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IMPROVING EFFORTS TO HELP UNEMPLOYED
AMERICANS FIND JOBS

THURSDAY, FEBRUARY 10, 2011

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The committee met, pursuant to call, at 3:48 p.m., in Room
B-318, Rayburn House Office Building, the Honorable Geoff Davis
[chairman of the subcommittee] presiding.

[The advisory announcing the hearing follows:]

o))
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HEARING ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

Davis Announces Hearing on Improving Efforts to
Help Unemployed Americans Find Jobs

February 03, 2011

Congressman Geoff Davis (R-KY), Chairman of the Subcommittee on Human Re-
sources of the Committee on Ways and Means, today announced that the Sub-
committee will hold a hearing on improving efforts to help unemployed Americans
find jobs. The hearing will take place on Thursday, February 10, 2011, in
Room B-318 Rayburn House Office Building, immediately after a brief Sub-
committee organizational meeting beginning at 2:00 P.M.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. Witnesses will include public and pri-
vate sector experts on unemployment benefits and employment security policies de-
signed to promote reemployment. However, any individual or organization not
scheduled for an oral appearance may submit a written statement for consideration
by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

In December 2010 (currently the most recent official data; data for January 2011
will be released on February 4, 2011), there were 14.5 million unemployed individ-
uals in the United States; the U.S. unemployment rate was above 9 percent for the
20th consecutive month, a record dating back to the beginning of official data in
1948; and the average duration of unemployment was more than 34 weeks, slightly
below the all-time high set earlier last year.

To assist unemployed individuals, the federal-state unemployment compensation
program created by the Social Security Act of 1935 offers weekly payments while
unemployed individuals search for work. According to the U.S. Department of Labor,
in order to be eligible for benefits, jobless workers must have a history of attach-
ment to the workforce and must be able and available for work. Nearly $160 billion
in total unemployment benefits were paid in fiscal year 2010, counting both state
and federal benefits, stretching to a combined maximum of up to 99 weeks per indi-
vidual in high unemployment states. An additional nearly six billion dollars in fed-
eral administrative funds were spent last year to process unemployment benefits
and operate public employment offices designed to connect the unemployed with
new jobs.

In announcing the hearing, Chairman Davis said, “This hearing starts with the
basic question, ‘Are we doing everything we can to help the unemployed
find jobs?’ In 2010, about 50 million people were hired into new positions.
But in this recession, unemployed workers have been at the back of the
pack when it comes to getting hired. Instead, the number of unemployed
and the length of unemployment durations have grown to record levels, de-
spite billions of dollars spent on benefits and services designed to help
them find new work. This hearing will provide an opportunity to review
that issue, and ask what we can do to make this system work better.”

FOCUS OF THE HEARING:

The hearing will focus on current policies and programs designed to help unem-
ployed individuals return to work and how they can be improved.
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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,
http.://lwaysandmeans.house.gov, select “Hearings.” Select the hearing for which you
would like to submit, and click on the link entitled, “Click here to provide a submis-
sion for the record.” Once you have followed the online instructions, submit all re-
quested information. ATTACH your submission as a Word document, in compliance
with the formatting requirements listed below, by the close of business on
Thursday, February 24, 2011. 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 or (202) 225-3625.

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 format and MUST
NOT exceed a total of 10 pages, including attachments. Witnesses and submitters are advised
that the Committee relies on electronic submissions for printing the official hearing record.

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

3. 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.

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.

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

——

Chairman DAVIS. Good afternoon and welcome.

Today’s hearing is about how we can better help unemployed
workers return to work. Clearly, we have our work cut out for us.

As the chart that is on the screen shows, our colleagues’ 2009
stimulus plan promised to drive unemployment under 7 percent by
now. Instead, unemployment has now remained at or above 9 per-
cent for a record 21 months. The stimulus advocates promised
137.5 million jobs by now. Instead, the current number is about 7
million fewer. That has left almost 14 million workers unemployed,
plus record numbers on the sideline of our economy. A full 6.2 mil-
lion are long-term unemployed, and the average duration of unem-
ployment is a record 37 weeks. That is almost double the record
level before this recession.
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To help the unemployed reconnect with work, our Nation oper-
ates “employment security” programs like unemployment insurance
and employment security offices where laid-off workers go to con-
nect with jobs. Last year, we spent a stunning $165 billion on those
benefits and services. But judging by the staggering figures I just
mentioned, those benefits and services are not succeeding in recon-
necting unemployed people with jobs at the rates necessary. We
need to ask why and provide oversight at the subcommittee.

We know that every year, according to the Department of Labor,
some 50 million people get hired into new jobs, so someone is find-
ing work. But what this chart shows is how the unemployed have
increasingly been left behind.

The red line shows the share of the unemployed who stay unem-
ployed. That has risen to all-time highs. The blue line shows the
share of the unemployed who return to work. That “success” rate
has fallen to record lows. In fact, this is the only recession in 20
years when the unemployed are more likely to drop out of the
workforce than to find a job.

This tells us our employment security programs are simply not
working as intended and in time. Instead of helping the unem-
ployed become one of the 50 million new hires every year, the un-
employed are increasing being left behind. Today’s hearing is to
ask questions and hear perspectives on what we can do to turn
that around.

Vice President Biden recently said that the unemployed should
just “hang in there” and wait until jobs return. But, at the current
pace, it could be 2020 before the U.S. returns to full employment.
That is a long time to “hang in there.”

Fortunately, we don’t have to wait that long to hear some good
ideas from our witnesses and our members. Joining us is a distin-
guished panel of experts to review what can be done and in some
States is being done to help unemployed workers find and take new
jobs.

As we will hear, those policies range from promoting more job
searches, to better engaging people who need extra training, to
simply focusing current benefits where the need is greatest.

We also need to remember unemployment benefits are not free
and are supported by payroll taxes that are already going up dra-
matically. Improving our success in helping more unemployed peo-
ple find jobs will help keep future job-destroying tax hikes to a
minimum. That is a key goal as well.

We look forward to all of our witnesses’ testimony. Without objec-
tion, each member will have an opportunity to submit a written
statement and have it included in the record at this point.

Mr. Doggett, would you care to make an opening statement?

Mr. DOGGETT. Mr. Chairman, thank you very much.

You have appropriately raised the right question in this first
hearing: How do we improve efforts of those who are unemployed
to find jobs? In that endeavor, I pledge my personal and sincere in-
terest in working with you and other Members of the Committee
in seeking meaningful answers and in working together to help un-
employed Americans prepare for and find work.

After reviewing the written testimony that has been submitted
for this hearing, I can see that we have different perspectives on
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the nature of the problem that we face and the best way to resolve
it. I believe that the problem is unemployment, not the unem-
ployed. Too many Americans remain unemployed because of a lack
of work, not for their lack of wanting to work. With the average
unemployment benefits nationally barely at 70 percent of the pov-
erty line for a family of four, there is little incentive to sit home
rather than to seek meaningful work at a living wage.

I don’t believe in the blame-the-victim approach. After all, it is
not the unemployed who gambled our economic future away on
Wall Street, or took huge pay packages as companies crumbled, or
failed to oversee our financial markets. And yet it is their families
Wl’}llo are really struggling and paying the price for the wrongs of
others.

As a chart that I brought shows, we have about 14 million unem-
ployed workers but fewer than 4 million job openings. That is why
we hear one report after another of employers who post jobs being
flooded with applicants. For example, I know when Delta Airlines
in the fall announced that it had 1,000 flight attendant openings,
it received about 85,000 job apphcants If every job opening in
America were filled this afternoon, about 11 million Americans
would still not have a job.

While today’s unemployment claims report provides a hopeful
sign with first-time claims dropping to the lowest level in 2%
years, the Congressional Budget Office estimated today in the
Budget Committee that unemployment will remain above 9 percent
this year and above 8 percent by the end of next year. CBO also
projects that only 2%2 million jobs will be created this year, leaving
millions dependent on the unemployment insurance system.

While our first priority must be pursuing the policies that en-
courage job creation, this subcommittee’s immediate responsibil-
ities focus more on what to do in the meantime for the many Amer-
icans who, through no fault of their own, have lost a job and have
not been able to find new employment. In this endeavor, our States
are the laboratories of democracy. We look to them for new ways
to resolve this challenge. Unfortunately, not all of these experi-
ences are successful.

