federal manimum taxable wage base was lang averdue
for am increase, and not just because the woge base had been stagnant for over & decade. The
Council's research found that staves with higher imable wage hases bad higher U1 irust fund
resirvis and were better prepaned po deal with e econamic dowsturs 1n addinom, kow
Tisdheral and stabe axabde wigge bases imposs a8 eafair amd regressive U paynal] s Tuarden hal

19ah ACLIC Feepeart al B0 The Council emphssacesd gl “the LUsdesipliovsien] Insurses syslom was
mizmided as a self~contmined system of social msurmmoe” 1903 ACUC Beport ot 1. As a reselt, the
Uil T chan Tuds shoukd be Fezbil et solely o the panment of Beacti Tor deaible
urngmployved worksrs mmd for the cosis of admimisiermg dhe Ul svsiom 1985 ACLC Beporiat 11 The
Uil Beleved that ngluding FUTA ocoums and the saies” U mast fund geoounts within the uniicd
Faleral budad svslom wderming) the ilegrily of the svstem Morcover, when LT irosd s bakinees ane
used 40 balasoe the: federal budpe, de system kses iis comimoyclical capaoty, makng i Sffloul for
wizikes b amlprrolicalhe spend the trusl fands dering reccssions. Althouph se Cinsdal ackapwlidpal
oconomi and polibical realiises wero a sgnificant bar, i moncthaless rocommaendod: “AN Unemgplavarent
Torsorpanue tewsi s shouiid be pesmoved from e ssiffe federa! budpes. ™ 1995 ACUC Repon o 12
{Eecommamdaison ¥71

T s ACUC Bepon ai 17,

1 ACUIC Repor an 17

¥ I 1950, FUTA toaes applied so 105 percent of pasrolls m 1540, that was changed do the Brsi $2,006 of
camings (which coneral 93 percial of all wages al the tmcl, in 1971 the Radieal Gaable wags b was
maereased 1o 54, 200 in L9TH, i was incroased vo S5O ard in 1083, i was incroased vo $T000, where i
has penmnined singe then, 1904 AU Rigsoat ot 107

1% ACLIC Repor ai T4-T5,
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nﬁ]:rl.rpurll'ruml.ll:.' affects how-weage workers, who are alss the least likely 1o be eligible for L
banefils

Civwen all these findings, the Council favorad an increase in the fisderal taxable wagi base o
force sabes 10 increass their v sty tamable wage bases. Acknomdedging the politscal
dafficulties of this Change akane, ™ the Council proposed 3 rerema e-meadnad adjusimen thai
wuuld increase the federal {and many states”) tasable wage hasss bt nol create additional
mirvime Bar the Bederal U trust Fands:

Ther Fealeral fovoble wwrge baer sivewedid be rovred fo 59,008, -H'Pr

wa arcampanping climimmtion of the bra-tenths perrentmge
FUTA werchange mwmwmmﬂumh
awaljaasteal wanmaelly by sive Emplaper Cost Feade ™

The Comiiedi] recammetadied 4 long-ovendiag 52000 acieess i 1he fideral tasiable wa i Base (1
50000, which would Boce many Aaies b incnzase (i asable wags bisse and allevaale some
ol T Bairdes o the: s e wgrkers. AL he pived e, the Conndil recammnendid a
conecitan elimingion af e two-tenihs percentige paiml FUT A surcharge, which woeuld have
sesahied = a amall nel 52 decnense i he anmoadl sasimom FUTA e e enghovee (o 556 1
5541 The Ceunal al sy recommendod an isaual indesstion of e Tederal pisaldes wage Base [0
oz i with wage wflation asd impeove the ailay of states 1o forward-Band the syelem,
aceummliting ressrves during limes al prasperily

Thug, gven thaugh the Cotmcl recvssmiendal e elommnatsm o 1he saas, o anly de = inihe
ol of b nevense- neitral meneise i the Tederal tiable wage Base 1 dio non helleve rhe
Comncil woukl have ever wlkowed the FUTA Suimas b expire silboal sspesling 4 concomilan
iacieiche i e Toderal rasalde wage base  Impamanily, e Couneil's approach (8 mone effechive
Rhan thit i the UT Mosdermazatimm Act—secause of als Belps alleviate the hunden o Kaer wikas
wworkers e improves the salveicy of misy stale programs

E, Thee ACUC Recomaseadid Extending Henelils For Losg-Ters Dnespliyid
Warkers In A Trainimg Frogrim.

The Council's genesis was based on the failare of the Extended Benefits program 1o irigger an in
the revession immedisey preceding the Council s esiablishmen. As a result, the Council saw
an immediate nead 1o reform tha program and focused much of fis firs repon: and

Hiws ACUC Repor at 11, T4, Beonomic ressanch indicanes that emplovers are ksl o pass on thise
Lo o ther workers, aflen i the Torm ol lower wiges. & o 74

* The Cinmieal nadid el Ay dmsad conplorers wirsld be unblely b6 agno: b iacasds in the Readeaal
mnable wage base wilost sesurances that ey increased FUTA revones collections would by wsad for the
L swsiom. 190 U Bepom m 810,

41998 ACLC Hepon ot 19, Mot thal this wes e of 2 sl paimber o recomenendinions B wis no
urermsmrsly sdopiod by all Council membirs
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recammendations an the Exiended Beaciics program. ™ In 1994, the Council fousd than the
lemgh af time individuals are unemploved had imcressed over time and thee laid-off workers
weere bess likely 10 rewrn o thedr previous jobs ™ In light of incressed glohslaation sd
cuiscurcing, thal feding is eves more valid toeday than it was then. The Council believed than,
given mcreised long-term unemplogmend, the Extended Benefins progrmm sealed i be
expanded 1o deal with the chasges in the duratcm of unemploymem.  To this end, the Council
recammenied

Tt svgiet anf thear Etemnabeeal Hiwafins pevgran shovdal o e vpawsbad
fer it Bt capocdly of fe {ssmgrlegimeat Tnsiraies spsten
e preonial ausianma frv deg-term ma eyl wnkers as il
i sivert-termt macwgphoped workers Those Sndivldealy who are
V-t ssaiverid sleastld e eligible for extivalad
Tlneniplopweent Mmoo densfis, provded they ane
participarig in ot search aeivilies ar i cadoation and fraising
e, whirre ovaiballe amad salrabde, dhar eofarer thede e
cayplopweent prompeete. Tor moimtadin the febegrdre of the
Ilneniplopwent Dasuimimes D oo SUjijionT Srpali, 8 sepmral
Fuupalinng sussires sl e s e fimassse jusb seurck and
r.ﬁu-urh-.:_undwﬁu.l’q aenivdiees for fovwg-rer umempioend

LT T

L THE ACUT Espopser TwoOTHERL RECOMMERMDATIONS THAT CouLD BE INCLLUBER
AR RECTION B NI TTVES.

A The ACUC Becommended Hours=Based Eligibilny Beguirements To Help
More Lavw-Wame Workers Qualify For Benefies.

The Counil fased that a fundamenial purpose of the UL svstem i= f0 provide temporary, partial
wage Tspll.l:llml:l'l 1 invalumanily unemphayved individuals with a priar attachment 1o the labar
foroe ¥ The vasi magpanity of states kase their monetary eligibiliy regarements an wages samed
instead of howrs worked. The Council was concemed thet kow-wage workers mast work many
mare hours ihan ther higher-pasd coumferpari= in order fo qualify for benefits. Thes daspariiy
requires love-wape workers o have a mome subsiant@al labar force attachment than higher-wage
waorkers. In other womnlds, individuals are ofien rendened ineligibde for benefiis based on their
wage raie. not the mamber af hours worked or weeks worked {ie., labor foree astechment). The
Counel feli i was unfmr and conirary 1o the purpose of the Ul system Sor lower paid workers o
be required to work mane hoars o gualify for benefils than higher wage workers. As a resuli, the
Counel recomrenended thai all sinfes change their eligibdfiy requiremens. io be based on the
number of hours worked, pot wges amed:

1 ACLDC Reportat 4, In 1994, the Coumosl “stronghy wipeld] tinedy Congressional considenon of
18 revenmendilions, becauss il bolunes e e coenly neads 4 schoomy Exgendad Binefie: program ™
15504 AU Repor o 4-5

1 AT Beporia T

= 1d ALY Repont o 8 (Revommendation £1)

s AL Repon an &
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Eqcty sate showldf sed ity frwee so thad ey bve perios] earmings
reguiremrenis alo et ooceed SO tlimes e sfare s aimae

hourly wirge. and se dhar fes higl guorter cornlags regrircmcurs
et eveved orme-parrar of r aoui,

IE. The ACUC Recommeended A Filty Percend Beplacensent Rate Cenal,

Moo af the reform aptions in Section 3 of the kall address probless with the inadispacy of
benefii paymens for those workers wha qualify for benefits. The Council believed that one
important purpose of Ul was to “help e sseed the mecessary agpenses of these workers o ey
searcl for eosplopmer tha talbes advamage of telr shills and experlewee =™ The Council's
definition of “benefit adsgpaacy™ included (i) the propomsn of prior hase pericd weskly wages
thaat LT wawrkhy beenalits replacd (replacemin rate™), and {ih the pontion of U recipigms 1o
which the adegecy stamdand shoukl appiv “

Throughow the history of the Unemsployment Irssmance program, Presidents and program
scholurs bave endorsad o gosl of replacing 50 pereent of the lost camings.”' As a result, in maosi
seates, wiekly henelil amoums ane se B one-hald of previous wages, up 1o a given bevel T The
Commii] ales endorsad such a geal, bul was concermal abwol B parin o regipaents whio
actually Fad 50 percent of thair eirmergs meplaced wath UL In stadis with relatively kow
maximum benefit amounts (when compared o their saie avempe weekly weges), a larger
number of workers qualify for the maxiswsm bemefnt amoumnt, and therefore many waorkers bave a
lewver percentige of their weges replaced ™ The Council believed the U system should replace
A0 percent of ksl earnings for 30 percent of all LI recgoeents * Coeckuiesd wih fis adoped
purps ol Uhe LT scstimn B “hilp b et Ahe ipdssary ipenisgs. of thsar warlkers as they search
far mﬂurmmL" Ehe Comncil recommended

= 1905 RO Rogroet al | E (Recommendation VIRE AL the gime, the ACUC conmalid thal sech & chang:
would meorease the numbser of individuals dible for benefies by approsimasely 5.3 %6 and iho amowmst of
Benefics by 3.6% 19S5 ACLIC Regom an 17-18, 92 Xee ol 1996 AT Ropont @ % [Rooomestcsdanion
A2 T pwrewerve mathenal intpressy o e U spsetem, phe fedbora! povernmens ol fake aw acive mly,
. - ssnuring that all werkers witk a géven Tovel of amuclessr fo the work force ave aligibie for &

o vt af Bengfits.”)
1408 ROV Beport ak 8 { " Stoement of Purpos:s”),

15 AU Repon a1 36,

' 1e0E ACUC Boport ak 201 Ses alry 1996 ACUC Repornt a 53

“1gus ACUC Repon ar 137,

* The Conmzil acknoabsducd i mportant inkersetion e a slale"s mamimem wickly hencfil
amopi and the proportion of UL recipionts whose benefiis roplace 30 percent of their losi wages. 1993
AT Repar w20,

U jeas KOV Beport ak 21

H14uA ACUC Repon acd.
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Fror edigifle wearhers, eocly made shoul reploce af fead S5 percesd
ol fosf exrnimps over o siv-month periesd, wifit o maviaun seekie
Maﬂﬁrﬂrﬂrﬂdmmﬂﬂrmimvﬂﬂr
W

My urderstanding i= that the pending Sesate Bll, 5 1871 (Saction WDk inchedes a similar
featumy as one of the ingemives that willl qualify a state for recziving admimistrative incentine
paymenis.” 1 believe ihe Council would have endorsed sach & provisios

Wir. Chairmes, thank you again for your imterest and commitment to smproving, U nessployment
Insurasce.

RN T Feport al D [ Revememenidalion 8123 See oo kd (notng one Council member obpicial
o ihis recommendation)

7 Geetion 3100l Senaie Bill 1871 incledes one refonm lighle for mooniive pavments for staes w here
“The nEistiusi anvund of compéemsain - (1) gnabile o S indnidsal duning & benehil vear o ajel sl
kst B fimees the individual™s woglkhe benefit pmour; or diik the indivedual receives dunng a benefit vear
enoeods half of the individual s vial woges durisg the base penod.” provided the saie does nod reduce iis
sigaimmm weekly Benefi ansnml gfier the snactment of this aibseclio
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Attachment |

Advisory Council om Unemployneent Cempensation
[affilimtion during reember's tesure on the Council is also denoted)

Jnnet L. Norwood, { e
Seniar Fellow, The Urban Insiiiee

Chwen Hicher
President Emeribas, Intemnational Union, UAW

Thomas B, Duashme
Prisavdent Emeritos, AFL-CID

A £, Duimcan
Charr. Explayinent Secanty Comnnesean of MNodh Caelea

Wilkiam [x. Grossenbacher
Administrator, Texas Emphoyment oommissaon

Leon Lynch
Imgernational Vice-President, Uniled Steelworkers of America

Hasbert , Blilchell
Ritired Manager, Payroll Taxés, Sears, Roebuck & Co

Laary W. Hodrigies
Priakent, Havwail Suace: AFL-CI0

Johm J. Steplens
Retired President and CEC:, Roseburg Farest Products

Tommy {z Thompsom
Crovernar, State of Wisconsin

Lwey A, Willignas
Acspimle Prodissor of L, Nombseasim Univisaly

*Five membiers were appointed by e Prestdem, three from the U S, Sense. and three from the
115, House af Reprosetalives.
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Chairman MCDERMOTT. Ms. Hammond, who is the deputy sec-
retary of commerce and trade in the Commonwealth of Virginia.

STATEMENT OF LYNETTE HAMMOND, DEPUTY SECRETARY OF
COMMERCE AND TRADE, COMMONWEALTH OF VIRGINIA

Ms. HAMMOND. Mr. Chairman, Ranking Member, and Mem-
bers of the Ways and Means Subcommittee on Income Security and
Family Support.

I am pleased to be here today to testify in support of H.R. 2233,
the Unemployment Insurance Modernization Act. Governor Kaine
supports this measure and the incentives it provides for States to
address the compelling needs of our citizens who become unem-
ployed through no fault of their own.

The Governor also requests that the Subcommittee consider re-
storing adequate funding to administer the unemployment com-
pensation and job services program.