With my home State of Texas, there have been some successes,
and there is also an example of what happens when ideological con-
straints and political imperatives produce decisions that harm both
employers and employees. Texas employers will be paying more be-
cause our Governor insisted on some unemployed receiving less.
The Governor rejected $555 million in Federal support for the un-
employed in 2009, and Texas is now raising additional taxes on em-
ployers and incurring more public debt as a result of that.

I believe that our leadership has been, number one, unexcelled
in the country in damning the Economic Recovery Act, but without
the billions that has been accepted in Texas, we would have a more
gargantuan budget hole than the $27 billion in which our State is
now enveloped. Nor would the Texas Back to Work Program, about
which we will hear more from Commissioner Pauken, have been
more than a shadow of itself but for the Federal funding received
by Texas through the Recovery Act.

During the last 2 years, over $6 billion in federally funded unem-
ployment benefits were provided to laid-off workers in Texas. Texas
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has been receiving over $4 in Federal unemployment funds for
every dollar in Federal unemployment taxes paid in the State. Last
year, Democrats worked to pass legislation to extend funds for the
Texas Back to Work Program and made several efforts to extend
unemployment benefits for those across the country. Unfortunately,
Senate Republicans blocked action on that.

I expected that the focus after all of the criticism about where
are the jobs would be on job creation. Unfortunately, thus far in
the broader House we have focused on health insurance reform,
criticizing the United Nations, and encouraging special interest fi-
nancing of Presidential campaigns. I hope the broader House will
move to focus on job creation now as our subcommittee continues
to work on unemployment.

Thank you, Mr. Chairman.

Chairman DAVIS. Thank you, Mr. Doggett.

Before we move on to our testimony, I want to remind our wit-
nesses to limit their oral statement to 5 minutes.

Without objection, all of the written testimony will be made part
of the permanent record.

On our distinguished panel this afternoon, we will be hearing
first from Kristen Cox, Executive Director of Workforce Services
from the State of Utah; Tom Pauken, Chairman of the Texas Work-
force Commission; Heather Boushey, Senior Economist, Center for
American Progress; and Douglas Holmes, President, UWC-Stra-
tegic Services on Unemployment and Workers’ Compensation.

Ms. Cox, you may proceed with your testimony.

Ms. COX. As a favor, because I am blind, will you let me know
when I have 1 minute remaining?

Chairman DAVIS. Yes. We will give you a 1-minute warning.

STATEMENT OF KRISTEN COX, EXECUTIVE DIRECTOR,
UTAH WORKFORCE SERVICES

Ms. COX. Thank you.

While Utah began the recession with one of the lowest total un-
employment rates in the country, the rate has steadily risen to 7.5
percent. Utah’s economy has expanded, and we are averaging 3.5
percent growth. That is 32 times the national average. We have
one of the lowest duration rates in the country of 16.7 percent. We
have seen job growth at 1.5 percent, and our unemployment rate
is just about 7.5, in the bottom third. So that environment we
think has yielded some good results for our Ul claimants and UI
trust fund, as well as getting people back to work.

I will go into four strategies that we think are essential to pay
attention to if you really want to look at reemployment. But a key
thing for me to point out is that any reemployment initiative to
date from my perspective is by State initiative and not by Federal
design. The Federal funding streams and the programs don’t nec-
essarily sustain internal policies that allow for reemployment. They
happen at the Federal level through grants, maybe haphazard ini-
tiatives, but nothing that is sustainable.

So States who want to take the initiative, we have to do a lot
of work to blend different funding streams together to make that
happen. I will point to some things that we think would be helpful
for us on the State end.
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Four things that we think we should pay attention to on the
ground: Number one is claimant expectations and requirements;
number two is employer incentives; number three is around pro-
gram integration and system design; and, four, around resources
and flexibility.

I have lots of detail, but I will try to give you one or two exam-
ples in each of those.

Let me first talk about customer expectations. And, Representa-
tive Doggett, we certainly understand that most people on Ul want
to go back to work, but we want to reinforce at every level of their
experience that going back to work is a full-time job. So from the
very beginning of them entering the system, they are required to
register with our labor exchange. We require mandatory workshop
participation with our Workforce Investment Act dollars.

So if we see an industry that is growing, for example, in truck-
ing, we had an area in our State that was growing, we will bring
UI claimants in to match and do jobs fairs with those employers
who are willing to hire. If Ul claimants are not willing to come in,
they jeopardize their UI benefits. In fact, we have found over this
last year 20 percent of our UI claimants did not want to participate
in those type of job fairs, and they lost their benefits. So we know
most people want to participate and do a good job, but those who
are not willing to do that, we don’t think should stay in their bene-
fits.

So those are a few things on customer claimants. We could get
into much more detail, but setting that expectation from your mar-
keting to what they see on their screens when they check their ben-
efits is essential, and we have been able to integrate that not just
in our Ul but in our Workforce Investment Act site as well.

Number two, employer incentives. Two pieces on that. Like
Texas, we have done a Back to Work Program, a similar model. It
is a way we can reinvest and help employers find incentives to hire
Ul claimants. We give them $2,000 over 4 months if they hire a
UI claimant and they sustain that employment. It has been fairly
successful. We may make some changes and tweaks as we move
forward. But employers have a lot of candidates to chose from, as
we all know, but we want to make sure our Ul claimants are front
and center, and there are ways to incentivize that. Back to Work
is one. There are many other options in that model.

We also have a penalties and interest account. All States do. It
is part of money that we collect from unemployment insurance. We
have reinvested those funds to help businesses expand, retain jobs,
and bring new businesses into the State of Utah.

Again, job creation is essential if we are going to put people into
employment. That is a funding stream we have flexibility over, one
of the very few, and we are able to reinvest that to help businesses
stay competitive in Utah.

Chairman DAVIS. Excuse me, you have 1 minute remaining.

Ms. COX. Oh, my goodness.

Let me skip the third thing. The third thing was great.

I am going to go to the fourth. The thing we really need is re-
source flexibility. We are working against trying to integrate WIA
funds, Wagner-Peyser funds, Ul funds. The UI program does not
have any waiver authority for States to be innovative or progres-
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sive. We don’t really have a lot of venues to do that. So we are left
with trying to pull a lot of complex pieces together on our own. If
we could get waiver authority or you guys could grant Department
of Labor waiver authority, you would start seeing much more inno-
vation coming out of States in terms of reemployment.

The second piece of that, States have Ul admin dollars. It is Title
III money under Section 303 of the Social Security act. In Utah, we
have been very efficient in our resources. We have extra money. We
would like to reinvest that into reemployment versus just admin,
and we don’t have the ability to do that. We don’t think we need
more money. We just want more flexibility with our current money.

There are other things that you can do as well with the Work-
force Reinvestment Act, some of the Wagner-Peyser so you could
create a true seamless system. But really, from my perspective, we
feel like we put the money up to the Federal Government, it has
blown up in a thousand pieces, and down at the State level we are
trying to put it back together again to give a seamless reemploy-
ment environment for people.

A final thing, there needs to be shared responsibility.

Thank you.

[The prepared statement of Kristen Cox follows:]

Prepared Statement of Kristen Cox, Executive Director,
Utah Department of Workforce Services

UTAH DEPARTMENT OF WORKFORCE SERVICES RE-EMPLOYMENT
STRATEGIES FOR HELPING UNEMPLOYMENT INSURANCE CLAIM-
ANTS RETURN TO WORK

Principle

Effective re-employment of Unemployment Insurance (UI) claimants is funda-
mental to maintaining the economic well-being of individuals, the state, and the na-
tion. Providing re-employment support for Ul claimants should be an integrated UI,

Wagner-Peyser, and WIA service delivery effort in partnership with public and pri-

vate entities.

DWS One-Stop Programs and Services

Utah’s one-stop employment centers provide a comprehensive array of services, in-
cluding job placement, job development, assessment, and job training. DWS also pro-
vides UI to unemployed workers and supportive services for working families in pov-
erty, people with disabilities, and the elderly. The result is a seamless service deliv-
ery system to enhance access to programs and services, which improves economic
opportunities for DWS customers.