Much has changed since 1935 when the unemployment insurance
safety net was first established. Information technology means that
States no longer have to wait months to make sure they have an
employee’s wage records. Families are more likely to depend on the
wages of more than one worker. Workers are more likely to not
only change jobs but change locations during their careers.

In Virginia we have seen that changes in the global economy
have eliminated whole classes of jobs, leaving workers stranded
with outdated skills and crippled one-industry towns.

Virginia has been comparatively fortunate in recent years. Our
economy is robust, our unemployment rate is one of the lowest in
the Nation, and our State has been recognized for 2 years in a row
as the most business-friendly in the Nation by Forbes.com.

Still, our statewide statistics mask large pockets of high unem-
ployment. Local unemployment rates in Virginia range from 1.8
percent in Arlington to 8.7 percent in Martinsville. Southside and
southwest Virginia are still reeling from the loss of furniture and
textile industry jobs that were the mainstays of their economy.

In other areas of the State, growth and change present their own
challenges. In Northern Virginia, for example, a tight labor market
makes it more difficult for employers to find workers. In these
areas, as demand on the unemployment insurance system de-
creases, the demands on the job service system increase to help
place workers in jobs.

Also in Virginia, at Fort Belvoir and Fort Lee, we are preparing
for a large influx of military personnel, including military spouses
who need jobs, have increased family responsibilities, and who
must move frequently as their spouse is assigned to different duty
stations.

Despite these challenges, during this decade we have seen the
Federal commitment to the Federal-State partnership erode be-
tween the year 2000 when the unemployment was 2.3 percent in
Virginia, and 2006 with 3 percent unemployment. Federal funding
for Virginia’s unemployment insurance system fell from 35.5 mil-
lion to 34.4 million in unadjusted dollars.

Congressman McDermott’s bill would temporarily help to remedy
Virginia’s difficult financial situation caused by persistent Federal
underfunding of the State system. Moreover, the legislation would
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provide significant incentives for States to change their benefit eli-
gibility requirement to recognize the changes in our economy.

example, Virginia has implemented the alternative base period,
and did so in 2003, recognizing that information technology allows
claimants to use their most recent wages when determining eligi-
bility. Since the enactment of the alternative base period, Virginia
has paid $13.3 million in unemployment benefits to low-wage
claimants who would not have qualified otherwise. This $3.3 mil-
lion average yearly cost also undergirds what the State’s basic
principle is, that unemployment compensation should strengthen
attachment to the workforce.

In order for claimants to qualify, they have to already dem-
onstrate attachment to the workforce. For weekly benefits, they
have to show they have been searching for work and are following
through on any job leads provided by the job service. We feel these
requirements help services and services help claimants find new
jobs sooner and help keep them in the workforce. This is especially
important for new entrants and lower-wage workers, and those are
the ones that are most likely to be disqualified by the standard
base period.

We found during consideration of the Virginia legislation that
those disqualified by the standard base period also tend to be
young, low-income females with dependents, and these are the very
people the State is working to help move toward independence in
our TANF and food stamp programs.

In conclusion, Governor Kaine supports H.R. 2233 to encourage
States to modernize their Ul programs. While it is premature to
speculate what the general assembly might do, we have found that
(or projected that) providing unemployment compensation to all
trailing spouses, for example, would cost about $3 million per year
and providing benefits to part-time workers seeking part-time jobs
would cost about $8.1 million a year. This totals $11.1 million a
year, and with those changes, Virginia would qualify for $128.2
million Reed Act distribution and $64.1 million that the State
would qualify for having enacted the base period.

However, we also recognize the State is in the process now, be-
cause of persistent underfunding, of contracting the services that
we can provide to the unemployed, not expanding them. So, pro-
viding adequate administrative funding would also be an incentive
to States to upgrade the systems.

Thank you.

[The prepared statement of Ms. Hammond follows:]

Statement of Lynette Hammond, Deputy Secretary of Commerce and Trade,
Commonwealth of Virginia

Mr. Chairman, Ranking Member, Members of the Ways and Means Subcommittee
on Income Security and Family Support:

My name is Lynette Hammond and I am Deputy Secretary of Commerce and
Trade for the Commonwealth of Virginia. I am pleased to be here today to testify
in support of HR 2233, the Unemployment Insurance Modernization Act. Governor
Kaine supports this measure and the incentives it provides for states to address the
compelling needs of our citizens who become unemployed through no fault of their
own. The Governor also requests that the Subcommittee consider restoring adequate
funding to administer the unemployment compensation and job services programs.

As you know, the unemployment insurance program was created as part of the
Social Security Act of 1935. At that time, Congress had the foresight to fashion a
unique federal-state partnership that has been a major strength of the program for
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more than 70 years. The unemployment compensation system has also endured be-
cause the Congress established the program as a social insurance program rather
than a means-tested program, recognizing that everyone who is attached to the
workforce may need a safety net should they find themselves unemployed through
no fault of their own.

Under this federal-state partnership, the federal government establishes broad
standards that all states must meet, provides program oversight, collects an excise
tax from employers to fund state program administration and various U.S. Depart-
ment of Labor activities, and provides grants to the states to administer the pro-
gram. States establish their own eligibility and qualification requirements in con-
formity with applicable federal standards, assess a payroll tax on employers to fund
benefits to workers who become unemployed through no fault of their own.

The unemployment insurance program has served our country well for more than
seven decades. Its success is due in no small measure to the federal-state partner-
ship that was established by the Social Security Act—a partnership that avoided
both the inflexibility of a “one size fits all” national federal program and the eco-
nomic chaos that could have ensued if the states had enacted a multitude of laws
without any common policy underpinnings or legislative framework.

However, as the years have gone by our economy and workforce have changed sig-
nificantly. While these changes do not warrant discarding a program that has
worked so well for many years, they do necessitate a re-examination of the goals,
objectives, and program funding to ensure that the evolving needs of our dynamic
economy and workforce will be met in the 21st century.

Much has changed since 1935 when the Unemployment Insurance safety net was
first established. The vast capabilities of information technology mean that states
no longer have to wait months to be sure they have an employee’s wage records.
Families are more likely to depend on the wages of more than one worker, placing
more stress on workers as they try to balance work and family needs. Workers are
more likely not only to change jobs, but to change locations during their careers.
Changes in the global economy have eliminated whole classes of jobs, leaving work-
ers stranded with outdated skills in crippled one-industry towns.

But the basic principles underlying the unemployment insurance safety net
haven’t changed—that workers deserve a buffer against economic dislocation. The
need for a counter-cyclical stimulus when a community loses a major employer is
still valid, and Virginia continues to see that need in rural areas as manufacturing
jobs leave the country. I sincerely hope the notion is not outdated that if you work
hard, pay taxes, and support your family, you won’t be cast adrift if you lose your
job through no fault of your own.

Virginia has been comparatively fortunate in recent years. Our economy is robust,
our unemployment rate is one of the nation’s lowest, and our state has been recog-
nized for two years in a row as the most business friendly in the nation by
Forbes.com. Still, the statewide statistics mask large pockets of high unemployment.
Local unemployment rates in Virginia ranged from 1.8 percent in Arlington to 8.7
percent Martinsville. In Southwest and Southside Virginia, the unemployment rate
is often double the statewide rate. These regions are still reeling from the loss of
furniture and textile industry jobs that were mainstays of the economy.

In other areas of the state, growth and change present their own challenges. In
Northern Virginia, the tight labor market makes it difficult for employers to find
workers. In these areas, as the demand on the unemployment insurance system de-
creases, the demand for job matching and employer assistance increases. At Fort
Belvoir and Fort Lee, we are preparing for a large influx of military personnel, in-
cluding military spouses who need jobs, have increased family responsibilities, and
who also must move frequently as their spouse is assigned to different duty stations.
As service members muster out of the military at Virginia bases, we must provide
services and benefits to help them transition back to civilian life.

Despite these challenges, during this decade we’ve seen the federal commitment
to its federal-state partnership continuously erode. Between 2000, when the unem-
ployment rate was 2.3 percent and 2006 with 3 percent unemployment, federal
funding for Virginia’s unemployment insurance system fell from $35.5 million to
$34.4 million in unadjusted dollars.

Congressman McDermott’s bill would temporarily help to remedy Virginia’s dif-
ficult financial situation caused by persistent federal under-funding of state unem-
ployment compensation administration. Moreover, the legislation would provide sig-
nificant incentives for states to change their benefit eligibility requirements to rec-
ognize the changes in our economy that have occurred over the past seven decades.

For example, Virginia implemented the alternative base period in 2003, recog-
nizing that information technology allows the agency to use a claimant’s most recent
wages when determining eligibility. In 1935, wage reporting involved manual
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record-keeping and mailing time. At that time, it was practical to use the first four
of the last five completed calendar quarters because more recent wage data was not
available. Now with automated systems, using the most recent wages is not difficult.
Nearly all employers report wages electronically and they are entered onto the
state’s wage records electronically.

Since the enactment of the alternative base period, Virginia has paid $13.3 mil-
lion in unemployment insurance benefits to low-wage claimants who would not have
qualified otherwise. The $3.3 million, or 45 cents per employee average yearly cost
of the alternative base period also under girds the state’s basic principle that unem-
ployment compensation should strengthen attachment to the workforce.

In order to qualify for compensation, claimants must demonstrate sufficient wages
to show attachment to the workforce. To be eligible for weekly benefits in Virginia,
a claimant must show that they have been searching for work. They must also reg-
ister with the Job Service and follow up on any job leads. These requirements and
services help claimants find new jobs sooner and keep them in the workforce. It
sends the message that their work matters.

This is especially important for new entrants in the workforce and lower wage
workers—those most likely to be disqualified by the standard base period. We found
during consideration of the bill, that those disqualified by the standard base period
also tended to be young females with dependents. These were the very people that
the state was working to help move towards independence in our TANF and food
stamp programs. Clearly, we did not want to send the message to these claimants
that low pay means their work doesn’t count.

The measure passed 35 to 5 in the Senate and unanimously in the House. The
average annual cost has been slightly less than projected. Based on our experience,
if Congressman McDermott’s bill gives incentives to other states to adopt the alter-
native base period, they are likely to find the money well spent.

HR 2233 will also provide incentives to states to allow unemployment compensa-
tion for good cause shown. Virginia already provides eligibility for many of these
cases through its administrative adjudication process. Examples of “good cause
shown” in case decisions include leaving a job to escape family violence, and leaving
a job to care for dependents. However, Virginia’s statute specifically excludes from
good cause leaving a job to accompany a spouse who finds work in a new location—
trailing spouses.

In 2004, the Virginia General Assembly considered legislation to allow benefits for
military spouses in cases where the service man or woman is transferred to a new
duty station. Arguments against the bill at the time were that unemployment com-
pensation eligibility would be a disincentive to hiring military spouses, and that it
would subject employers to separations that are beyond their control. In response,
the bill was amended to provide that benefit costs be assigned to the state’s pool
instead of the most recent employer. Members also expressed concern that Virginia
would be paying benefits to military spouses from states that did not similarly treat
their own military spouses moving to new duty stations. In response, the author-
izing committee amended to bill to provide benefits only when the spouse moved to
a state that provided similar benefits.

The Warner administration recognized that Virginia’s military spouses have been
making tremendous sacrifices. Their wages are essential to keeping the family
afloat, especially when the servicemember is assigned to duty overseas. Moreover,
members of the military have the only job in the state where a worker can be pros-
ecuted if he or she refuses to transfer. Clearly, the spouses of Virginia’s military
men and women do not consider it optional to move to a new duty station when
the orders come.

The legislation to provide benefits to military trailing spouses did not pass the
General Assembly. After a hard-fought and narrow approval by the House of Dele-
gates, the sponsor pulled the bill in response to questions about the cost projections.
Had the McDermott bills incentives been available, the outcome might well have
been different. As it is, we risk telling military spouses—mostly low-income
women—that accompanying your spouse to a new duty station is not good cause for
leaving a job.

In conclusion, Governor Kaine supports HR 2233 to encourage states to modernize
their Unemployment Insurance programs. While it is premature to speculate what
the Virginia General Assembly might enact if the bill were to become law, prelimi-
nary projections indicate the following:

Extending unemployment compensation to all trailing spouses is projected to cost
approximately $3 million per year. The National Employment Law Project estimates
that paying benefits to separated part-time workers seeking part time employment
would cost $8.1 million per year. By making these changes, totaling $11.1 million,
Virginia would qualify for a $128.2 million Reed Act distribution in addition to the
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$64.1 million the Commonwealth would receive for having enacted the alternative
base period. These enhanced benefits would go primarily to low income workers—
workers who've lost their job through no fault of their own.

However, the General Assembly also knows that under the current federal fund-
ing, the unemployment compensation and job service systems are being forced to
contract, not expand the assistance we can provide to the unemployed. Remedying
the persistent under funding of the state’s Unemployment Insurance and Job Serv-
ices program will also go far as incentives for states to modernize their systems and
benefits.

Thank you for your time.

Chairman MCDERMOTT. We will now turn to Vickie Lovell,
who is the director of employment and Work/Life programs, Insti-
tute for Women’s Policy Research. I want to enter into the record
a letter from 60 organizations that—organizations that are in sup-
port of this piece of legislation because of what it does for women.

[The information follows:]
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Sepgember 12, 2007

Dear Member of Congress,

As organizations that proioess fair ireatment and ceonemic oppomunity for women, we
& wiriling b express our suppor fior The Usemployment Insuranes Modemization A,
LR, 2233 and 5. IB71.

When workers are lakd off or must leave their jobs through e el of their oan,
uemnployment insurance (U1 offers vital temporary income suppor, Unforumatchy,
marry woemnen i the workfonoe ane currently ineligible for umemplovment insurance,
hecause of inequitees m the program's desizn.

The Linempleament Insurnnce Modermization Act offers financial incentives for staies io
brimg their unemploymen insurancs progeams mte alignment with sar 2158 century
comoimy, The bills enoourage reforms of eligibality eriveria and Benefic structure o better
servie Lodlay s warkfonoe. Mamy of these reforms are of special importancs o warking
women. They include:

= Providing benefits to workers who are only avallable for pact-time waork:
Womsen comprize TG of the pas-tims workPorce, but are incligible for
umimploymment benefits i mos saies unless they are abde w ook for full-tme
wark, HE. 2233 and 5. 1571 would encowmgze states o extend L eligibaliy o
warkers looking for part-time jobs.

= Emailing warkers wha must kesve jobs for comipelling family reasons to
qualify for U1 benefkts: Some states deny bersefits to workers who hove io leave
their job for compelling Family reasons, such as flecing domssstic viekenee,
meeding v care for a slek or disabled relative, o moveng witls & spouse who has
found a new job in another ansa, even when the worker 15 again sseking
emplryment. These disqualifications disproportionately impact women.

= Comsidering a worker®s most recent wark history when determining
cligibillty: To be eligible to receive U benefits, o claimant must have a specified
amont of earmings during a specific ser of months prier e her job wermination
Drepiending on bsosw thee state defines this period and whin a workier fbes ber
clamm, between three 1o ax months of bir mos necent camings may be discanded
in determining her eligihility and benefit kevel. This particularly disadvantages
women, including kw=wage workers whi hove recenthy lefl welfare ond joined
the waorkfores, H.R. 2233 and 5, 1871 would encourage stntes to use more recen
earnings vo cabeulate benefit eligibiling
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« Helping families with children: The Semaie kall, 5. 1BE7 . encourages siates o
kot woekly benelits [or unemployod workers who are caring for chilkdnen or
obbwr dependenis.

W urpe Congress bo pass this impodant legislation o moedernime the Unemploymani
Insurance system. 1F voas have smy questions, please foel e e contact kan Entmacher
al the National Wamen™s Law Center, 1002-588-5 | B0, or iy of our organizalsons.

Sincerely,

ol Matioml Assocation of Workmg Waomen, Dienver, CO
AARP. Washingion, DO

Amenean Assocmbon of Univenasty Women, Washingion, 030
Bilack Womem's Healh Imperative, Washmgton, DU

Bosingss dmed Professor ] Women LIS A, Wskmgion, T
Calalivmia Woeren s Law Cenlir, Los Angeles, CA

Czniter For L aned Social Polsey (CLASPYL Washinglon, T
Center for Women in Pobitics and Public Policy, Brooklne, M
e odi Wosssin aind Puldlse Polssy, Minnsapalis, MN
b om Wamnen's [esues, Rockvilke, MDD

Cpaliion o Hiimss Mezds, Washingion, 1

13 Employmens Justice Center, Wishingzon, 1

Faimaly Volces, Mewsrk, W

Federmion of Protesises Wellhne Agencies (FPWAL Mew York, MY
Uisorgin Emgpboves Fedortion, Atlanin, (A

iirls ke, of Ceniral Chhie, Caahemna, OH

Girandview Investigations, West Homestead, PA

Gireoter Boston Legal Services, Bostom, MA

Harlem Tenants Council, Mew Yok, MY

Hewaii Women Work!, Homodalu, HI

Institate for Teaching and Research on Women, Towson, MIx
Kellogg Community College, Batthe Creek, M

Lazgal Aid Saciety-Employment Law Center, San Franosco, CA
Maine Center for Evonomic Polscy, Auegusta, ME

Mlaing Waomen™s Joumal, Yarmeatk, ME

Blaine Women s Lobby, Hallowell, ME

MOTHERS {Mudhars Cughl To Have Equeal Righesh, Jencho, HY
Mational Associabom of Maothers™ Conlirs, Jencho, MY
Mational Cenmiil For Bescarch an Women, Mew Yook, WY
Mational Cogncil of Fewish Winmen, Mew York, NY

Mational Cormcil of Waomens Degasizations, Wiashingion, T
Mational Clrganizaton For Wiosnen, 'Washinglon, TR

Mational Parmesship for Wosssen & Families, WeSnagion, TH
Mational Research Center Tor Wininien & Fasnilies, Washiagion, I
Mational Warnen™s Law Cenler, Washinglon, [

Morthwest Wossen's Lo Cenler, Seattle, WA
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YL - The Voice of Midlife and Older Women, Adington, YA
FathWaysPA, Halmes, PA

Progressive Leadership Alliance of Mevada {PLAN). Reno, NY

Public Justice Center, Baltimore, MD

Rel Besearch Founcation, Evansgton, 1L

Sojourner Truth Center for Interactive Justice, St Petersburg, FL

South Dakota Advocacy Metwark for Women, Sious Falls, S0
Statewide Parem Advocacy Metwork, Inc., Mewark, M)

Stotter Consulting, Bloomshurg, PA

Take Care Met, University Park, PA

United Church of Christ Justice and Wimess Minsstries, Cleveland, OH
YWIEA of Western Massochusetts, Springfield, M

Wider Opporaiities for Women, Washingron, DO

Wisconsin Council on Children and Familizs, Madison, Wisconsin
Wamen's Commussion, Cambridze, MA

Women's Commities of 100, Washingron, DC

Wamen's International League for Peace and Fresdom, LS Section, Philadelphin, PA
Women Employed, Chicago, 1L

Women Empowered Against Violence, Inc. (WEAVE), Washingiaon, [DC
The Women s Foundation of Califomia, San Francises, CA

Women's Law Center of Maryland, [nc., Towson, MID

Wamen’s Law Project, Philadelphia, PA

Wiomen's Research & Education Institute (WEEL, Arlingron, %A
Woamen Work Mew York State, Hempstead, MY

Warmnen Work! The MNatianal Metwork Tor Women's Employment, Washangton, [
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STATEMENT OF VICKY LOVELL, Ph.D., DIRECTOR OF EMPLOY-
MENT AND WORK/LIFE PROGRAMS, INSTITUTE FOR WOM-
EN’S POLICY RESEARCH

Dr. LOVELL. Thank you, Chairman McDermott, Ranking Mem-
ber Weller, and Members of the Subcommittee. Thank you for pro-
viding me with the opportunity to present research from IWPR and
others on the need to modernize the UI system to better meet its
original objective for working women.

H.R. 2233 addresses two key facts about women. First, women
are disproportionately represented in our low-wage workforce; and
second, women continue to be our primary family care givers.
These two facts put women in a different position than men on av-
erage in terms of both employment and unemployment.

Most of our low-wage workers are women, and nearly one-third
of working women earn a poverty-level wage or less. Women are
more likely than men to be low earners because pay in some jobs
that are considered to be women’s work is depressed by the fact
that women are doing the work. Take child care, for instance.

In other instances where men and women do the same job,
women continue to be paid less than men. For example, in dish-
washing, women receive 87 cents for every dollar earned by men.

We have just heard that although low-wage workers are more
likely than higher wage workers to suffer unemployment, they are
significantly less likely to receive unemployment insurance bene-
fits. Thus, unemployed women are at greater risk of not receiving
support from Ul when they are unemployed than is the case for
men. Women’s Ul recipiency rate is more than 10 percent lower
than men’s, and in some States, the gender gap in UI recipiency
rates is much higher, up to 44 percent.

Adoption of an alternative base period would help address this,
because ABP helps low-wage workers qualify for benefits in a time-
ly fashion. We have heard about adoption of the ABP in Virginia,
and my written testimony discusses this issue in some detail so I
would like to make one point about the ABP now.

Arguments against the alternative base rate often assume that
workers are in complete control of their job tenure. That is, that
the worker who meets an employer’s job performance expectations
can hold a job indefinitely. From this perspective, workers with rel-
atively short job tenure are seen as having weak job attachment.
The realities of today’s labor market, however, include higher job
instability even when the economy is strong. In some industries,
high turnover is a fairly commonplace occurrence, in part because
of the way jobs are structured and scheduled.

In this context, frequent movement into and out of jobs does not
necessarily reflect workers’ desires but may instead be an artifact
of the types of jobs made available by employers. With fewer oppor-
tunities for long-term employment, a gap in a worker’s earnings
record should not be interpreted as a lack of labor force attach-
ment, and UI benefits should not be denied or postponed on that
account.

Two other reforms address women’s work caring for families.

The first is coverage of part-time workers. In many States Ul
claimants looking for part-time work are not eligible for Ul even
if they have historically worked part-time and would qualify for Ul
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based on that work history, or if they have family obligations that
preclude full-time work.

Here again, our 21st century economy is creating jobs that are
often excluded from UI coverage regardless of workers’ intent. More
than one in every six workers is on a part-time schedule, and con-
trary to common misperception, these are not only young workers
who are still in school; 12 percent of part-time workers are on part-
time schedules involuntarily. They would rather work full-time but
can’t find a full-time job.

Thirty-five percent of part-time workers are women in their
prime working ages of 25 to 54 years, and a quarter of them cite
child care problems and other family or other personal responsibil-
ities as the reason for working a reduced schedule.

When workers looking for a part-time job are denied UI benefits,
women are the primary losers because 67 percent, or two-thirds, of
all part-timers are women.

H.R. 2233 would also encourage States to provide Ul benefits to
workers whose jobs end because of compelling family situations or
domestic violence.

These changes would provide benefits to workers caring for a se-
riously ill or disabled family member or moving with a relocating
spouse. Again, these are modest Ul reforms that would dispropor-
tionately benefit women, and this is why the Committee has re-
ceived a letter of support from women’s organizations for this bill.

While job loss in these situations is described as a voluntary
quit, in a very real sense it is not voluntary. It is a worker’s only
option, given the obligations at home or in the face of sexual vio-
lence. I encourage the Subcommittee to incorporate sexual assaults
and stalking into this language to ensure that all victims of domes-
tic violence, as defined by the Violence Against Women Act, are
supported by UL

In addition, the requirement for reasonable and confidential doc-
umentation of domestic violence should be carefully defined to
avoid imposing onerous burdens on women whose safety is in jeop-
ardy due to domestic violence.

I would also like to see job termination that is caused by a lack
of child care included in the list of compelling family reasons. This
would address situations in which child care arrangements sud-
denly fall apart or workers cannot accept a shift change because
child care is not available.

Our UI system has been amended many times at both the Fed-
eral and State levels in order to expand coverage, reflect changing
norms, respond to fiscal realities and stay aligned with the chang-
ing economy.

One of my favorite examples of this was in the forties when
many States made women ineligible for unemployment insurance
if they were fired from their jobs because they became pregnant or
got married.

The UI system is one that should be updated periodically to con-
tinue to be effective as the workforce and economy evolve. H.R.
2233 will help return the Ul system to its former coverage levels,
improve income stability for many families, and move this impor-
tant program in the direction of greater equity and improved ade-
quacy.
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Even if the Subcommittee chooses to explore wage insurance poli-
cies, there will continue to be a role for our existing UI approach
to provide a known, effective safety net for all workers.

Chairman MCDERMOTT. Thank you very much for your testi-
mony.

[The prepared statement of Dr.Lovell follows:]
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wgrificanily less lkely b orecvive LI brefis, The Grvermmeni Accoemshily Ofoe recemily caloubeed 1
recipency raies of | T.K perceai for low-wogs workers, compared with mong them dimsble fagi—4H1L1 pespeni—
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At wiabd requie tha sixkes inplormeni such o precess as the firsi step incamng 3 distibsiien of U9 fards
This = @ compdotely lepaitle and ar change Tal wowl i | Roresss semen s S0 o
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thai would boree Boen eligible before 2004 were fom women. Losing s job e o becoming il or disshled,

or bewing in cang for an i or disahled famiby moreher, also became a bigper obstacl o LIl meoipi e woman
erder th paw mdios; 37 parceni ol ¢ baims G dhis tvpe of joboguin that sl have beon approsed inder b
prorvbein mubes war Hled by women, When Washingron changed s UL sysiem, womes weee the main losrs,
b o theesr risspuana i i Tor Bam iy cang.

Tor cmsure That $ve concemns of victims of ofl foems of domestie vicdenoe as definesd by the Wiokmoe 4 g
Wiiren AL, are addressed by UL, 1 encourige the Susoomm inee 1o specilically incompenate sexpsl asaull gl
wilk g, ore definead For that begickation (@1 43 LHC = 13925), ime HLR. 2233 In addithedn, the seduiresicnl lie
“reasorubbe vl condidealial o calitken” should be carefully defmed 1o avokl wpring oscns bundess on
wworran whees salely is in jeopanty doe o dencstin vokes,

Azniher b for womien (kal i red sabdressad by HE. 2133 & job ormenstoes cused by back of chilu-care.
Thas nl-lm:l'lrnr-hrnl-n'hn'hlru.qnd for child-care dusiag wirk bours, hui the child-care
wremaibble, and no ssheiiiic cn be mmedaicy fosnd. Stalos of lra-ncome mishem,
|'.|||;||.l;|-llh;u.: earving inen emiploymnd froe weles, mention ihis o 3 hamer io making ihis trnstion
mipoamsfunlty ( Kisker and Ros. FWITL Rosearch evaluaiing Moo Jorsays TANF program Foond ihat, of
formar TAMF mesiphenis whea quat ihair jobs, 10 peregai oned chilbl-care problome as ibe caise {Hangarman,
Regmdinadralomie, ondd Uorson JTHZ 1, Linemployment inssraneg can suppor thess werkers by providing semporary
imgome while e chil dszare amangemenss are cdahiished and g new wirk-earch usderiaken (Circenbarg and
Sy |99E ),

o peris o he Nesibdiny of the Unsnpliy sent lisisiece gydemn

In liee: with  himg leskory ol saluiory igdales Lo the LT sgitem oaign with s chenging wickifoce, HLR 21233

st prove e am overdie subusbmen o this impeeriasl seslemn, withos impesng impracticd mew dends on
simicn.

Thar Fiekemal mice of oo T2-yemr-old LI ystomn bos been smended momy limes, o ospasd covenape, refleci
changing nonme, resperd to Sscal reabiics, and say aligned with ihe chaspng scomny, For insiance, jesi s
T ywars after the program was erecsad, & tavahle wagy bess wos esmhlished, soceding wages ahosy a coran
fhreahakd Trom the UT s In 19948 and 000 tha amplover sice theesheld was redeced. 4 bong more wirkons
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Chairman MCDERMOTT. We will now go to Jeffrey Kling who
is a senior fellow and deputy director of economic studies at the
Brookings Institution. Dr. Kling.

STATEMENT OF JEFFREY KLING, Ph.D., SENIOR FELLOW AND
DEPUTY DIRECTOR, ECONOMIC STUDIES, THE BROOKINGS
INSTITUTION

Dr. KLING. Chairman McDermott, Representative Weller, Mem-
bers of the Subcommittee, thank you for the opportunity to testify.

I fully support the efforts of this Committee to modernize UI. Im-
proving coverage for low-wage and part-time workers, making Ul
more family friendly and improving skills are all worthwhile, but
I also believe that there are higher priorities for modernization
than those addressed in the Unemployment Insurance Moderniza-
tion Act. So, the main themes of my remarks are these:

The modern UI system should focus more on the larger longer
term consequences of job loss. This reorientation will ultimately re-
quire a much more ambitious set of Ul reforms. The current agen-
da should include measures that lay the ground work for these fun-
damental reforms.

In looking toward the future of a modern system, we have to
have clear goals, and in 1936 the Federal Government powerfully
articulated what I believe to be the key goal of unemployment in-
surance. That is, “to lighten the burden which now so often falls
with crushing force upon the unemployed worker and his family.”