Utah’s Current Economic Situation

e While Utah began the recession with one of the lowest total unemployment
rates in the country, the rate has steadily risen to 7.5%; however, Utah’s Ul
rate still ranks in the lower third of the country.

e Utah’s economy has expanded 3.5% annually over the past five years—faster
than any other state except North Dakota. This is 3% times faster than the
United States as a whole.

e Total employment in the United States has shrunk over the past five years;
however, Utah’s employment has increased 1.5% annually—the fourth best in
the nation.

e Utah household incomes have surged 5% annually—the top in the country and
twice as fast as the national average.

e U.S. News has compiled a list of the 10 cities where job-seekers would have the
best luck finding a job. Rankings are based on the combination of low unem-
ployment rates and an abundance of job openings, relative to the number of job-
seekers. The U.S. News ranking lists Salt Lake City as number 2, with Wash-
ington, D.C. ranked as number 1.



Key Strategies

Utah is focusing on four critical strategies for providing pathways for re-employ-
ment:

(1) Providing Meaningful UI Claimant Requirements: Ul claimants must be
provided with meaningful expectations that focus claimants on returning to the
workforce as their top priority.

e In Utah, UI claimants are required to register for work with the department’s
online job board within five business days of their initial claim or they are de-
nied benefits.

e Starting in February this year, Utah has doubled the minimum work search re-
quirements to four job contacts per week. Returning to work should be a full-
time job. Not all states require this type of activity.

e Utah’s UI Worker Profiling and Re-employment Services (WPRS) involvement
has increased 500% to over 500 claimants per week. This process requires a
mandatory online U eligibility review and an online orientation and self-assess-
ment for those claimants profiled to most likely exhaust benefits.

© Current data suggests higher exhaustion rates among veterans, older work-
ers (55-64), those who have less than high school completion, and those with
higher wage replacement rates (weekly benefits divided by weekly base pe-
riod earnings).

© Data on the current recession also indicates that the duration and exhaustion
rates of Ul have remained much higher than previous recessions, high-
lighting the importance of providing meaningful resources and programs to
claimants throughout the life of their claim.

© The department is currently looking into optional online workshops as a cost
effective alternative to traditional staff assisted workshops.

e DWS has also worked with employers to identify occupations in which employ-
ment opportunities exist and for which a pool of occupationally qualified UI
claimants is available. An example of this focused re-employment effort is bring-
ing trucking companies together with UI claimants who are trained truck driv-
ers. Suitable claimants are selected and invited to participate in these targeted
job fairs. Claimants who receive the job fair notification and fail to participate
are found no longer eligible for UI benefits.

e Utah has initiated several pilot projects, including mandatory workshop attend-
ance, to facilitate job preparation activities. Preliminary feedback from claim-
ants is very positive. Current workshop data shows:

© 51 percent of Ul claimants who were required to attend, did attend

© 13 percent went back to work

© 16 percent were deferred due to a seasonal layoff

© 20 percent who did not attend a workshop had their UI claim terminated

(2) Providing Employer Incentives: Effective targeted employer incentives are
critical to not only incentivizing employers to hire new workers, but also to retain
existing work from potentially being outsourced.

e DWS has implemented a “Back to Work” initiative to provide Utah employers
with an opportunity to re-employ up to 2,500 UI claimants and receive a wage
subsidy of up to $2,000 per participant for each employee hired.

© ARRA TANF Contingency funds and TANF funds have been used to cover
this temporary subsidy, and UI Reed Act funds are being used for the admin-
istrative costs.

© Approximately 1,000 UI claimants and youth are currently enrolled.

e DWS has reinvested Ul penalty and interest funds to assist companies with
their training of new and incumbent workers.

© The training curricula may be delivered in-house or hosted by an external
education institution to support both existing and new companies in Utah.
Funding is conditional on documented outcomes.

© The projects that have been approved so far are expected to help bring 1,720
new jobs to Utah, over $1 billion in new and retained state wages, $69.4 mil-
lion in new state revenue, and over $100 million in capital investment to the
state.

e DWS has reinvested the remaining penalty and interest funds to provide incen-
tives to support local employers with workforce development. Generally, there
must be an equal financial commitment on the part of the employer.
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© The approved projects are expected to support the Ul trust fund because peo-
ple become re-employed more quickly. During the first few months of this
new initiative, nearly 400 jobs were created or retained.

§ Rural areas could see $5 million in direct and countable investments. The
additional pending projects, if approved and implemented, could help
bring another 710 new jobs to Utah which could result in $27 million in
wages over the next 20 years. The average cost for creating or retaining
a job is approximately $600—a significant return on investment.

(3) Increasing Program and Funding Integration

e Using a $1.3 million federal Re-employment and Eligibility Assessment (REA)
grant, DWS has implemented an REA program. This program focuses on pro-
viding re-employment support to 10,000 claimants who are most likely to ex-
haust their UI benefits. The REA program is similar to the current Worker
Profiling system, with the addition of a mandatory staff assisted interview to
pfovide counseling, more in-depth assessments, and the development of a work
plan.

© The grant provides for collecting data on a similar “control group” of claim-
ants to measure what impact this early intervention has on the long-term du-
ration of a claimant’s collecting benefits.
© Initial data outcomes will be available this summer. However, preliminary
results indicate that approximately 25% of the claimants fail to attend their
ﬁppo}ntment with their employment counselor and are thus denied future
enefits.

§ About $440,000 of ARRA Stimulus funding was devoted to integrating
our current job match system with our Ul benefits system. Investing in
ongoing automated technology tools is critical to the ongoing future em-
ployment needs of employers and claimants—long after staff assisted
funding is no longer available.

§ The integrated systems gather more accurate and complete data from job
seekers (UI claimants) and eliminate redundant data collection.

§ New AutoCoder software assigns ONET codes to job seekers and em-
ployer job orders, and these assigned ONET codes are transferred to our
labor market information (LMI) team. The LMI team provides individ-
ually relevant job market information to claimants on their personalized
My UI Account web page.

e DWS has effectively used ARRA Re-employment Services and Wagner-Peyser
funding to increase staffing for Employee Connection Teams in Utah’s Employ-
ment Centers, thereby providing more one-on-one re-employment assistance to
UI claimants.

(4) Supporting Increased Flexibility of Resources: Separate federal funding
sources and associated program boundaries can present obstacles to integrated serv-
ice delivery. Federal law and Department of Labor regulations place clear limita-
tions on how UI, Wagner-Peyser, and WIA funds can be spent. While the intent of
the limitations is to ensure effective and appropriate program administration, the
effect can be to make cross-program integration difficult.

o WIA Title I funds may not be spent on employment generating activities, eco-
nomic development, and other activities, unless they are directly related to
training for eligible individuals. Providing less restrictive regulations for WIA
statewide activity funds could provide greater flexibility in getting individuals
re-employed. Other program issues to consider include:

© More flexibility in moving customer training funds between Youth and Adult/
Dislocated Worker programs to facilitate re-allocating funds where there is
the most need.

© Real-time access to federal data about customers. This could reduce adminis-
trative costs, support a more streamlined process for the customer, and en-
sure more accurate delivery of services. For example, access to Social Secu-
rity information (SSN verification and benefit payments) is available to
states for public assistance programs such as TANF, SNAP, and Medicaid.
Hocxlzvevgr, ét is not currently available to support other programs such as WIA
and WOTC.

e Expanding the scope of the UI program to achieve claimant re-employment
would be an efficient use of funds and would help claimants become re-em-
ployed as quickly as possible.
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© Although state workforce agencies across the nation are organized dif-
ferently, each has an established relationship with UI claimants. This rela-
tionship is founded on the administrative principles of accountability and en-
forceability. Allowing Ul to broaden its involvement into supporting claimant
re-employment is a natural extension to its existing role of assuring UI
claimants are actively seeking work.

© Section 303(a)(8), SSA, provides that, as a condition of receiving a Title III
grant, the state may expend its Title III grant “solely . . . for the proper and
efficient administration” of the state’s unemployment compensation law.

© Broadening the definition of the “proper and efficient administration” of UI
would help support the goal of cross-program integration among UI, Wagner-
Peyser, and WIA and provide program administrators greater flexibility and
resources to accomplish effective re-employment initiatives.