Seventy years later the nature of this crushing force has
changed. Maintaining living standards immediately after job loss,
the original focus of UlI, is no longer the major difficulty associated
with unemployment. In the 21st century economy, the situation
has changed in at least three key ways.

First, job loss is now more likely to be permanent and associated
with large drops of wages for the long term and not just short-term
income loss. Second, the unemployment duration has increased.
Third, people have greater ability to borrow to tide over periods of
short unemployment.

These three facts, more permanent job loss with large wage
losses, longer unemployment durations, and greater ability to bor-
row, suggest a shift in resources toward larger, longer-term con-
sequences of unemployment should be the priority of efforts to
modernize the Ul system.

The most effective way to target long-term loss is to implement
a wage loss insurance system similar to that recently proposed in
the Worker Empowerment Act introduced by Chairman
McDermott, where a fraction of the difference in wages between an
old and new job is paid for a period of years.

A wage loss insurance system can better target the largest losses
while simultaneously providing more benefits to workers in the
lower half of the income distribution.

It would also be valuable to improve the mechanisms that trigger
extended benefits for those with longer unemployment spells. These
benefits could be triggered more frequently and the durations could
be modulated to last for shorter and longer amounts of time.

Smaller, shorter term consequences of unemployment can be
managed in ways other than through UI benefits. Increasing the
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number of waiting weeks before UI benefits begin or establishing
personal accounts from which one could borrow and repay from fu-
ture earnings are two possible mechanisms for redirecting UI re-
sources toward larger, longer term losses. These approaches would
also promote reemployment by removing the incentive to stay un-
employed that is created by Ul benefit receipt.

My analysis of studies of the responsiveness of unemployment
spells to Ul benefits suggests that unemployment durations would
decline by 10 to 15 percent if Ul benefits were fully replaced at
some point by personal accounts. These accounts, if implemented
along with loans, could ensure the maintenance of living standards
during the first 6 months after a job loss that would be at a level
equal to that under the current Ul system.

Once mechanisms for supporting living standards are in place,
the key issue is then how to target assistance to those with the
largest long-term losses.

I have found that only one-third of unemployment insurance ben-
efit payments currently go to those who have lower wages over the
10 years after job loss, and I think we can do better than that.

I have submitted written testimony which makes three addi-
tional points about modernizing UI. The payroll tax base for Ul
should be broader, with lower tax rates. Compensation insured by
UI should include the value of major employer benefits. A system
of temporary earnings replacement accounts and wage loss insur-
ance is feasible for the future, and its components merit dem-
onstration and evaluation.

Even if the focus of the Ul Modernization Act remains on broad-
ening eligibility and other issues currently envisioned, additional
provisions could be added to begin to explore the fundamental mod-
ernization I have described today.

It would be extremely beneficial to facilitate experimentation by
States interested in focusing on larger longer term losses, payroll
tax-base broadening, incorporation of employer-provided benefits,
or other priority areas for modernization.

Just 2 percent of funds in the UI Modernization Act would pro-
vide $140 million of investment in testing new ideas that could pro-
vide valuable guidance for the major decisions that we will encoun-
ter when thinking about fundamental modernization in the future.

I would be happy to talk more about any of these issues.

Thank you.

Chairman MCDERMOTT. Almost perfect.

[The statement of Dr. Kling follows:]

Statement of Jeffrey Kling, Ph. D., Senior Fellow and Deputy Director,
Economic Studies, The Brookings Institution

Chairman McDermott, Representative Weller, and Members of the Subcommittee,
thank you for the opportunity to testify at this hearing on Unemployment Insurance
(UI) modernization. I fully support the efforts of this committee to modernize Ul
Improving coverage for low-wage and part-time workers, making Ul more family
friendly, and improving skills are all worthy endeavors. But I also believe that there
are higher priorities for modernization than those addressed in the Unemployment
Insurance Modernization Act. The main themes of my remarks are these:

¢ The modern UI system should focus more on the larger, longer-term con-
sequences of job loss.

¢ This reorientation will ultimately require a much more ambitious set of UI re-
forms.
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¢ The current agenda should include measures that lay the groundwork for these
more fundamental reforms.

Focusing on larger, longer-term consequences of unemployment

In looking toward the future of a modern system, we must have clear goals. In
1936, the federal government powerfully articulated what I believe to be the key
goal of unemployment insurance: “to lighten the burden which now so often falls
with crushing force upon the unemployed worker and his family.” [1]

Seventy years later, the nature of this crushing force has changed. Maintaining
living standards immediately after job loss, the original focus of UI, is no longer the
major difficulty associated with unemployment. In the twenty-first century economy,
the situation has changed in at least three key ways. First, job loss is now more
likely to be permanent, and associated with drops in long-term wages, not just
short-term income loss. Second, unemployment duration has increased. Third, peo-
ple have greater ability to borrow to tide over short periods of unemployment. These
three facts—more permanent job loss with large wage losses, longer unemployment
durations, and greater ability to borrow—suggest a shift in resources toward larger,
longer term consequences of unemployment should be the top priority of efforts to
modernize the Ul system.

The most effective way to target long-term losses is to implement a wage-loss in-
surance system similar to that recently proposed by H.R. 2202, the Worker Em-
powerment Act, introduced by Chairman McDermott, where a fraction of the dif-
ference in wages between an old and new job is paid for a period of years. A wage-
loss insurance system can better target the largest losses while simultaneously pro-
viding more benefits to the lower half of the income distribution. It would also be
valuable to improve the mechanisms that trigger extended benefit payments for
those with longer term unemployment spells. These benefits could be triggered more
frequently, and the durations could be modulated to last for shorter or longer
amounts of time.

Smaller, shorter term consequences of unemployment could be managed in ways
other than with UI benefits. Increasing the number of waiting weeks before Ul ben-
efits begin or establishing personal accounts from which one could borrow and repay
from future earnings are two possible mechanisms for directing UI resources toward
larger, longer term losses. These approaches would also promote re-employment by
removing the incentive to stay unemployed that is created by UI benefit receipt. My
analysis of studies of the responsiveness of unemployment spells to Ul benefits sug-
gest that unemployment durations would decline by 10 to 15 percent if Ul benefits
were fully replaced at some point by personal accounts. These accounts, along with
forgivable loans, could ensure the maintenance of living standards during the first
6 months after job loss at a level equal to that under the current UI system. 2] Once
mechanisms for supporting living standards are in place, the key issue is how to
target insurance to those with the largest long-term losses. I have found that only
one-third of unemployment insurance benefit payments currently go to those who
subsequently have lower wages over the 10 years after job loss. We can do better
than that.

I have submitted written testimony which makes three additional points about
modernizing Ul

¢ The payroll tax base for Ul should be broader.

* Compensation insured by UI should include the value of major employer bene-
fits.

¢ A system of temporary earnings replacement accounts and wage-loss insurance
is feasible for the future, and its components merit demonstration and evalua-
tion.

Even if the focus of the Ul Modernization Act remains on broadening eligibility
and other issues currently envisioned, additional provisions could be added to begin
to explore the fundamental modernization I have described today. It would be ex-
tremely beneficial to facilitate experimentation by states interested in focusing on
larger, longer term losses, payroll tax base broadening, incorporation of employer-
provided benefits, or other priority areas for modernization. Just 2 percent of funds
in the UI Modernization Act would provide $140 million of investment in testing

[11Advisory Commission on Unemployment Compensation. Unemployment Insurance in the
United States: Benefits, Financing, Coverage. Washington, DC, 1995. (Quoting a statement by
the U.S. Social Security Board in 1936.)

[21Kling, Jeffrey R. “Fundamentally Restructuring Unemployment Insurance: Wage-loss Insur-
ance and Temporary Earnings Replacement Accounts.” Hamilton Project Discussion Paper
2006-05, September 2006.
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new ideas now that could provide valuable guidance for major decisions about fun-
damental modernization in the future.
I would welcome further discussion on any of these issues. Thank you.

Additional testimony submitted for the record

Ul is the primary form of insurance for job lossin our country. The basic structure
of our Ul system has remained essentially the same since it was established 70
years ago. Our economy, however, has changed a great deal over this time, creating
a need for modernization. [3]

Today more job losses are permanent and more unemployment spells are long
ones. For instance, looking at similar points in the business cycle 1961 and 2002,
the percentage of Ul recipients exhausting their benefits (often after 26 weeks of
unemployment) increased from 30 percent to 43 percent.4] Perhaps most impor-
tantly, many workers can find new jobs only at reduced wages. In 2002 over one-
fourth of job losers had earnings losses of 25 percent or more eighteen months after
the job loss. !5 It is the devastation of permanent income declines after job loss is
that is the crushing force of unemployment in today’s economy.

Meanwhile, financial innovations ranging from credit cards to home equity loans
have made it possible for many individuals to borrow funds to maintain living
standards in the weeks immediately after job loss. For example, the first credit
cards were issued in 1951. By 1983, over one-third of lower-income households (and
about two-thirds of UI recipients) had at least one credit card; by 2001, over one-
half of lower income households (and about three-quarters of UI recipients) had a
credit card.[6] Since it is increasingly feasible to borrow during unemployment, larg-
er UI payments could be targeted to those who will have difficulty in repaying, rath-
er than spending UI resources on those who have an unemployment spell and go
on to have higher income than prior to job loss.

Broadening the payroll tax base for UL

In 1937, the maximum amount of taxable earnings for Social Security and for Ul
both was $3000. Today the taxable earnings base for Social Security is $97,500,
while the taxable base for Ul is $7000. The narrow earnings base for Ul translates
into high tax rates for low earners.!7! The UI tax rate is over 2.5 percent for the
bottom quarter of the wage distribution and less than 1 percent for the top quarter
of the wage distribution. Shifting from the current earnings base to the Social Secu-
rity earnings base could collect the same amount of revenue while allowing tax rates
to fall. The tax rate on the bottom quarter of the wage distribution could be cut ap-
proximately in half, making the tax much less regressive. The Ul taxable wage base
has not increased since 1983; it is one of the features most in need of modernization
and would be relatively simple to address. Leadership by the federal government
would likely motivate states to make adjustments as well.

Regarding Ul taxes, note that my recommendations for modernizing the UI sys-
tem are not at all contingent upon whether the temporary FUTA surtax is extended.
In past hearings before this Committee I have observed the testimony from wit-
nesses degenerate into discussion of a change in tax revenue. However, an order of
magnitude more is being spent on the underlying program itself, and opportunities
to engage in public discourse about the fundamental structure of the unemployment
insurance system have been missed. Even if large-scale changes are not feasible at
this moment in time, there are things we can and should do now to set the stage
for making informed choices about fundamental modernization in the future.

Compensation insured by UI should include the value of major employer
benefits

In 1950, pension and health plans were about 3 percent of total compensation; in
2006, employer contributions to pension and health plans had increased to 15 per-
cent of total compensation.8] When an individual loses a job however, these con-
tributions are lost. Moreover, Ul benefits are based on earnings, and do not incor-

[B1For an overview, see Stone, Chad, Robert Greenstem and Martha Coven, “Addressing
Longstanding Gaps in Unemployment Insurance Coverage.” Center on Budget and Policy Prior-
ities (August 7, 2007). http/www.cbpp.org/7-20-07ui.pdf

'4'http:workforcesecurity.doleta.gov/unemploy/hb394.as (accessed September 17, 2007)

151 Kling (2006).

[61The percentage of households in the lowest third of the income distribution with a head
younger than 60 where someone in the household has a credit card was 34 percent in 1983 and
54 percent in 2001. The percentage of households receiving unemployment insurance or worker’s
compensation with a head younger than 60 where someone in the household has a credit card
was 65 percent in 1983 and 76 percent in 2001. (Karen Dynan, personal communication, Sep-



75

porate the value of these employer contributions. Partly as a result, the loss of
health insurance can be a particularly difficult aspect of unemployment.

The rising importance of fringe benefits over time has not been incorporated into
the Ul system, and their incorporation would be a valuable addition to a modernized
system. Employers could include pension contributions and the per-employee costs
of employer provided health benefits in quarterly reports of compensation. States
could then either collect more revenue and increase outlays based on the total com-
pensation (which would be higher than earnings alone) or adjust their tax rates and
outlays to reach desired targets.

Temporary earnings replacement accounts and wage-loss insurance

In recent work I have discussed issues involved with a fundamental shift toward
insurance for persistent, long-term effects of job loss, based on the core principle
that smaller, short-term needs can be met through savings, borrowing, and repay-
ment, so that the funds for insurance can be targeted to assist those facing larger,
longer term losses. ! This is not a change that I recommend making immediately,
but it outlines a direction for modernization that suggests key issues that merit ex-
ploration, experimentation, and demonstration.

In the remainder of this section, I outline what would be involved in creating a
future system where two-thirds of the financial resources currently used for UI
would be shifted to wage-loss insurance to augment the hourly wages of individuals
who find new jobs at wages lower than their previous jobs. Temporary Earnings Re-
placement Accounts (TERAs) would provide the same amount of cash as under Ul
to be withdrawn during unemployment. Unemployment would be reduced by remov-
ing subsidies for temporary layoffs and by creating stronger incentives to return to
work. The proposed system would provide a significantly greater share of net pro-
gram benefits to workers in the lower half of the income distribution when com-
pared to the current system of Ul benefits alone. By targeting system resources to
those whose hourly wages are lower on their new jobs after an involuntary job loss,
significant hardship would be reduced.

To compare current Ul with this proposed modernization in the context of a con-
crete example, consider an aircraft assembly employee in California who was mak-
ing $14 per hour and working 40 hours per week before her plant closed and she
was laid off. If she were to apply for UI under the existing system, the state would
check to see that she worked for an employer covered by U, that her earnings in
the past year were above a threshold, that her employment was terminated involun-
tarily, and that she is available now to work. When verified as eligible, she would
receive benefits replacing half of her income—in this case, $280 per week. Benefits
are financed by a payroll tax on the wages paid to employees at all covered firms,
with the firm’s tax rate depending in part on the amount of UI benefits paid to
former employees of the firm. Payroll taxes from firms are paid to the government,
and the government pays UI benefits to eligible individuals. The workings of the
proposal are illustrated by continuing with this example, first taking the viewpoint
of the individual, then the firm, and then the government.

From the individual’s viewpoint, during the course of her 10 years of employment
at the firm, the worker voluntarily contributed $2,000 to her TERA. (The default
on initial employment was a payroll deduction of 1 percent of pretax earnings con-
tributed to her TERA, and she did not opt out of this contribution schedule.) The
account was maintained by the government, and her investments were in govern-
ment bonds. Funds in the account were excluded from asset tests for food stamps,
Medicaid, and other government programs, so they did not reduce any potential eli-
gibility for assistance from these programs.

After being laid off from her aircraft assembly job, she could apply to receive the
same amount of income as under UI—$280 per week, replacing half of her previous
earnings. This amount is treated as taxable income as it would have been under
current UL The eligibility criteria would also be the same as under UI. The dif-
ference is that the funds would come from a combination of previously accumulated
savings in the TERA and borrowing against future employment income. Say that
she remains unemployed for 10 weeks, receiving $2,800. She thus draws down the
$2,000 in her TERA and borrows an additional $800, leaving her TERA balance at
negative $800. She then takes a new job that pays $10 per hour. Her new firm de-
ducts 5 percent of her earnings from her paycheck until she has repaid the $800
(plus interest).

The proposal’s other main component involves wage-loss insurance. To be eligible
for wage-loss insurance payments, a period of unemployment between the involun-
tary job loss and the next job would not be required, but all other requirements for

[91This section draws upon Kling (2006).
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initial Ul eligibility, such as requirements regarding earnings history and nature of
the job loss, would still need to be met. In addition, wage-loss insurance would be
available only to those with at least 1 year of tenure with their previous employer;
obviously, individuals would need to have taken a new job with a different em-
ployer. The amount of the wage-loss insurance per hour worked on the new job
would be based on an insured wage rate—either the wage on the previous job or
the fixed amount of $15 per hour, whichever is lower—and calculated as 25 percent
of the difference between the insured wage rate and the hourly rate on the new job.
The insured wage for each individual would be adjusted each quarter for price infla-
tion, as would the level (initially at $15) of the fixed maximum potential insured
wage for future claimants and other parameters of the system based on dollar val-
ues.

In this example, the aircraft assembly worker experiences a $4 per hour reduction
in wages ($14 per hour at the previous job, $10 per hour at the new one). Assuming
no inflation, her wage-loss insurance payments are 25 percent of this $4 reduction—
in other words, the wage-loss insurance payment amounts to $1 per hour. These
payments are initially deposited directly in her TERA. They would be used first to
repay her incurred $800 loan, which would take about 14 weeks of work at the new
job. She would then receive the wage-loss insurance payments for 6 years, which
is a period based on total hours of work in her 2 years prior to job loss (3 hours
of insurance coverage for each hour worked, excluding hours worked in the first
year on the job). After her TERA balance reached a maximum threshold ($5,000),
additional payments from wage-loss insurance would be sent to her by check. As-
suming her wage rate did not change, her income drop would be reduced from 28
percent (based on labor earnings falling from $14 to $10 per hour) to 21 percent (in-
cluding the $1 per hour insurance payment) over the 6 years she receives payments.
If her wage in the new job did rise or fall, the wage-loss insurance payments would
be adjusted as well, so that the wage-loss insurance payments in each calendar
quarter would be based on the average hourly wage since job loss through that
quarter.

The amounts of transfer payments would vary with individual circumstances.
Generally speaking, transfer payments to individuals would be smaller under this
proposal than they would be under traditional UI for those experiencing unemploy-
ment spells followed by employment at wages the same or higher than at the time
of layoff. Transfer payments would be the same to minimum wage workers and
those who never return to work following a period of unemployment, and transfer
payments would be larger after permanent job loss for those working at a new job
with a lower hourly wage.

Four special conditions that don’t apply to our hypothetical aircraft assembly
worker are worth noting here. First, those with very low wages on their previous
job would receive supplemental assistance if they needed to borrow funds from their
TERA. The members of this group are unlikely to benefit much from wage-loss in-
surance because the wages of their previous jobs were already so low, limiting their
potential wage losses at new jobs, given minimum wage laws. The coinsurance rate
for this supplemental assistance would run on a sliding scale, such that someone
earning $5.15 per hour would not have to repay any borrowing from the TERA—
but also would not receive any wage-loss insurance payments. Such a worker would
be in exactly the same position under current UI and under the proposed system.

Second, if our hypothetical worker reached retirement age and filed for Social Se-
curity benefits, any positive balance remaining in her TERA would be transferred
to an Individual Retirement Account (IRA) for her. If her earnings had been too low
to repay any loans from her TERA at the point she would begin collecting Social
Security, then TERA repayment insurance would pay off the remaining balance.

Third, if she had opted out of making payroll contributions to her TERA, instead
of accepting the default option of making such contributions, her withdrawals dur-
ing unemployment would have been entirely a loan from her TERA, which she
would repay with interest through deductions from paychecks at her new job.

Fourth, if she held two or more jobs with separate employers, each job would be
separately insured. Withdrawal amounts would be based on earnings at the specific
job that was lost, and the insured wage for wage-loss insurance would be set based
on earnings and hours on the lost job. A new job started a week before being laid
off from one’s main job and a job started a week after a layoff would be treated the
same way for the purposes of wage-loss insurance eligibility and payments, with cal-
cublaition of the post—job loss hourly wage beginning in the calendar quarter after
job loss.

From the firm’s viewpoint, the aircraft-manufacturing firm laying off the indi-
vidual in the example would submit three types of payments to the government over
time. Initially, the firm would send payroll deductions for voluntary saving to the
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TERA,; these deductions reflect contributions made by workers who do not opt out
of the default saving mechanism for the TERAs. Taxes based on the firm’s payroll,
as under the current UI, would support the administration of the system and fi-
nance two types of payments: repayment insurance to pay off loans for individuals
who retire but who had earnings too low to fully repay their TERA withdrawals,
and low-wage coinsurance to reduce potential TERA repayments for those with low
hourly wages.

Regarding the flow of funds for wage-loss insurance, firms would reimburse the
government for wage-loss insurance claims of former employees, and the govern-
ment would pay the employees. Firms would also be required to purchase insurance
on the private market to cover wage-loss insurance claims in the event that the firm
became insolvent, and the insurer would then make payments to the government
in the event of firm insolvency.

In total, firms would make payments to the government for wage-loss insurance,
repayment insurance, assistance on TERA repayments for those with low wages,
and other costs of the proposed system that would be approximately the same as
the current UI system. In terms of funds currently paid in UI benefits, nearly two-
thirds of the money would be reallocated to wage-loss insurance, about 30 percent
would go to repayment insurance, and 6 percent would be used for supplemental
assistance for TERA withdrawals by those with wages near the minimum wage.
Thus, revenue from new payments for wage-loss insurance reimbursement would
combine with reduced revenue from the payroll tax so that a change to the proposed
system would be revenue neutral.

The UI taxable earnings base would be increased from the current caps (e.g., 27
states had caps on taxable earnings of $10,000 or less in 2005) to the Social Security
earnings base (which was $90,000 for 2005, and which increases annually with the
national wage index). The reduced revenue needs from the UI payroll tax combined
with the broader tax base would allow average payroll tax rates to be substantially
reduced. Ul tax rates would continue to vary by firm as under traditional UI (ac-
cording to previous use of TERAs by former employees, as opposed to previous pay-
ments of Ul benefits to former employees). These rates would be more tightly linked
to firm layoff histories through the combination of lower average tax rates and a
lowering of the minimum rates that states require firms to pay. Since firm-varying
rates would be less constrained by the floors and ceilings that characterize the cur-
rent system, firms that lay off workers would see higher UI payroll taxes in the fu-
ture.

A firm that hired a previously unemployed worker would carry out mandatory
payroll deductions for repayment of loans when that employee’s TERA withdrawals
had resulted in negative TERA balances. Such deductions would appear on pay
stubs as pretax deductions, similar to health insurance, retirement plans, and de-
pendent care expense accounts.

From the government’s viewpoint, UI is run under current law by the states
under the oversight of the federal government, and this pattern would remain in
place under this proposal. States would continue to be responsible for verifying a
person’s eligibility for unemployment benefits. States would also determine how
much each unemployed person could withdraw from his or her TERA per week.
States would continue to collect payroll taxes, which would be used for TERA repay-
ment insurance and low-wage coinsurance.

The flows of funds to the government from firms and insurers and from the gov-
ernment to individuals would involve individuals making TERA withdrawals and re-
ceive wage-loss insurance payments. It is sometimes proposed that a minimum size
should be set for the level of payments because, for example, very small wage losses
could lead to very small payments. However, once an employee has borrowed from
a TERA and the wage-loss insurance program has been established, the administra-
tive cost of making these payments would be very low. Once a claim has been ap-
proved, benefit amount determination and deposits can essentially be automatic,
based on employer reports of earnings and hours for each quarter.

The federal government would manage the TERAs in this system. The govern-
ment can take advantage of economies of scale to keep costs low, and it can avoid
TERA transfers when individuals change employers or move across state lines. The
interest rate on government bonds would be the rate of interest required for repay-
ment of borrowed funds.

Funds in the TERAs would be invested and earn a rate of return on positive bal-
ances. The automatic default investment would be in government bonds. Such a safe
default investment seems appropriate given that job loss is an unpredictable event
and the savings may be needed at any time. For positive TERA balances, workers
could opt into a portfolio with a mixture of stocks and bonds, where the portfolio
composition varied depending on the retirement age of individual, modeled on the
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federal Thrift Savings Plan’s life-cycle funds. Changes from bonds to life-cycle funds
would be allowed once per calendar quarter.

The federal government would also have the power to authorize extending the
standard 26-week period in which the unemployed person can make withdrawals
from a TERA, just as the federal government now can extend eligibility for unem-
ployment benefits when the economy is in or near a recession. During the extended
period, individuals could continue to make withdrawals and borrow from their
TERAs. Firms would not have their future payroll tax rates increased because of
withdrawals during the extended period. federal unemployment taxes would con-
tribute to the repayment insurance that would cover borrowed funds that were not
repaid.

The transition to a system of TERAs and wage-loss insurance would phase in nat-
urally. In the first year of the program, firms would be charged the full amount of
withdrawals by their former employees from TERAs because the former employees
would initially have no savings and the system would need funds to loan out from
TERAs. Wage-loss insurance payments would not be paid in the first year, however,
so total outlays by firms would not increase.

In the second year of the program, some workers would begin to qualify for wage-
loss insurance and firms would begin to make wage-loss insurance reimbursement
payments to the government. The parameters of the system could be set so that the
combined cost to firms for TERA withdrawals and wage-loss insurance payments
would be no larger than the firms’ costs under the current UI system.

The proposal could be adopted by one or more states, while other states could opt
to remain with the existing system. Coverage for compensation after involuntary job
loss would be determined by the location of the employing establishment at the time
of job loss, just as under the traditional Ul system. Individuals who worked in a
state adopting this proposal would be covered under it even if they relocated to a
state that had not adopted this proposal.

——

Chairman MCDERMOTT. Since I don’t know when this thing is
going to be going off, and we are going to have to go over and vote,
I am going to give the first chance to ask questions to Mr. Weller.

Mr. WELLER. Thank you, Mr. Chairman, and recognizing we
may be under time constraints for all of the members to have an
opportunity to ask questions, I will try and wrap this up before the
vote break and direct my questions to Dr. Kling.

Dr. Kling, essentially your message in your testimony was it is
important to promote workers in getting back to work quickly as
opposed to collecting more unemployment benefits.

Can you go more into greater detail on why you feel that is the
approach we should be looking at as we work to do a better job at
unemployment benefits?

Dr. KLING. Sure. Unemployment insurance is an insurance sys-
tem. So, fundamentally what we want to do is have a way of pro-
viding insurance when there is a loss. The best way to prevent
there being a loss is to have people who are going back to work
quickly, in a good job, and if they are doing that, then there is no
loss. So, that is the number one priority.

Then when that doesn’t work out, either because the labor mar-
ket isn’t rewarding the skills that somebody has at the level that
it used to, or if it is taking a long time in order to find a new job,
then providing some benefits in that case is sort of what the insur-
ance part is for. The primary way of avoiding the need to do that
in the first place is really to get people back to work.

Mr. WELLER. What does the worker benefit? What is his benefit
if he is in a program designed to give him the opportunity to go
back into the workplace?
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Dr. KLING. Are you asking about how can the system provide
additional assistance to workers in terms of, say, providing more
job search assistance?

Mr. WELLER. I also know you have several initiatives that you
drew attention to in your testimony. If you would like to discuss
those, because those are new ideas.

Dr. KLING. Sure.

Mr. WELLER. Perhaps your wage insurance proposal, your ac-
counts proposal.

Dr. KLING. Right.

The way to shift assistance toward the larger, longer term losses
really has two components in what I outlined. One is to make sure
that there is enough cash availability at the time when there is job
loss. So, you can do that through accounts that have the savings
element or an ability to borrow. That is a way of making sure that
people are able to make their mortgage payments and buy their
groceries and do things that they need to do.

So, once those needs are being taken care of, then the real chal-
lenge is how to target assistance toward people who have the larg-
est losses. In order to do that, wage insurance is a very nice tar-
geting mechanism because it really does give assistance to people
who have demonstrated they have had a large loss and have had
it for a long time.

In order to make this work, another thing that is helpful is really
to think about what are the incentives that people have when they
are looking for a job. Right now, there is an incentive that is built
into the UI system that if you stay unemployed longer, then you
are receiving more benefits.

Shifting more toward an account system changes those incen-
tives. So, when you are unemployed, then you are either drawing
on your own savings or you are doing some borrowing, and that
gets people to think about a way of engaging in job searches that
are probably getting people toward the choices that will lead to
both having a good job and getting there quickly.

So, I think that one of the key things is really to figure out how
to structure a wage loss insurance system that is viable in the long
run, and having some demonstrations about that either allowing
States to experiment with that——

Mr. WELLER. So, you would support giving clear authority to
the States to experiment with wage insurance or account programs
such as you have suggested. Do you think that is a good idea?

Dr. KLING. I think that is an excellent idea. One of the things
we are really lacking right now is an experience base in Ul about
how we would do these things. States have been very good in the
past about doing that kind of experimentation and then letting us
really see what works and what doesn’t.

Chairman MCDERMOTT. Ms. Berkley.

Ms. BERKLEY. Thank you.

Given the time, can I submit my opening statement?

Chairman MCDERMOTT. Of course. I want to get you and Mr.
English in.

[The information follows:]
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Stmtemend from Congresswoman Shelley Berkley
Ways and Means Committes, Subcommisies on Income Security and Family Suppon
Hearng on Modermizing Unemplaymsen Bl
September 19, 2007

[ thank you, Mr. Chairman, for holding this hearing.
The Unemployment Insurance system, when it was
created more than 70 years ago, was an important
step to ensure the well being of American workers
and the health of the U.5. economy. By helping to
provide for subsistence in times of economic
downturn and mass lay-ofts, this federal-state
partnership has helped soften the blow of past

recessIons.