© It would not be our intent to allow a state that is struggling to maintain its
core UI operational responsibilities to inappropriately divert Ul administra-
tive grant funds to expanded activities and further erode their UI program.
However, perhaps some flexibility could be granted through law, rule, or ad-
ministrative policy changes or through a waiver process. This could take into
account some minimum UI performance levels to allow using funds that di-
rectly benefit Ul claimant re-employment. For example, the “Utah Back to
Work” wage subsidy program referred to earlier required extensive mar-
keting to claimants and employers. Even though the program was estab-
lished to help claimants become re-employed earlier and help safeguard the
UI trust fund, Ul administrative grant funds could not be used to notify
claimants about the program.

o WIA, TANF, and SNAP programs offer waivers and more flexibility. If unem-
ployment is one of our largest issues, why not give states more flexible op-
tions to help re-employ job seekers?

e DOL has recently shown good leadership with its focus on re-employment, its
wage subsidy grants, and state consortium initiatives. It is time to connect ben-
efits and employment into a seamless service delivery strategy without creating
funding barriers.

e Utah has implemented multiple initiatives to help UI claimants become re-em-
ployed sooner. A few of these initiatives have been recognized at the national
level. The U.S. Department of Labor awarded DWS the 2010 UI Innovation
Award for our electronic correspondence system and the American Institute of
Full Employment awarded DWS the 2010 Best Practices Award for our on-line
worker profiling re-employment service program. These initiatives have helped
Utah enjoy one of the lowest average Ul duration rates in the country—16.6
weeks, despite having a fairly high wage replacement rate. While we have made
significant progress, our goal is to continually strive to improve services for em-
ployers and job seekers.

Summary of Recommendations

o Establish clear expectations for claimants that re-employment is a priority and
requires a full-time commitment.

e Provide employers with wage, training, and tax incentives that provide eco-
nomic benefits for employers to expand or retain their workforce.

e Increase program and funding integration that supports effective meshing of Ul
claimants with employers’ workforce needs. Expansion of the Worker Profiling
and Re-employment Services and REA grants are good examples of integrated
funding between Ul claimants and re-employment services.

Increase flexibility of resources to make cross-program integration more efficient
without creating funding barriers or jeopardizing program accountability.

———

Chairman DAVIS. Your time has expired. Thank you.

Now I have the pleasure of recognizing our fellow colleague on
the Ways and Means Committee, the gentleman from Texas, Mr.
Brady, who would like to offer an introduction for his fellow Texan,
Mr. Pauken.

Mr. BRADY. Thank you for letting me crash the party, Chairman
Davis, and Ranking Member Doggett. I am grateful to introduce
my friend and a true Texas patriot to the subcommittee today.
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Chairman of the Texas Workforce Commission Tom Pauken is an
Army veteran with a distinguished record of service to his country
and our State. His career in the public and private sectors has
given him valuable insight on improving efforts to help unemployed
Americans find jobs. As a small business owner and the vice presi-
dent of a venture capital company, Tom knows what it takes to
meet a payroll and create jobs. He knows the challenges businesses
are facing in this economy and the hardships job seekers experi-
ence when they look for work or try and learn new skills.

His public service has also prepared him well for the current po-
sition. While serving in the Reagan administration as director of
action, Tom founded the Vietnam Veterans Leadership Program
that created a nationwide network to assist unemployed and under-
employed Vietnam veterans find good jobs with a future.

Since taking over as chairman in our State, he has used his ex-
perience to create the Texas Veterans Leadership Program. This is
staffed and managed by veterans of Afghanistan and Iraq and
seeks to help Texas veterans transition into civilian life by pro-
viding employment and training services, resources, and referral.

Tom has led the way in implementing the new Texas Back to
Work Program which encourages employers to hire job seekers who
have been laid off through no fault of their own. We couldn’t have
a better leader than Tom heading up our State’s workforce develop-
ment agency. Despite the difficult recession, Texas remained a na-
tional leader in job creation, netting 231,000 new jobs last year.

Tom Pauken has been a successful and innovative leader in the
military and business and the Federal Government and State gov-
ernment; and I am certain his insights, Mr. Chairman, will be of
value to the committee. I am honored to introduce him.

Chairman DAVIS. Thank you, Mr. Brady.

Mr. Pauken, you may proceed.

STATEMENT OF TOM PAUKEN, CHAIRMAN,
TEXAS WORKFORCE COMMISSION

Mr. PAUKEN. Thank you, Chairman Davis and distinguished
subcommittee minority leader, Congressman Doggett, and thanks
for those kind words, Congressman Brady.

Congressman Doggett and I have a slightly different perspective
on the Texas model. In the last decade, as you know, Congressman,
we have created in Texas over 640,000 jobs in the private sector.
That is at a time when every other large labor market State of the
10 largest labor market States have lost jobs. In fact, during that
decade, the country has lost 3.2 million private sector jobs. And I
think it is the business climate that has attracted people from
other States.

But what I worry about, quite frankly, is I think we are in a pe-
riod of structural unemployment, and we need to get beyond par-
tisanship and figure out ways to bring jobs home to America and
put people back to work. And I will address that in a moment as
I did in my written testimony.

But, first, I would like to address the Texas Back to Work Pro-
gram. It was an initiative primarily funded by State funds, a mod-
est amount. And what it was designed to do was link employers
with people of modest means who lost their jobs through no fault
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of their own, making up to $15 an hour by providing incentives to
the companies to hire people off the unemployment roles. We have
hired to date 11,000. That is a pretty good number, and hopefully
we will do a lot more.

Most of it has been State supported. We did have some discre-
tionary Federal funding; and, as Kristen said earlier, we would
very much like to see some discretion at the Federal level to be
able to continue that program and for other States, if they choose
to move in that direction, to help put people back to work.

I think it is a win/win situation for Texas employers and for
those people who are unemployed and are getting back to work.

Secondly, I have a modest suggestion for those who are on ex-
tended benefits. It is really a series of options. Really, the concept,
we call it Train While They Claim. Those people who are on Fed-
eral and extended benefits, they would have three options:

Number one, if they don’t have their high school degree, let them
get their GED, study for that. Existing funds are available. Just
put them at the first of the line, those who are unemployed.

Option B, if they don’t fit into that category, allow people to go
to postsecondary or career or community colleges in order to get vo-
cational and technical training to upgrade their skills and be avail-
able for the workforce. Again, similar to what we do with Federal
displaced workers, you simply allow these people who are unem-
ployed to go to the front of the line.

Third, those people who don’t do A or B would be required to do
community service with their local communities, many of which are
laying off people, or with fine nonprofits such as Habitat for Hu-
manity in order to pay for those extended benefits. And if they
choose not to do A, B, or C, then they would no longer be receiving
unemployment benefits. This is an approach that would make
sense, help people, and get people back to work.

Finally, I would simply say in an overview, particularly since you
are on the Ways and Means Committee, in my judgment, we have
got to change the way we tax businesses. We have the most oner-
ous business tax system in the world, with a 35 percent tax rate,
a 6.2 percent employer portion of the payroll tax. I believe very
strongly it should be pulled out at its roots and replaced with a
revenue neutral 8 percent business consumption tax which would
be border adjusted. All goods and services coming into the U.S.
would have to pay that tax. All exports, companies exporting would
get a credit against their business consumption tax.

It levels the playing field with our trading competitors. And, cur-
rently, we are at an approximately 18 to 19 percent disadvantage
with our trading competitors around the world. It would also bring
jobs home. It would restore and begin to build—rebuild our manu-
facturing base. We have lost one-third of our U.S. manufacturing
base over the last decade. That is 5% million good American jobs
which have been shipped overseas, outsourced, or simply gone
away. That is why I believe we are in a structural unemployment
situation and in the most serious national recession since the time
of the Great Depression.

Bold action is called for. I think this is an approach. We can do
all of the things at the margin. I think they are very important.
But, ultimately, I think we have to bring jobs home to America.
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Finally, I beg to disagree with Congressman Doggett, but, quite
frankly, we were willing to come up with a program in order to get
that Federal funding, to do what Congress asked, but simply allow
our State law to revert to the preexisting law once the Federal
funds were fully expended. I think this was, quite frankly, an over-
reach of the Federal Government in trying to federalize or mandate
what States had to do with respect to unemployment benefits.