As the composition of the United States worktorce
has changed over the decades, unemployment
insurance eligibility requirements have failed to keep
up in many states.

One very significant change is the number of women
in the workforce. Women are more hikely to be
forced to leave work to care for an ailing relative,
avold domestic violence, or to move in order to
follow a spouse who is being transferred.
Unfortunately, in many states--including Nevada--
losing a job for one of these reasons may not qualify
you for benehits. While the Nevada Department of
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Employment, Training and Rehabilitation looks at
each claim on a case by case basis and may approve a
claim if there is a police report for corroboration,
there is nothing in statute that requires them to do so
and many people are left without the help they need.

I believe the incentives included in the
Unemployment Insurance Modernization Act will
help states move toward providing benefits to more
of these individuals. 1 am happy to have this
opportunity to further investigate this issue and [ look
forward to hearing the witnesses’ testimony.
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Ms. BERKLEY. Our Nevada Department of Employment train-
ing and Rehab, when we spoke to them about this proposal, offi-
cially they are neutral on the McDermott bill but they think it
would—they express strong support for Federal proposals that
would provide Federal funding so that they could modernize our
State programs, and receipt of Federal incentive funds would great-
ly assist Nevada in implementing modernization to its unemploy-
ment insurance program.

Having said that, Nevada, since we don’t meet any of the criteria
right now under your bill, Mr. McDermott, I am kind of curious.
I don’t care who answers this, but as we know, in order to qualify
for the first third of the funding offered in the proposals, we have—
the States have to meet the alternative base period and look at the
applicant’s last quarter wages. In Nevada, that doesn’t exist right
now. Nothing else exists in the proposal, although it would give us
great incentive.

Here is my question. Nevada, it has a biannual session that lasts
for 120 days. Our 2007 session is long over, and we are not meeting
again until January of 2007.

We are also in the middle of a modernization of the computer
system and everything because we are still doing paper. That is
going to take 4 to 6 years.

Given that problem, given the circumstances, do you think Ne-
vada is going to be at a terrible disadvantage of receiving Federal
funds under this proposal?

Chairman MCDERMOTT. Having served in the State legislature,
maybe the Governor could call a short special session of 1 week to
bring in the members and pass some changes.

Ms. BERKLEY. Having served with our Governor here in the
Congress, that would be a remote possibility, Mr. Chairman. Short
of a special session, that is not ever going to happen.

Chairman MCDERMOTT. One of the things you have to say is
they can come in compliance anytime in the next 5 years. So, it is
not a “one time, and that is it, they lose it.”

Ms. BERKLEY. For a State like Nevada that doesn’t already pro-
vide benefits to individuals who lost full-time jobs but are now
looking for part-time employment or that bases coverage on the
first of four of the last five completed quarters, how large of a dif-
ference in coverage would this represent, Mr. Chairman.

Chairman MCDERMOTT. It would be about a half a million peo-
ple. If every State cut the option, it would be about a half a million
people in the country that would be covered.

Ms. BERKLEY. Dr. Kling, having come from a family that was
low-wage earners, the idea that they would have any money to
save in order to be part of an insurance program, that is also as
likely as having a special session of the legislature. It is a great
idea but

Dr. KLING. Let me add that—in particular, what I had written
down in the written part of the testimony is that for the very low-
est wage workers, there would be essentially something that works
like current UI, where because there is really no way for someone
who is earning minimum wage to have a wage loss, the program
can’t really be beneficial to them.
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Ms. BERKLEY. I am not talking about minimum wage workers.
I am talking about two people working in a family, who have a few
kids and a mortgage and everything else. Things are tight out
there right now. They don’t have extra money. A third of the people
don’t even have health insurance. They are sure not going to put
money into a rainy day fund. They are not going to make the mort-
gage 1f they do that.

Chairman MCDERMOTT. Mr. English.

Mr. ENGLISH. Thank you. I want to thank the Chairman for
opening up this issue.

There have been, for many years, proposals out there to extend
unemployment benefits to part-time workers.

Ms. Fagnoni, one of the 1ssues that has always been raised, given
the design of the unemployment insurance system in which people
are being taxed on their job, in effect to give them job security in
the form of the potential for unemployment benefits if they are laid
off from full-time work; is there not a problem that when you ex-
tend these benefits to part-time workers, you will create the poten-
tial for full-time jobs to subsidize part-time work? How do you de-
sign a system that avoids that form?

Ms. FAGNONI. We haven’t done any work directly on that. I
would say that with part-time work—in any of these proposals, one
would need to consider how to balance the goals of wanting to sup-
port those people who find themselves out of a job and who have,
to some extent, paid into the system, or their employers have for
them, and trying to look at what one would call the individual eq-
uity to how much somebody had put into the system.

Of course, there are experience ratings to try to take care of who
pays in the most and who takes out the most.

It is clear, though, that the nature of the workforce has changed
and there are more part-time jobs now than there were at the be-
ginning when Ul was first developed, as well as other kinds of
work changes. I think it is a legitimate discussion to have to think
about those——

Mr. ENGLISH. It is indeed. You anticipated my next question.

What issues would be raised in adjusting experience rating if you
were to move toward providing these benefits to part-time work?
After all, there is the potential for employers to design jobs that
in effect take advantage of the subsidy.

So, how would you change experience rating in order to antici-
pate this problem?

Ms. FAGNONI. You are correct in that with any kind of changes,
one would want to take a careful look. In the interest of helping
one group of people, one doesn’t want to run the risk of creating
unintended effects, if you will, including not just subsidies, but also
perhaps in order to avoid the kind of experience rating that would
result in a certain kind of worker being less likely to be employed.

So, one would need to carefully consider—I certainly agree with
the idea of demonstrations. We can often learn a lot from what
States do to test different things and think about all of those inter-
actions.

Mr. ENGLISH. Ms. Chasanov, in the last report of the Advisory
Board, there was a significant amount of time devoted to the ques-
tion of State solvency. There were many States that in effect had



84

been utilizing Federal subsidies pretty aggressively, and the Advi-
sory Board had recommended raising the solvency standards for
States to participate in the Federal system.

I didn’t notice any reference to that in your testimony. Do you
believe currently there is a need to strengthen the solvency of the
Federal system by increasing the standard set for the States to
participate?

Ms. CHASANOV. At the time the Advisory Council was convened
in the early nineties, they were certainly looking at a different set
of post-recessionary trust fund balances as they looked across the
States. So many of the States were in much worse shape than they
are at this point.

My testimony today has been focused on this bill, but I would say
that the Council thought that the macro-economic stabilization role
of unemployment insurance was critical. What often happened and
what we had seen in the research that we had done was that, as
State trust fund solvency began to decline, that ended up either in-
creasing employer tax rates at the wrong time in the middle of a
recession or ended up crunching down on eligibility or benefits for
workers.

So, the main purpose of those solvency standards was to help for-
ward-fund the system, and that was a goal that was throughout
the Council’s report.

Mr. ENGLISH. Is that not a relevant goal now?

Ms. CHASANOV. I certainly believe that that is one of many
things that could be improved in the unemployment insurance sys-
tem today.

Mr. ENGLISH. I notice you testified with regard to extended
benefits, but I am out of time so I will certainly bounce this back.

I do believe it is very important as we move forward on reform
that we consider carefully how to reform and protect the extended
benefits program.

I thank you, Mr. Chair.

Chairman MCDERMOTT. Ms. Hammond, you had some com-
ment relevant to that discussion that Mr. English was having?

Ms. HAMMOND. I wanted to point out as far as the experience
rating is concerned, in Virginia when we have problems that are
not the employer’s fault—it is not the employer’s fault that her
spouse found a job and she has to move with him. It is not the em-
ployer’s fault that, for example, somebody has to leave for compel-
ling family circumstances.

In those cases, what Virginia does is to noncharge those benefits
to the individual employer and charge them to a statewide pool so
it spreads the cost over a larger pool and doesn’t make that single
employer responsible.

Chairman MCDERMOTT. We thank you all for your help today
and we appreciate your written testimony. I am sorry that we
are—I have to cut short but we have to go over to vote.

So, thank you all very much for coming.

[Whereupon, at 1:55 p.m., the Subcommittee was adjourned.]

[Submissions for the Record follow:]
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Heanng on Modernizing Unemployment Insurance to
Reduce Barriers for Jobless Workers
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Chairmen MeDemotl, Rankisg Member Weller, and memibers of the Subcommities on
Imcome §ecurity ard Fienily Suppoet, thank you for the epportesdly io submit commeris
with respest o propossls to reduce barriers 10 uiiemployment insurance for jobles
'I“‘H'Hﬂﬁ.

Tam Donglas ). Holmes, President of U'WC- Straiegic Services on Usemplovment &
Workers" Compensation (LIWC) U'WE counts 25 merobers o broad range of larpe and
small businesses, rade ssacialions, service compemies from e Unssployment
Insurance (UL) mdustry, third party administrators, unempleymsent B professionals, and
state workforce mpeticic,

LW Rally supports effocts to maindain a gound utemployement insurancs sysem and o
sasur lhal irdividuals who become unemplayed through ne fouh of their cam ars abie w
pply for, and if otherwise eliglsle, receive unemployment compensesion & 1emparary
suppart during persads of wemplosenemt

The UL sysiem wis desagred 1o provide temporary cash support to individuals wha
bevame aremployed afler a period of esnployment suffielent ta mest workforce
atachonesd requirements. Although UT presddes g social safety net, it is an insamnce
program fimanced by employers through pesenent of state unemployment and federal
smemployment taces. It wis never intendad 1o be the universal scerce of cash payments
for indiwiduals that have no or insulTicient sttachment bo the werkfonee to quality foc
wmemployement comgensation binelils under the applicable stute lw, nor should i be. It
i5 axicmatic that an ledvidusl must first be enployed in asder o he sempkayad.

In sddressing 5 b of “barriers” w0 unemploymens inssmsee il is important o first
deflre (ke populaticn that is not benefiting from unemploynsnl compensation payments.
A close exaination of the actual workings of the unempleyment msurance sysiem reveal
tial the fiumbar of individuals who “shewdd™ peeeve unemployment compensalion
payments but do not because of sate law festriclions is very small

The “Recipiency Rale” methodology is mot a valld statistical measure of those who
shealil be paid umemployment conypensation whe 2 o,

Megasuraenls such as the “recipiency rate™ that ane uged &5 a basis for angumenis that
Ihére are Barpe crmmbers of indivedoals whe “should” receive unsmployment
compensetion but do oot il wo 1eke e consideration that mamy individuals whe are
counied as "unemplayed" for purgsoses of the Total Unemployment Mumber shoald nal
ke inchuded ameeg those that could o should ke pesd unesnployment compenastion,

Ferr excammple, the tolal number of unesnployed wsed (6 the calcutatian of the recipiency
rove includes 1) individuals wha were dischargal for just cause from their jobs, ) thoss
who quit work witheut just cauzsz, 3) those who have refised suitabls work, 4) new
cERrams o the workforee that Fave no employment history, 3) reemranta wo e work Tiroe
wiheess Wik ristery i@ nol recont anough to he counted faf U7 benshin chigibility, &)
individuals unemployed due fo o lebor disgee other than a lock-oul, 7) individuals
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ECerving eeverance O eeparation pay, 41 thoss who bave exhawsled wnemg oy
compensation benefits, %) individaals who have chasen for whatever reasom not to claim
umemployment compensation, 10) self-emploved individuals, and 11} undocumended
alsens. Mone of these individuals are typically eligible to be paid weekly unemployment
cormpensation, yet the calenlacon of the “recipiensy rasg”™ wiich commpares the [rsured
umemplaymnent munher with the ol upemplayment mamber seenss to imply that all of
these individuals should be paid benefits.

A siudy of the “recipiency rate” methodology conducted for the Mew Hampshire
Employment Security Bcoramis and Labar BMarket Infoemation Bureaa in 19990 details
the shorioamings of the “recipiency rale” methodalogy.

There are many individuaks whe may not be woeking who are not and should poi be
eligible for unemployment compensetion,

In addion, 1t should be novdd 1hat there are some individoals who are paid
usenployrment comperaation who are not counted in the toeal unemployment rate,
including individuals who file far partial uremployment benafits [ e they had same
earnings wilkh respect 10 @ woek of unemployment compensalion that they claimed). This
rovap typleally bncludes low wage snd pasi-time workers wiio sre receiving partial
umenployment compersation benefits,

Thie aclual percantage of mdividuals whe may be eligible for uneeployment
cormpeneatien whi am rof paid ussenployment compensation i mere appropriassly
estimarad by a review of the percemtage of "job basers”. The percentage of “job losers™
whe are paid unemployment compensation has histomcally fluctused wi9lb ecanomis
tyiles in the B 10 ™% range.

The emactment of ithe new minimum wage legislation significantly reduces the
mumher of individanls with lesser workforce sttachments who may mot qualify for

unemployment compensation.

Thez recent eractment of federal and state mininywom wage kegislation has the effect of
s2gnificantly reducing the number af individuals werking 20 hours or more per week an
average whe nay nol qualily monetarily b cstablish & benefit year,

An individual eaming £7.00 per howr working 20 hours per week for 29 wesks during &
four guarter base period meets the mimimum wage requinements for unempboyment
benetit aligibility in all stabes. Many states bave minimam sage nequinmels i e
meoch lower; as bow as 5130 & yesr m Hawah, Thirtw-four afales have manbmam wege
requiremess for & yoar of $2400 or ez
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The effect of wew federal requirements o pay snemployment compensation (o a sew
group of imdividaals would be to reduce benefits to existing clainmants and'or
inerease state unemployment Laxes paid by employers,

The effiect of federal mandates with respect 1o the use of slernative base periods, relaxed
wark search requirements, pryments of unemgplevment compensation to thoss whis
choose 1 quit work during periods of domestic viclence, payment of unemploymen
campensation to these whose separation from employment results from the illness o
diaaility of n member of e individual's family, ar payment w these whase separation
from employvment results from a reed to 2ccompany 4 spose, will be to reduce
vnemployment compensation benefils thal would otherwise be paid fo claimants with
greater workforce attachmenls andlor Increase state unemployment Gompensatian tax
rabes,

This is true becauss anemployment compensation benefit coverage and benelil paymens
are determined under stabe low and each state Is responsible fo enact Legislatvom that
assures st there is sufficient dedicated faniding in the slale’s usemployme
campensation benefit account 1o pay unemployment compensation henedits.

Memy states Bave enscted these provisions already without federal requaremeiite EER1
resalt of slate level tegatistions between cenployers, legislators, governors, and
representatives of organized labar and wotker advocacy groups. Ad a practical matter,
glabe ko balance the imerests of all of thess groups in determnining benefit eligibalaty amd
unemployment 1ax rales.

Responsibility and sccountability for thess decisons has been maintained at the state
lewel fior decades mnd should remaln with the stabes,

The costs of program and system chamges related o coaversion to an aliernative
hase period sysiem are significant

As Upsinployment Iosurance Director in Ohio in 1988, 1 was dirsctly responsible for
comversion of Ohic's benefit svatem to provide for the alternstive base periced. In arder o
pay for the cast of the state 1w change implementalzan, Oihio applied for and recsved
funding from the USDOL. Pederal funds wers provided by USDOL bul the amount
provided did pat fislly cover the costs of the conversion

Iszues i implementation inckuded 1) policies procedures and farme o be used in
pbiaiming the nwst recent quasterly wage dain fram eonplayere, 2) the we of claimant
affidawita in leu of emplover guarterly reparts to assure limeliness of benefit application
derenminations, 1) revised charging of employer accousle W peflact the allemative bage
piriod, 4) policies and procedurss needed to addrees iransitional claims, and 5} syetem
design, programming. sysiem capacity, stafT training, testing, and interstate coordination.
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A aralysis e projecticon of costs o sates s emplovers of tmplementation of
altemrative base pericds is needed before determining the amount of administrative funds
reded bo gasisl sates cheasing vo sdopl ahernative base period legistation.

The incresse im unemployment compessation benefits resaliing from am aliernative
hase period varies by state, depending on a number of factars, including the
composition of the state worklores and ihe overall benelit eligibility provisions
already in place.

The additicnal cost in stabes with low mEnimum qualifying reqeirements wiszkd be morne
Limittnd Livan stabes with higher manimum qualifying requirements becsase fewer
individuals are disqualified in the fiest place,

Sludies of the increase in beoefit costs associated wilh alternative hase pericds have
estimaned the (veresss b unereployment compensalian benelil pay-oul a8 a resull of e
altzmative hase peried provision in the range of 1.1% t0 6% annually,

Ay apalvaia of the increased unempleyment cosnpensaiion bepedii come resufilng fom
the implementation of allzmative base perieds is needed in detemmiming the impact an
et trust funds and emplover Canes on 4 etale by date basis Withow! sach an analyais 4
stase considening whether o enact am aliemative base period would not ke abls o
properly assess the cost'henedit with respect 1o any special Reed Act distribution funding
Lt might be avadlable.

The focus of efforts to assist low wage nmd part-time workers should be to identify
amd remove barriers oo employment.

Individusals with mindmal warkforce sttachment, particularly thase with families o
supsort, Wil nof algnificantly bessft fon wemploymet compensation bl An
iradividual woriing 20 hours 2 week and pasd §7.00 mn hewr, if monetarily eligible, would
tvpically qualify fo be paid unemploymem compersation of $70.00 per weel, which may
be reduced by partial earnings From part-ime work during the wesk, This kevel of
support is insudficient 1o assisl in removing barriers 1o eployment.

Ciitser govermmental snd privaiely fonded sepport programs for low wage workess,
particularly those providing support for workers with families, are much mone signaficand
amdl Largeied in removing barriers W employment. Sach individuals are typically aligible
i meveive services under the Workforce Investment Aet (WLA), the Food Stamp Ast, and
the Tenyporary Assistance for Meedy Families (TANF) program. Services under these
pragrams inchade cash sapport payments for workforoe participation, payment of travel
expemses b employment, sducation and Irainang, assessment Services, lreatmend far
subslanes aboge, English ag a socomd Angoage msinscban, job readiness iraning, and
subeddized child care. Many of these inddviduals may also berelit fhom tlbe Eamed
lezoame Tax Cradit (ETTC) and the Workfores Opportamily Tax Credit (WOTO)
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A review of the array of programs designed to serve bow wage and pari-time workiera,
particulacky those with Families is neediad o progerly svalaate any gaps in the soaial
wafery met that should be addressed.

The cost io states amd emplovers of the new Tederal requirements with respect fo
alternative hase periods and other benefid provissens should he determined before
emacting new Tederal reguire mems.

14 ha= been propaessd that iF sistes abready have anscted alternative hase pieriod proviaions
ar enect mew alemalive base provislons and ather benefit provisions, thal stabes will
receive o pre-designabed share ala 57 billlon special distribution inta the qualifyimg slate
unesmplyment trust fiurd acoount and will receive a pre-designaied share of 3100
million per yesr i additional admimistrative funding.

There is no relationship between these distributions and oppropriotions and the incredsal
administrative cost and increase in bemefil cosie associzied with the new federal
CEgErSmEnie.

As o result, some slates will receive & windfall in additional fun.d.i.ngn‘l:ﬁlu-a‘l'l'rﬂ:l:'-'l|l'|1'rl=
ghoetehanged or receive oo supplemintsl luding i they ebect not 1o enact the required
provistoms, [1should ke noted that four of the five st with the highest minimum
qualifying wige rigulrements are slso aiemnative hase pariod stales. A specinl
distributiom 1o those states wonld hive e bpact on redocing the number of kow wage o
purt time workers and effectively rewend sates that have mids i nuore difficuls for bow
wape wirkers w0 qualify for benefits.

This is mconssient with the U1 FederaliSiate parinership desigoed 1o properly share
responshility for funding of sdmisdstration and hbenedit costs beteoem stetes and s
federal goversmneat. It sets up a sixies of winnes and Inser states and exacerhates thi
eigling swhilance in edminsstrative funding.

In addition, it should ke noted tBal state Ul admirsstration is abready under funded iy ac
besat g estimated 300 million per yeir, An stiticsal $100 million per year is
irsalTicient 1o properly fund the Ul system in the firatl place, 161 slone io fund the
additiomal admisslative costs of implementing alternative hase periods o pther federally
roquired provisions.

There e <5eTeskly i projeciions on a stale by steie bass of the |isg verm costs of
alternative base period Benelil inersases and the other benefit provisions inddudeal in the
e fiaderal requitements fo compars against the one-time sperial distributioes. Wishou
these projections, the cost of these proposals 1o states and employers ag compared Lo the
et distribeotion can nal be dessrmined,

Alsa, to 1he extent that the §7 hillion one-lime distribulion ie gresssr than the costs
asseciated with tho new federal requiemenss, the federal ursemphysent g fund
acenunis will he undulv deoleted. oputting: the fund & risk of insalvenoy in the evest aff
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new legislated extended unemployment compensation that may be siaciad durmg a
fbars recession.

Sates with the lowest percentage of the distribution that do not currently have aliemative
base periods would bear a higlhser burden of implementation.

Conclusbon

An updated gvaleation of the mumber of individuals with warkforee attachment who e
not paid ugsmployment compenssion is needed. The evaluntion should insluds a
breakdewn of ke individials who are not working and ore not receiving wnemploymect
compensation by causation 1o determins the umbers of individizals who have becami
unemploved through no fault of their ewn, whe are ctherwise eligible, and aro not being
paid Enemploynsent compensation benelits through the federal’sate Ul system

The review should alsa address the aray of cther programs, including TANF, 'WLA,
Foodsiamps, Madicaid, EITC and WOTC wnder which many individuals who have
minimal workforos attachment ar are warking in low wage oc pani-iime jobs.

Carefisl analysis of the costs 1o states and employers of implementation and ket it
increases due 1o altermative base periods and other benedit provisions on a stals by state
basis & needed to determing the sppropriate federal funding to ke pravaded. 'Withous such
an analyais, states and erplovers will be shart changed in funding and federnl
uneirployment trust fund aceounts will be anduly depleted.
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Statement of Idaho Department of Labor

Idaho comments on the special transfers in fiscal years 2008 through 2012 for
Modernization based on modifications of law.

Tying conditions to Reed Act distributions seems akin to blackmail, the federal
government needs to recognize that states should be entitled to these funds without
prejudice. Currently, the federal government does not return even 50 percent of the
FUTA money collected from the respective state’s employers.

All the combinations and permutations of this bill make it difficult to nail down
the exact cost to the fund. Collectively we estimate (not knowing the IT/IS costs)
the impact to the fund may be offset by the estimated disbursements of $25M over
five years. Our concern is the impact after 2012 since our tax formula already puts
the fund in a soft position. With these disbursements ($25M to $30M) it may be able
to handle it. However, following the final disbursement in 2012 it is likely we will
continue to live with the changes without further disbursements to offset the law
changes and fall into a deficit financial hole we could never get out of.

(2) The State law of a State meets the requirements of this paragraph if such
State law-

(A) uses a base period that includes the most recently completed calendar quarter
before the start of the benefit year for purposes of determining eligibility for unem-
ployment compensation;

We are not in favor of allowing an alternate base period unless the claimant is
first not eligible using a “regular” base period. Currently, employers file wage lists
once a quarter with a due date of the last day of the month following the end of
a quarter. Wages for the most recently completed quarter are not known until the
due date plus the time it takes accounting to process the wage lists. It takes ac-
counting 6 to 8 weeks to punch the wages lists. If we adopt this change accounting
will have to change their process to punch wage lists in a shorter time frame. We
may also need to adopt rules to encourage (or mandate) electronic filing so wages
are available as soon as the report is filed. The first month of each quarter, when
reports are not yet due for the most recently completed quarter would require staff
to contact employers for wage information before a monetary determination is made.
This would be an administrative burden on the department, drive up costs and be-
come a huge inconvenience for employers if needed for every claim filed.

or

(B) provides that, in the case of an individual who would not otherwise be eligible
for unemployment compensation under the State law because of the use of a base
period that does not include the most recently completed calendar quarter before the
start of the benefit year, eligibility shall be determined using a base period that in-
cludes such calendar quarter.

We find this much more palatable than “A”, and we are not opposed to this con-
cept. This option has the same problems as “A”, but reduces the administrative bur-
den since fewer claimants would be eligible for the alternate base year. However,
this would place an additional burden on tax collection staff and the employer com-
munity. Additionally, there would be costs associated with programming our legacy
system as well as training of staff for administration.

(3) The State law of a State meets the requirements of this paragraph if such
State law includes provisions to carry out at least 2 of the following subparagraphs:

(A) An individual shall not be denied regular unemployment compensation under
any State law provisions relating to availability for work, active search for work,
or refusal to accept work, solely because such individual is seeking only part-time
(and not full-time) work, except that the State law provisions carrying out this sub-
paragraph may exclude an individual if a majority of the weeks of work in such in-
dividual’s base period do not include part-time work.

We are not opposed to extending coverage to part-time workers as long as the
work was in covered employment and there are rules in place to stipulate they must
seek work that provides a potential for a minimum number of hours, comparable
to work used to figure base period eligibility, to be worked each week. Idaho cur-
rently has very low criteria for base period wage qualification. We are concerned
about higher administrative costs as proper administration would require employers
to report hours as well as wages on their quarterly reports. The department would
also have to integrate hours worked into our current systems used for claims proc-
essing. There would also be an impact to the trust fund; potentially significant im-
pacts since many workers have more than one part-time job. Additionally there is
the argument that if we allow part time work seekers to accept only part time work
to supplement their income, shouldn’t we also allow people working full time to re-
ceive unemployment insurance to supplement their income?
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(B) An individual shall not be disqualified from regular unemployment compensa-
tion for separating from employment if that separation is for compelling family rea-
sons. For purposes of this subparagraph, the term ‘compelling family reasons’ in-
cludes at least the following:

(i) Domestic violence (verified by such reasonable and confidential documentation
as the State law may require) which causes the individual reasonably to believe that
such individual’s continued employment would jeopardize the safety of the indi-
vidual or of any member of the individual’s immediate family.

We are opposed to broadening the eligibility due to purely personal reasons. This
goes against the basic concept of UI being a program to assist workers who are un-
employed through no fault of their own due to actions of the employer. Ul is not
an entitlement program. Enactment of this concept would set the stage for UI to
become another employer funded welfare program. This expansion goes too far in
defining eligibility and blurs the line between entitlement and the insurance con-
cept. It begins to move UI to more of a social program rather than unemployment
insurance based on job attachment/reemployment.

(i1) The illness or disability of a member of the individual’s immediate family.

This proposal also extends coverage beyond the “covered” claimant to allow bene-
fits when a person that is fully able and available to work chooses not to in order
to care for an ill family member. This would add additional fact finding when adju-
dicating claims and potentially impact timeliness. Additionally, we believe it would
be an extremely hard sell to the employer community as well as have a negative
impact on tax rates in the long run. While funding would not come directly out of
the individual employer’s account in the short run, in the long run (they would be
relieved of chargeability), it would ultimately have to be socialized—potentially neg-
atively impacting the tax rates for every employer.

(ii1) The need for the individual to accompany such individual’s spouse——

(I) to a place from which it is impractical for such individual to commute; and

(IT) due to a change in location of the spouse’s employment.

We are in favor of allowing benefits only to the spouse of military personnel who
must quit their job to follow the spouse.

(C) Weekly unemployment compensation is payable under this subparagraph to
any individual who is unemployed (as determined under the State unemployment
compensation law), has exhausted all rights to regular and (if applicable) extended
unemployment compensation under the State law, and is enrolled and making satis-
factory progress in a State-approved training program or in a job training program
authorized under the Workforce Investment Act of 1998. Such program shall pre-
pare individuals who have been separated from a declining occupation, or who have
been involuntarily and indefinitely separated from employment as a result of a per-
manent reduction of operations at the individual’s place of employment, for entry
into a high-demand occupation. The amount of unemployment compensation payable
under this subparagraph to an individual for a week of unemployment shall be
equal to the individual’s average weekly benefit amount (including dependents’ al-
lowances) for the most recent benefit year, and the total amount of unemployment
compensation payable under this subparagraph to any individual shall be equal to
at least 26 times the individual’s average weekly benefit amount (including depend-
ents’ allowances) for the most recent benefit year.

We are opposed to providing initial additional weeks of benefits beyond what the
claimants initially qualify for. This is a disincentive for them to seek and accept
work. This would reward workers who have not demonstrated a firm attachment to
the labor market. There are already programs in place (WIA & Trade) to assist
these types of workers. We do not have the UI resources to perform the type of case
management this would require.
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Statement of On Point Tech

Having spent most of my adult lifetime involved with the Nation’s Unemployment
Insurance (UI) program, I want to take this opportunity to commend you on your
sponsorship of the Unemployment Insurance Modernization Act [HR2233]. The pas-
sage of this legislation will remediate several of the most troublesome shortcomings
of the UI program, which are brought about by developments that could not have
been envisioned at the time of the passage of the initial legislation in 1935.