We stand ready to work with the Congress in order to get that
money back for Texas, which is our money, and we are a donor
State. We only get 35 cents on a dollar.

[The prepared statement of Tom Pauken follows:]

Prepared Statement of Tom Pauken, Chairman,
Texas Workforce Commission

Thank you Chairman Davis, Ranking Member Doggett and distinguished Mem-
bers of the Subcommittee for allowing me to submit this written testimony.

Texas has an important story to tell and because I believe our experience can help
policymakers here and in other states address the problem of unemployment.

Texas has weathered the current recession better than any other large state.
While we have not been immune to its effects, consider these numbers:

Between December 2000 and December 2010, Texas created 640,600 private sec-
tor jobs, according to recent Labor Department reports. That is an 8% increase over
the last decade. During that same period of time, every other of the ten largest labor
market states lost private sector jobs, and the nation as a whole lost more than 3.2
million such jobs.

There are many reasons why Texas has fared better than other states during the
downturn. Governor Perry and the Texas Legislature have instituted polices of fiscal
restraint and lower taxes that have made Texas the number one place for business
in our nation. And thanks to our state legislature, the Texas Workforce Commission
has administered a new program called Texas Back to Work designed to encourage
employers to hire Texans who are unemployed and who have lost their jobs through
no fault of their own. More than 10,000 unemployed Texans have been hired as a
result of the program and this initiative received the Department of Labor’s best
practices award this past fall.

The program provides an incentive of up to $2,000 for hiring qualified UI claim-
ants with the goal of rapid reintegration into the workplace. Employers train, de-
velop and oversee new employees with the purpose of retaining the new hire after
an initial 4 month period in order to receive the full incentive.

The program has been a win-win for employers, job seekers, and the taxpayers
of Texas.

Of the participants in the program, two thirds have successfully completed, with
89% of them continuing to show wages in the following quarter. Program wide, 75%
of participants whether they complete or not show wages in the following quarter.

More importantly, this program helps Texas businesses with the critical task of
maintaining an up-to-date labor force, while also helping unemployed Texans get off
the rolls of UI claimants and obtain what they truly seek—a job, not benefits.

Texas Back to Work was funded with seed money provided by our legislature and
we later extended the program with federal funds. I have included a detailed sum-
mary of the Texas Back to Work program as part of this testimony. Please refer
to Attachment 1 for more details on the success of the program.

We believe other states would benefit from following Texas’ example, and I would
recommend that Congress pass legislation allowing all states the option of using fed-
eral and state emergency and extended benefit funds to pursue this cost-effective
measure for job-creation. I have included draft language for your consideration to
allow states the flexibility to use emergency and extended benefit funds for job sub-
sidy programs. Please refer to Attachment 2. Now is the time to be proactive, before
we find ourselves in January of next year, with extended benefits expiring and won-
dering how much more impact we could have had.

There are additional changes we believe could make the current system more ef-
fective.

I recommend that, as a condition for receiving extended unemployment benefits,
recipients would have an option to “Train While They Claim”. Those without a high
school diploma could choose to study for their GED. Ul claimants in that category
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would be entitled to first priority for participation in existing federally funded Adult
Basic Education programs.

Those with a high school degree, but lacking specific vocational training, would
be able to receive job skills training. Again, this would not require an increase in
federal funding, but simply give claimants top priority to participate in existing fed-
erally funded training programs.

Alternatively, those who don’t choose to get a GED or receive additional skills
training would be required to gain additional on-the-job experience or training by
volunteering for community service work for public institutions or approved non-
profits like Habitat for Humanity. Those who refuse to participate in one of these
three options would no longer be entitled to receive extended unemployment bene-
fits.

I also want to bring your attention to an unprecedented overreach of federal au-
thority over state unemployment statutes which was part of the American Recovery
and Reinvestment Act of 2009. Texas was denied $550 million allocated to us by
the Act—funds that would have been used to pay unemployed workers in our state.
That federal legislation mandated that, in order to receive those funds, not only was
the Texas Legislature required to make changes to our laws that would have ex-
panded the number of people eligible to receive unemployment benefits, but our leg-
islature was prohibited from including a sunset provision that would have allowed
these changes to expire once the federal funds had been completely exhausted for
their intended purpose.

No other federal legislation that I am aware of continues to have strings attached
to it after the funding is gone. Such legislation is a first step in the Federal Govern-
ment taking over all state unemployment laws in the country. These provisions need
to be repealed.

I would ask the distinguished members here today to initiate legislation that
would amend ARRA and allow Texas to receive the money that has already been
set aside for us. Texas is not asking for money that is not ours to begin with. Texas
is a donor state in the Federal Unemployment Insurance system. For every dollar
we contribute, we receive only 35 cents back.

Finally, I would be remiss if I did not emphasize that the key to creating jobs
is to grow the private sector. Government programs, no matter how innovative, can-
not bn'l?g about the kind of fundamental change that is needed to put America back
to work.

We currently have a corporate tax system that rewards American businesses for
taking on debt—which is deductible—while punitively taxing employment, savings,
and capital investment—the engines of economic growth and job creation in the pri-
vate sector. This is an incentive to export prosperity and export American jobs over-
seas—which is precisely what has happened over the past decade.

The best way to address this problem is to change the way we tax businesses.
Let’s replace our onerous corporate tax system with a revenue-neutral, 8% business-
consumption tax that would be border-adjusted.

This new approach to taxing business would raise just as much in revenues, if
not more, than the current system of taxation. All goods and services coming into
the U.S. would pay the 8% tax while all exports would receive a comparable tax
credit as an offset to its company’s business consumption tax. This would reduce the
outsourcing of American jobs, encourage long-term investment in U.S. businesses,
rebuild our manufacturing base, reduce our trade deficits and put business owners
back in charge of the American economy. This is a real economic stimulus plan to
get Americans back to work.

Attachment 1

The Texas Back to Work Program offers a fixed subsidy of $2000 to private sector
employers who hire claimants of UI making less than $15/hour in their job before
being laid off. The program provides a tiered payment plan so that employers do
not get the full subsidy unless the claimant remains employed with the employer
for 4 months at 30 hours per week or more.

Claimants are offered jobs that qualify as “suitable employment” consistent with
UI regulations. They may or may not know that the employer is receiving a subsidy.
The job must be full time at better than minimum wage. The employer is to treat
the TBTW hire as he would any other new employee to the business. Wages paid
and hours worked are verified before payment is made.

TWC has done extensive publicizing of the TBTW program including through the
Governor’s Small Business Conferences. In addition, TWC created a TBTW certifi-
cate that it provides TBTW-eligible claimants so that they can use it in the applica-
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tion process to educate employers about the program and to show that they are
TBTW-eligible as an inducement to the employer.

These efforts have proven very effective because after a slow start Texas Back to
Work has placed 10,332 claimants in a little over a year and continues to make
roughly 250 placements per week. This includes claimants at all points in the claim
process including those:

o Receiving state UI benefits (first 26 weeks);
o Receiving extended federal benefits; or
e Those who have exhausted all benefits and had not returned to work yet.

TBTW by the Numbers:

e Texas Back to Work Placements—10,332 claimants placed

# Employers Served—2757

Percent Completed Subsidized Period—65.5%

Avg. Wages before Lay Off—Using November Analysis (7558 claims) $20,663

Avg. Wages with Subsidized Job—Again, using November’s Analysis

$18,866.87 (91.31% wage replacement rate—for point of reference, 91% used

to be considered very good wage replacement under WIA DW). Considering

that many of the UI claimants served have been unemployed for extended pe-

riods, we believe this a very good outcome.

e Percent of TBTW participants with wages in 1st Quarter after Subsidy Com-
pleted—

Overall—75%
Successful Completers—89%

(Preliminary analysis indicates that nearly 87% of the 89% were still em-
ployed with the same employer.)