These are critically important issues given the changes that have taken place in
the composition of the labor force, the transient nature of employment, and the pro-
liferation of part-time employment that now characterize our economy. The $7 bil-
lion in new funding that you propose will enable the states to improve their pro-
grams dramatically, particularly in light of the flat and diminished funding that the
Ul program has suffered during the past several years.

However, I fee obligated to call your attention to the need to strengthen the fraud
detection and management component of the Ul program nationwide. U.S. Govern-
ment Accountability Office (GAO) Report GAO-07-635T shows Ul fraud to be $3.9
billion in FY2004, g3.3 billion in FY2005, and $3.4 billion in FY2006. As new classes
of recipients are brought into the system and the amount of automation deployed
increases, the amount of fraud should increase significantly.

Modernized UI Benefits systems lean more heavily on new processes like taking
claims over the Internet. The number of staff actually observing claims for signals
of fraud taking place drops off, almost to the point of non-existence. Over the years,
almost all major fraud incidents uncovered involved diligent Ul staffers processing
claims by hand who notices patterns in the claims data that were unusual and un-
expected. This “eyes and hands” approach disappears with automated systems and
must be replaced by automated fraud detection software. (Disclosure: My firm, On
Point Technology, Inc., is the major provider of fraud detection and overpayment re-
capture software to the Ul community.)

The above mentioned GAO report data comes from the U.S. Department of La-
bor’'s Employment and Training Administration’s Benefit Accuracy Measurement
(BAM) program which samples and reviews individual UI claims and reports on the
improper payments found. The type of fraud disclosed is what we refer to as indi-
vidual fraud. In other words, individual fraud occurs when one person misreports
information on their personal claim in order to qualify for benefits. What is not
being reported by these figures is organized fraud.

Organized fraud is when dozens or hundreds of UI claims are filed with the direct
intent to embezzle funds from the UI program. These may be cases of group identity
theft or fictitious employer schemes where Ul employer accounts are established
and taxes paid, where the only intent is filing claims against the fictitious accounts.
(A $50,000 investment paying IU taxes for 100 fake employees can return over $1
million in fraud profits. The same scheme can be repeated concurrently in multiple
states with the same 100 Social Security Numbers.) The individual claims appear
to be properly processed and paid. Only by a macro or pattern level examination
can this fraud be readily found. Multiple schemes from $3 million to $12 million
have been found. The State of California is currently prosecuting a scheme per-
petrated by one extended family that was reported in a conference to be in excess
of1$80 finillion. (Since it is still under investigation, public information has not been
released.

Be it $3.4 billion in individual fraud or an unknown amount of organized fraud,
expanding the UI program and modernizing the claim and payment process will cer-
tainly increase the volume of fraud. I urge you and the Committee to consider the
multi-year or permanent funding for controlling UI fraud and improper payments.

I am available to expand on the thoughts contained in this letter and would ap-
preciate very much the opportunity to meet with your Committee staff to share both
my concerns and remedies. Thank you very much for the opportunity to commu-
nicate with you on this very important national issue.

———

Statement of UWC—Strategic Services on Unemployment & Workers’
Compensation

Chairman McDermott, Ranking Member Weller, and Members of the Sub-
committee on Income Security and Family Support, thank you for the opportunity
to submit comments with respect to proposals to reduce barriers to unemployment
insurance for jobless workers.
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I am Douglas J. Holmes, President of UWC—Strategic Services on Unemployment
& Workers’ Compensation (UWC). UWC counts as as a broad range of large and
small businesses, trade associations, service companies from the Unemployment In-
surance (UI) industry, third party administrators, unemployment tax professionals,
and state workforce agencies.

UWC fully supports efforts to maintain a sound unemployment insurance system
and to assure that individuals who become unemployed through no fault of their
own are able to apply for, and if otherwise eligible, receive unemployment com-
pensation as temporary support during periods of unemployment.

The Ul system was designed to provide temporary cash support to individuals
who become unemployed after a period of employment sufficient to meet workforce
attachment requirements. Although UI provides a social safety net, it is an insur-
ance program financed by employers through payment of state unemployment and
federal unemployment taxes. It was never intended to be the universal source of
cash payments for individuals that have no or insufficient attachment to the work-
force to qualify for unemployment compensation benefits under the applicable state
law, nor should it be. It is axiomatic that an individual must first be employed in
order to be unemployed.

In addressing the issue of “barriers” to unemployment insurance it is important
to first define the population that is not benefiting from unemployment compensa-
tion payments. A close examination of the actual workings of the unemployment in-
surance system reveal that the number of individuals who “should” receive unem-
ployment compensation payments but do not because of state law restrictions is very
small.

The “Recipiency Rate” methodology is not a valid statistical measure of
those who should be paid unemployment compensation who are not

Measurements such as the “recipiency rate” that are used as a basis for argu-
ments that there are large numbers of individuals who “should” receive unemploy-
ment compensation but do not, fail to take into consideration that many individuals
who are counted as “unemployed” for purposes of the Total Unemployment Number
should not be included among those that could or should be paid unemployment
compensation.

For example, the total number of unemployed used in the calculation of the
recipiency rate includes 1) individuals who were discharged for just cause from their
jobs, 2) those who quit work without just cause, 3) those who have refused suitable
work, 4) new entrants to the workforce that have no employment history, 5) re-
entrants to the workforce whose work history is not recent enough to be counted
for Ul benefit eligibility, 6) individuals unemployed due to a labor dispute other
than a lock-out, 7) individuals receiving severance or separation pay, 8) those who
have exhausted unemployment compensation benefits, 9) individuals who have cho-
sen for whatever reason not to claim unemployment compensation, 10) self-em-
ployed individuals, and 11) undocumented aliens. None of these individuals are typi-
cally eligible to be paid weekly unemployment compensation, yet the calculation of
the “recipiency rate” which compares the insured unemployment number with the
total unemployment number seems to imply that all of these individuals should be
paid benefits.

A study of the “recipiency rate” methodology conducted for the New Hampshire
Employment Security Economic and Labor Market Information Bureau in 1999 de-
tails the shortcomings of the “recipiency rate” methodology.

There are many individuals who may not be working who are not and should not
be eligible for unemployment compensation.

In addition, it should be noted that there are some individuals who are paid un-
employment compensation who are not counted in the total unemployment rate, in-
cluding individuals who file for partial unemployment benefits ( i.e. they had some
earnings with respect to a week of unemployment compensation that they claimed).
This group typically includes low wage and part-time workers who are receiving
partial unemployment compensation benefits.

The actual percentage of individuals who may be eligible for unemployment com-
pensation who are not paid unemployment compensation is more appropriately esti-
mated by a review of the percentage of “job losers”. The percentage of “job losers”
who are paid unemployment compensation has historically fluctuated with economic
cycles in the 80 percent to 90 percent range.

The enactment of the new minimum wage legislation significantly reduces the
number of individuals with lesser workforce attachments who may not qualify for
unemployment compensation.
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The recent enactment of federal and state minimum wage legislation has the ef-
fect of significantly reducing the number of individuals working 20 hours or more
per week on average who may not qualify monetarily to establish a benefit year.

An individual earning $7.00 per hour working 20 hours per week for 29 weeks
during a four quarter base period meets the minimum wage requirements for unem-
ployment benefit eligibility in all states. Many states have minimum wage require-
ments that are much lower; as low as $130 a year in Hawaii. Thirty-four states
have minimum wage requirements for a year of $2400 or less.

The effect of new federal requirements to pay unemployment compensation to a
new group of individuals would be to reduce benefits to existing claimants and/or
increase state unemployment taxes paid by employers.

The effect of federal mandates with respect to the use of alternative base periods,
relaxed work search requirements, payments of unemployment compensation to
those who choose to quit work during periods of domestic violence, payment of un-
employment compensation to those whose separation from employment results from
the illness or disability of a member of the individual’s family, or payment to those
whose separation from employment results from a need to accompany a spouse, will
be to reduce unemployment compensation benefits that would otherwise be paid to
claimants with greater workforce attachments and/or increase state unemployment
compensation tax rates.

This is true because unemployment compensation benefit coverage and benefit
payments are determined under state law and each state is responsible to enact leg-
islation that assures that there is sufficient dedicated funding in the state’s unem-
fQloyment compensation benefit account to pay unemployment compensation bene-
1ts.

Many states have enacted these provisions already without federal requirements
as the result of state level negotiations between employers, legislators, governors,
and representatives of organized labor and worker advocacy groups. As a practical
matter, state laws balance the interests of all of these groups in determining benefit
eligibility and unemployment tax rates.

Responsibility and accountability for these decisions has been maintained at the
state level for decades and should remain with the states.

The costs of program and system changes related to conversion to an alter-
native base period system are significant

As Unemployment Insurance Director in Ohio in 1988, I was directly responsible
for conversion of Ohio’s benefit system to provide for the alternative base period.
In order to pay for the cost of the state law change implementation, Ohio applied
for and received funding from the USDOL. Federal funds were provided by USDOL
but the amount provided did not fully cover the costs of the conversion.

Issues in implementation included 1) policies procedures and forms to be used in
obtaining the most recent quarterly wage data from employers, 2) the use of claim-
ant affidavits in lieu of employer quarterly reports to assure timeliness of benefit
application determinations, 3) revised charging of employer accounts to reflect the
alternative base period, 4) policies and procedures needed to address transitional
claims, and 5) system design, programming, system capacity, staff training, testing,
and interstate coordination.

An analysis and projection of costs to states and employers of implementation of
alternative base periods is needed before determining the amount of administrative
funds needed to assist states choosing to adopt alternative base period legislation.

The increase in unemployment compensation benefits resulting from an alter-
native base period varies by state, depending on a number of factors, including the
composition of the state workforce and the overall benefit eligibility provisions al-
ready in place.

The additional cost in states with low minimum qualifying requirements would
be more limited than states with higher minimum qualifying requirements because
fewer individuals are disqualified in the first place.

Studies of the increase in benefit costs associated with alternative base periods
have estimated the increase in unemployment compensation benefit pay-out as a re-
sult of the alternative base period provision in the range of 1.1 percent to 6 percent
annually.

An analysis of the increased unemployment compensation benefit costs resulting
from the implementation of alternative base periods is needed in determining the
impact on state trust funds and employer taxes on a state by state basis. Without
such an analysis a state considering whether to enact an alternative base period
would not be able to properly assess the cost/benefit with respect to any special
Reed Act distribution funding that might be available.
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The focus of efforts to assist low wage and part-time workers should be to identify
and remove barriers to employment.

Individuals with minimal workforce attachment, particularly those with families
to support, will not significantly benefit from unemployment compensation benefits.
An individual working 20 hours a week and paid $7.00 an hour, if monetarily eligi-
ble, would typically qualify to be paid unemployment compensation of $70.00 per
week, which may be reduced by partial earnings from part-time work during the
week. This level of support is insufficient to assist in removing barriers to employ-
ment.

Other governmental and privately funded support programs for low wage workers,
particularly those providing support for workers with families, are much more sig-
nificant and targeted in removing barriers to employment. Such individuals are
typically eligible to receive services under the Workforce Investment Act (WIA), the
Food Stamp Act, and the Temporary Assistance for Needy Families (TANF) pro-
gram. Services under these programs include cash support payments for workforce
participation, payment of travel expenses to employment, education and training,
assessment services, treatment for substance abuse, English as a second language
instruction, job readiness training, and subsidized child care. Many of these individ-
uals may also benefit from the Earned Income Tax Credit (EITC) and the Workforce
Opportunity Tax Credit (WOTC).

A review of the array of programs designed to serve low wage and part-time work-
ers, particularly those with families is needed to properly evaluate any gaps in the
social safety net that should be addressed.

The cost to states and employers of the new federal requirements with respect to
alternative base periods and other benefit provisions should be determined before
enacting new federal requirements.

It has been proposed that if states already have enacted alternative base period
provisions or enact new alternative base provisions and other benefit provisions,
that states will receive a pre-designated share of a $7 billion special distribution
into the qualifying state unemployment trust fund account and will receive a pre-
designated share of $100 million per year in additional administrative funding.

There is no relationship between these distributions and appropriations and the
increased administrative cost and increase in benefit costs associated with the new
federal requirements.

As a result, some states will receive a windfall in additional funding while others
will be shortchanged or receive no supplemental funding if they elect not to enact
the required provisions. It should be noted that four of the five states with the high-
est minimum qualifying wage requirements are also alternative base period states.
A special distribution to these states would have no impact on reducing the number
of low wage or part time workers and effectively reward states that have made it
more difficult for low wage workers to qualify for benefits.

This is inconsistent with the Ul Federal/State partnership designed to properly
share responsibility for funding of administration and benefit costs between states
and the federal government. It sets up a series of winner and loser states and exac-
erbates the existing imbalance in administrative funding.

In addition, it should be noted that state Ul administration is already under fund-
ed by at least an estimated $300 million per year. An additional $100 million per
year is insufficient to properly fund the UI system in the first place, let alone to
fund the additional administrative costs of implementing alternative base periods or
other federally required provisions.

There are currently no projections on a state by state basis of the long term costs
of alternative base period benefit increases and the other benefit provisions included
in the new federal requirements to compare against the one-time special distribu-
tions. Without these projections, the cost of these proposals to states and employers
as compared to the one-time distribution can not be determined.

Also, to the extent that the $7 billion one-time distribution is greater than the
costs associated with the new federal requirements, the federal unemployment trust
fund accounts will be unduly depleted, putting the fund at risk of insolvency in the
event of new legislated extended unemployment compensation that may be enacted
during a future recession.

States with the lowest percentage of the distribution that do not currently have
alternative base periods would bear a higher burden of implementation.

Conclusion

An updated evaluation of the number of individuals with workforce attachment
who are not paid unemployment compensation is needed. The evaluation should in-
clude a breakdown of the individuals who are not working and are not receiving un-
employment compensation by causation to determine the numbers of individuals
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who have become unemployed through no fault of their own, who are otherwise eli-
gible, and are not being paid unemployment compensation benefits through the fed-
eral/state Ul system.

The review should also address the array of other programs, including TANF,
WIA, Foodstamps, Medicaid, EITC and WOTC under which many individuals who
have minimal workforce attachment or are working in low wage or part-time jobs.

Careful analysis of the costs to states and employers of implementation and ben-
efit increases due to alternative base periods and other benefit provisions on a state
by state basis is needed to determine the appropriate federal funding to be provided.
Without such an analysis, states and employers will be short changed in funding
and federal unemployment trust fund accounts will be unduly depleted.

O
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