Attachment 2

The following amendments are proposed to create a wage subsidy option for the
States out of funding from the Emergency Unemployment Compensation Benefits
Program and the Extended Benefits Program. The creation of this option would
allow States the alternative of providing up to thirteen weeks of wage subsidy, for
the benefit of the claimant, to employers for the reemployment of individuals who
qualify for further extended benefits. Funding for this subsidized option would not
exceed the individual’s weekly benefit amount and would not be permitted in any
case where it would displace an employee.

The language of the proposed amendments are underlined and contained within
the statutory provisions in order to provide context.

Because the claimants would be participating in subsidized reemployment under
this program, it is anticipated that the claimants would be treated in the same man-
ner as participants in the Texas Back to Work program.

TITLE IV—EMERGENCY UNEMPLOYMENT COMPENSATION
FEDERAL-STATE AGREEMENTS

<< 26 USCA §3304 NOTE >>

SEC. 4001. (a) IN GENERAL.—Any State which desires to do so may enter into
and participate in an agreement under this title with the Secretary of Labor (in this
title referred to as the “Secretary”). Any State which is a party to an agreement
under this title may, upon providing 30 days’ written notice to the Secretary, termi-
nate such agreement.

(b) PROVISIONS OF AGREEMENT.—Any agreement under subsection (a) shall
provide that the State agency of the State will make payments of emergency unem-
ployment compensation to individuals who—

(1) have exhausted all rights to regular compensation under the State law or
under Federal law with respect to a benefit year (excluding any benefit year
that ended before May 1, 2007);

(2) have no rights to regular compensation or extended compensation with re-
spect to a week under such law or any other State unemployment compensation
law or to compensation under any other Federal law (except as provided under
subsection (e)); and

(3) are not receiving compensation with respect to such week under the un-
employment compensation law of Canada.
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(c) EXHAUSTION OF BENEFITS.—For purposes of subsection (b)(1), an indi-
vidual shall be deemed to have exhausted such individual’s rights to regular com-
pensation under a State law when—

(1) no payments of regular compensation can be made under such law be-
cause such individual has received all regular compensation available to such
individual based on employment or wages during such individual’s base period;
or

(2) such individual’s rights to such compensation have been terminated by
reason of the expiration of the benefit year with respect to which such rights
existed.

(d) WEEKLY BENEFIT AMOUNT, ETC.—For purposes of any agreement under
this title—

(1) the amount of emergency unemployment compensation which shall be
payable to any individual for any week of total unemployment shall be equal
to the amount of the regular compensation (including dependents’ allowances)
payable to such individual during such individual’s benefit year under the State
law for a week of total unemployment;

(2) the terms and conditions of the State law which apply to claims for reg-
ular compensation and to the payment thereof shall apply to claims for emer-
gency unemployment compensation and the payment thereof, except—

(A) that an individual shall not be eligible for emergency unemployment
compensation under this title unless, in the base period with respect to
which the individual exhausted all rights to regular compensation under
the State law, the individual had 20 weeks of full-time insured employment
or the equivalent in insured wages, as determined under the provisions of
the State law implementing section 202(a)(5) of the Federal-State Extended
Unemployment Compensation Act of 1970 (26 U.S.C. 3304 note); and

(B) where otherwise inconsistent with the provisions of this title or with
the regulations or operating instructions of the Secretary promulgated to
carry out this title; and

(3) the maximum amount of emergency unemployment compensation payable
to any individual for whom an emergency unemployment compensation account
is established under Section 4002 shall not exceed the amount established in
such account for such individual:; and

(4) in the alternative, a State may provide a wage subsidy from the individ-
ual’s emergency unemployment compensation account in an amount per week
no greater than the weekly benefit amount, for the benefit of the individual eli-
gible for emergency unemployment compensation benefits, to an employer who
provides reemployment of the individual for up to thirteen weeks. The sub-
sidized reemployment shall not displace an employee.

(e) ELECTION BY STATES.—Notwithstanding any other provision of Federal
law (and if State law permits), the Governor of a State that is in an extended ben-
efit period may provide for the payment of emergency unemployment compensation
prior to extended compensation to individuals who otherwise meet the requirements
of this section.

(f) UNAUTHORIZED ALIENS INELIGIBLE.—A State shall require as a condi-
tion of eligibility for emergency unemployment compensation under this Act that
each alien who receives such compensation must be legally authorized to work in
the United States, as defined for purposes of the Federal Unemployment Tax Act
(26 U.S.C. 3301 et seq.). In determining whether an alien meets the requirements
of this subsection, a State must follow the procedures provided in section 1137(d)
of the Social Security Act (42 U.S.C. 1320b-7(d)).

PAYMENTS TO STATES HAVING AGREEMENTS FOR THE PAYMENT OF
EMERGENCY UNEMPLOYMENT COMPENSATION

<< 26 USCA §3304 NOTE >>

SEC. 4003. (a) GENERAL RULE.—There shall be paid to each State that has en-
tered into an agreement under this title an amount equal to 100 percent of the
emergency unemployment compensation paid to individuals and the emergency un-
employment compensation wage subsidies paid for reemployment of individuals by
the State pursuant to such agreement.

(b) TREATMENT OF REIMBURSABLE COMPENSATION.—No payment shall
be made to any State under this section in respect of any compensation to the extent
the State is entitled to reimbursement in respect of such compensation under the
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provisions of any Federal law other than this title or chapter 85 of Title 5, United
States Code. A State shall not be entitled to any reimbursement under such chapter
85 in respect of any compensation to the extent the State is entitled to reimburse-
ment under this title in respect of such compensation.

(c) DETERMINATION OF AMOUNT.—Sums payable to any State by reason of
such State having an agreement under this title shall be payable, either in advance
or by way of reimbursement (as may be determined by the Secretary), in such
amounts as the Secretary estimates the State will be entitled to receive under this
title for each calendar month, reduced or increased, as the case may be, by any
amount by which the Secretary finds that the Secretary’s estimates for any prior
calendar month were greater or less than the amounts which should have been paid
to the State. Such estimates may be made on the basis of such statistical, sampling,
or other method as may be agreed upon by the Secretary and the State agency of
the State involved.

<< 26 USCA §3304 NOTE >>
Federal-State Extended Unemployment Compensation Act of 1970

“Sec. 202 [Payment of extended compensation].

“(a) [State law requirements] (1) For purposes of section 3304(a)(11) of the In-
ternal Revenue Code of 1986 [(formerly I.R.C. 1954) subsec. (a)(11) of this section]
a State law shall provide that payment of extended compensation shall be made,
for any week of unemployment which begins in the individual’s eligibility period, to
individuals who have exhausted all rights to regular compensation under the State
law and who have no rights to regular compensation with respect to such week
under such law or any other State unemployment compensation law or to compensa-
tion under any other Federal law and are not receiving compensation with respect
to such week under the unemployment compensation law of Canada. For purposes
of the preceding sentence, an individual shall have exhausted his rights to regular
compensation under a State law (A) when no payments of regular compensation can
be made under such law because such individual has received all regular compensa-
tion available to him based on employment or wages during his base period, or (B)
when his rights to such compensation having terminated by reason of the expiration
of the benefit year with respect to which such rights existed. In the alternative, a
State may provide a wage subsidy from the individual’s extended compensation ac-
count in an amount per week no greater than the weekly benefit amount, for the
benefit of the individual eligible for extended compensation, to an employer who pro-
vides reemployment of the individual for up to thirteen weeks. The subsidized reem-
ployment shall not displace an employee.

“(2) Except where inconsistent with the provisions of this title [this note], the
terms and conditions of the State law which apply to claims for regular compensa-
tion and to the payment thereof shall apply to claims for extended compensation
and to the payment thereof.

<< 26 USCA §3304 NOTE >>

“Sec. 204 [Payments to States].

(a) [Amount payable] (1) There shall be paid to each State an amount equal
to one-half of the sum of—

“(A) the sharable extended compensation, and
“(B) the sharable regular compensation,

paid to individuals and the extended compensation wage subsidies paid for reem-
ployment of individuals under the State Iaw.

“(2) No payment shall be made to any State under this subsection in respect of
compensation (A) for which the State is entitled to reimbursement under the provi-
sions of any Federal law other than this Act, (B) paid for the first week in an indi-
vidual’s eligibility period for which extended compensation or sharable regular com-
pensation is paid, if the State law of such State provides for payment (at any time
or under any circumstances) of regular compensation to an individual for his first
week of otherwise compensable unemployment, (C) paid for any week with respect
to which such benefits are not payable by reason of section 233(d) of the Trade Act
of 1974 [19 U.S.C.A. 2293(d)], or (D) paid to an individual with respect to a week
of unemployment to the extent that such amount exceeds the amount of such com-
pensation which would be paid to such individual if such State had a benefit struc-
ture which provided that the amount of compensation otherwise payable to any indi-
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vidual for any week shall be rounded (if not a full dollar amount) to the nearest
lower full dollar amount.

“(8) The amount which, but for this paragraph, would be payable under this sub-
section to any State in respect of any compensation paid to an individual whose base
period wages include wages for services to which section 3306(c)(7) of the Internal
Revenue Code of 1986 [26 U.S.C.A. §3306(c)(7)] applies shall be reduced by an
amount which bears the same ratio to the amount which, but for this paragraph,
would be payable under this subsection to such State in respect of such compensa-
tion as the amount of the base period wages attributable to such services bears to
the total amount of the base period wages.

Chairman DAVIS. Your time has expired, Mr. Pauken. Thank
you.
Dr. Boushey.

STATEMENT OF HEATHER BOUSHEY, PH.D., SENIOR ECONO-
MIST, CENTER FOR AMERICAN PROGRESS ACTION FUND

Ms. BOUSHEY. Thank you, Chairman Davis, Ranking Member
Doggett and Members of the Subcommittee for inviting me here to
testify today. My name is Heather Boushey, and I am a Senior
Economist with the American Progress Action Fund.

So until we fill the demand gap, we will continue to have high
unemployment, which in turn will drag down economic growth. To-
day’s high unemployment was caused by the mismanagement of
the economy in the 2000s, a financial sector only in service of its
own profits, rather than fostering productive investments, and a
housing bubble.

The policies that will create jobs now are those that will make
investments that not only boost employment in the short term but
will lay the foundations for long-term economic growth.

On the one hand, our economy has grown for six straight quar-
ters now. Much of this growth that we have seen has been due to
the Recovery Act and other policies aimed at addressing the fallout
from the financial crisis. Yet we continue to have a large gap be-
tween what our economy currently produces and what it would be
producing if workers and the economy’s productive assets were to
be used at full employment.

Even though corporate America is flush with cash and profits
have soared, investment is at its lowest level in more than five dec-
ades. The National Federation of Independent Businesses con-
tinues to report month after month that its members see a lack of
sales as their key concern. When businesses don’t see sales, they
don’t hire.

Thus, while this recession ended in June of 2009, for everyday
Americans, this has not been a recovery. There continue to be near-
ly five workers seeking a job for every job opening available, com-
pared to just over one worker for every job available in early 2000
before the financial crisis began.

While some groups have been hit harder than others, today’s un-
employment is not a structural problem. In May of 2007, the unem-
ployment rate was 4% percent. Yet just over a year and a half
later, the private sector was shedding over 700,000 jobs per month.
For the unemployment problem that we are facing today to be
structural, there must be some new set of technological advances
that made 1 in 10 workers instantaneously obsolete.
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I agree with the previous speaker that there is a long-term prob-
lem, the decline in manufacturing, but there is no evidence that
that is our problem, the enormous problem of unemployment is
solely due to that.

Further, job losses in this recession have been widespread and
not only concentrated in the sectors hardest hit by the bursting of
the housing bubble.

Funds spent on benefits and services designed to help the unem-
ployed find new work have mitigated, not exacerbated, the prob-
lem. Unemployment benefits have been good for the economy, and
a growing body of empirical work shows they have not been hin-
dering workers from finding new employment.

To boost employment, Congress should focus on three specific
policy goals:

First, we continue to need to focus on boosting aggregate de-
mand through investments in infrastructure and making sure
that the unemployment insurance system and other automatic
stabilizers remain in working order. The American Society of
Civilian Engineers estimates that we will need to spend at
least $2.2 trillion over the next 5 years just to repair our crum-
bling infrastructure. This doesn’t even include things like high-
speed rail, mass transit, and renewable energy investments to
free ourselves from foreign oil and address climate change. In-
frastructure has traditionally been a bipartisan issue and one
that hopefully this Congress can build a bridge across the aisle
to address.

Second, if someone has a job, we should be helping them
keep it by helping States and localities limit future layoffs and
thinking about innovative ways to help firms keep workers on
their payrolls. Simply put, right now, all across America,
schools are laying off teachers, public universities are trim-
ming their staffs, and community colleges are cutting back.
These cutbacks constitute not just lost jobs now, but they will
also eventually worsen educational outcomes for tens of mil-
lions of students across the country, consequences that will
have long-term negative effects on the economy.

Third, we should be helping the unemployed beat the odds
and find a new job. The TANF emergency fund led to partner-
ships with the business community to create nearly a quarter
of a million new jobs. It was implemented in States with both
Democratic and Republican Governors with much success.
Texas, for example, created nearly 40,000 jobs with this pro-
gram. I(ic has expired as of last September, and it should be re-
instated.

We could also do more to promote successful vocational programs
that integrate vocation and employment-oriented goals and aca-
demic educational programs. However, yesterday, the House Appro-
priations Committee announced that it wants to cut job training
programs by 50 percent. This will certainly not help us.

We continue to live in one of the richest nations on the planet.
We continue to have the resources to solve the problems that we
as a Nation choose to solve. And yet here we seem to have lost
some of our can-do conviction that the economy can indeed improve
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and we can create good jobs for all who need them. I hope that this
Congress will continue to use its power to invest in America and
create jobs.

[The prepared statement of Heather Boushey follows:]
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Thank you, Chairman Davis and Ranking Member Doggett for inviting me here today to testify on
how we can improve our efforts to help unemployed Americans find jobs. My name is Heather
Boushey and I'm a Senior Economist with the Center for American Progress Action Fund.

The basic question for today’s hearing is: Are we doing everything we can to help the unemployed
find jobs? We’ve made progress, but there is much more we can do to focus on generating jobs and
bringing the unemployment rate back down.

In my testimony today, I will make three key points:

e The unemployment problem continues to be caused by too-little aggregate demand.
If we want to help the unemployed, we need to address the output gap, the gap between
what our economy is producing and what it could be producing at full employment.

e Today’s unemployment is not a structural problem. The Great Recession caused the
record-high numbers of unemployed and the record-long spells of unemployment that we’ve
seen.

e Funds spent on benefits and services designed to help the unemployed find new
work have mitigated, not exacerbated the problem. The best economic evidence is that
unemployment benefits and transitional jobs programs have helped, not hurt. What’s more,
by boosting economic growth, the actions we’ve taken have actually made the long-term
deficit smaller than it would have been without action.

Today’s high unemployment is a function of the reality that there simply aren’t enough jobs to go
around because there is not sufficient demand in our economy. The shortfall in aggregate demand
amounts to almost 6 percent of U.S. gross domestic product, primatily due to lost investment and
lost employment, and resulting from the bursting of the real estate bubble and the ensuing Great
Recession. This is the output gap that we need to fill in order to make our economy whole so that
everyone who wants to work can find a job.

While the economy has been growing for six quarters now, businesses have not yet begun to ramp
up hiring. High unemployment not only creates significant hardships for individual families, it
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continues to threaten the employment recovery: The unemployed can’t spend what they don’t earn,
which is why high unemployment directly adds to our nation’s aggregate demand problem. Thus,
there is a direct link between lack of hiring and future economic growth.

To address this, Congtess should focus on three specific policy goals:

e Focus on maintaining the boost in aggregate demand. Investment—including
investment in infrastructure—is the best way to ramp up employment now, while building
the foundation for a high-productivity future.

e Stop adding to the problem of unemployment. In this recession, once someone has lost
their job, they are facing historically low odds of finding a new job. Congtress should seck to
ensure that those who are working can stay in their jobs.

e Help the long-term unemployed beat the odds and find work. We know from decades
of research that the displaced and long-term unemployed are more often at the bottom of
the hiring queue and often suffer years of lowered earnings. Congress should consider
reinvigorating the TANF Emergency Funds that put people to work in public/private
partnerships.

And, T will note, at this point in the economic recovery, the costs of inaction continue to far
outweigh the cost of action. While we need to keep our eye on a growing federal debt, addressing
the scourge of long-term unemployment now will do more to cut future deficits than not.

Insufficient aggregate demand is hindering job creation

The unemployment problem continues to be caused by too-little aggregate demand. If we want to
help the unemployed, we need to address the output gap, the gap between what our
economy is producing and what it could be producing at full employment.

Gross domestic product, or GDP, grew at an annual rate of 3.2 percent in the fourth quarter of
2010, the sixth quarter of positive growth in a row." Much of this growth would not have happened
without the American Recovery and Reinvestment Act and other policies aimed at addressing the
fallout from the financial crisis.

Yet, our economy continues to have what economists call “excess capacity,” which means there is
not enough demand for all the goods and services we have the capacity to produce, and thus not
enough demand for more workers. As of December 2010, capacity utilization was 76 percent, 4.6
percent below its average from 1972 to 2009.” Excess capacity is a technical term that economists
use to describe what Americans are currently seeing everyday around them—excruciatingly high
unemployment, especially long-term unemployment, and the devastation it causes families and
communities all around our nation.

Another way to measure excess capacity is the “output gap,” the gap between what our economy
currently produces and what it would be producing if workers and the economy’s productive assets
were to be used at full employment. The output gap is equal to almost 6 percent of our total gross
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domestic product. (see Figure 1) This is down from 7.5 percent when growth was at its nadir and

just before the American Recovery and Reinvestment Act was passed and signed into law.”
FIGURE 1

U.S. gross domestic product: actual and potential
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And, we are now in another jobless recovery, while profits soar. From December 2008 to September
2010, profits in the nonfinancial corporate sector rose in inflation-adjusted terms by 92.0 percent
before taxes and 93.3 percent after taxes. In September 2010, profits were at their highest point
since at least September 2007, before the recession started.' The nonfarm nonfinancial business
sector is holding more than $1.9 trillion in cash, totaling 7.4 percent of total corporate assets in the
third quarter of 2010—the highest level since the fourth quarter of 1959.°

We can see the lack of urgency to hire due to lack of demand in a wide array of data. For example,
the National Federation of Independent Businesses continues to report that its members—most of
whom have fewer than 40 employees’—see a lack of sales as the key factor that they are concerned
about.” This is an aggregate demand problem: businesses don’t see enough demand for products,
which then hampers hiring. The Federal Reserve’s survey of senior loan officer also shows that
while banks are lending for mergers and acquisitions, which often lead to job losses, they are lending
for investment in plant and equipment that will create jobs and expanding economic opportunities.®
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Even though corporate America is flush with cash, investment is at the lowest level in more than
five decades. So far in this business cycle, from December 2007 to December 2010, business
investment has averaged 10.3 percent of gross domestic product, the lowest average for four
decades. This low level of investment is not because of the cost or availability of capital, which
continues to be at lows not seen since the 1960s.”

Without investment, our resources—the American people—languish in unemployment. A key
challenge for policymakers is sorting out how to encourage investment.

Thus, while the recession ended in June 2009, for everyday Americans there hasn’t been a
recovery. The private sector has been adding jobs every month for neatly a year and averaged
106,000 jobs per month over the past three months." This is a faster pace than economic recovery
in the 2000s, but at this rate, we won’t reach 5 percent unemployment for decades." (see Figure 2)
To get to 5 percent unemployment by November 2012, we’d need to add more than four times the
number of jobs that our economy is adding now—>551,000 jobs each month.

FIGURE 2
Employment projections under four growth scenarios
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There are nearly five workers seeking a job for every opening available. (see Figure 3) In typical
economic times—before this Great Recession—there was about one and a half job seekers for every
job opening.”” Unemployment has stood at or above 9 percent for a record 21 months and
economists predict it will remain this high at least through 2011."” Nearly half of those unemployed
(43.8 percent) have been job searching for at least six months."

FIGURE 3

Ratio of unemployed workers to reported job openings,
monthly, 2000 to 2010
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High unemployment has long-term consequences for workers and their families, as well as our
economy overall. The more than 6 million unemployed workers who have been searching for a new
job for at least six months are unable to make use of their skills or contribute to our nation’s
productive capacity. Consider these facts: Average mature workers who lose a stable job will see
their earnings fall by 20 percent over 15 years to 20 years," and the labor market consequences of
graduating from college in a bad economy ate large, negative, and persistent.'®
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Many workers may never find jobs at the level of the job they lost during this Great Recession.
Recent data from the Bureau of Labor Statistics has found that as of last year at this time among
those who were displaced from their job—permanently losing their job or laid off because their
employer’s plant closed or business failed—between 2007 and 2009, just half (49 percent) were re-
employed. This is lowest re-employment rate on record for the series, which began in 1984. Of
those re-employed in full-time work, more than half (55 percent) were earning less than they had
prior to job displacement."”

The unemployed cannot spend what they don’t earn, a fact that threatens economic
recovery. Families that receive unemployment insurance benefits typically spend these benefits
rather than save them. To put some back of the envelope numbers on this, think of it this way: The
typical worker brings home about $40,000 annually and nearly 14 million are out of work, so without
unemployment benefits, our economy would shrink by about $600 billion." It’s that gap that
unemployment insurance fills and why it’s critical to sustaining the economic recovery. And, why we
can’t just fill the output gap with tax cuts. In a report for the Department of Labor, Wayne Vroman,
economist at the Urban Institute, estimated that the unemployment insurance system closed about
one-fifth (18.3 percent) of the shortfall in the nation’s gross domestic product during the Great
Recession."”

Funds spent on benefits and services designed to help the unemployed
find new work have mitigated, not exacerbated the problem

Unemployment benefits are good for the economy and in high unemployment times like the current
labor market, they do not hinder workers from finding employment. The argument that helping the
long-term unemployed encourages them to remain unemployed rather than seek work ignores the
reality that there are nearly five job seekers for every one job opening. Further, there have been a
number of new research papers that show that unemployment benefits do not extend spells of
unemployment in any economically meaningful way.

Research from the 1970s and 1980s that examined when people exit unemployment benefits found a
“spike” in workers exiting just as their unemployment benefits expired. However, much of this
research relied on data that only measured exit from benefits, not whether the individual actually
became re-employed. A key paper in the early literature was by Harvard economist Lawrence Katz
and University of Chicago economist Bruce Meyer who found that there were sharp increases in the
rate at which workers with unemployment benefits exited unemployment for employment that
coincided with the time when unemployment benefits were likely to lapse. However, there was no
such spike for those who did not receive unemployment benefits.””

However, in testimony before the U.S. Congtessional Joint Economic Committee in April 2010,
Katz himself noted that “much of the responsiveness in this analysis came from firms and industries
using temporary layoffs and the sensitivity of recall dates to unemployment insurance benefits.””
Temporary layoffs are less common now than during the 1970s and early 1980s downturns. More
recent research suggests only modest effects of unemployment benefits on the timing of finding
employment:
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e San Francisco Federal Reserve economists Rob Valletta and Katherine Kuang analyzed data
on unemployed individuals during the Great Recession and calculated that, in the absence of
extended benefits, the unemployment rate would have been about 0.4 percentage points
lower at the end of 2009, or about 9.6 percent rather than 10 percent.”

e Using panel data from Austria, University of Berkeley economists David Card and Raj
Chetty found that “fewer than 1 percent of jobless spells have an ending date that is
manipulated to coincide with the expiration of UT benefits.”* Based on existing empirical
research using U.S. data, Raj Chetty noted that a 10 percent increase in the value of UI
benefits increases unemployment durations by four to eight percent.”

e Economists David Card and Phillip B. Levine found that additional weeks of unemployment
benefits only increased the fraction of workers who exhausted—that is, used up all
unemployment benefits available to them—by one to three percentage points, and had the
program run long enough to affect claimants from the first day of their spell, the average
recipient would have collected regular benefits for just one extra week.”

Other empirical work shows how unemployment benefits give workers the time to search for a new
job. Massachusetts Institute of Technology Economist Jon Gruber found that unemployment
insurance smoothes consumption for households with an unemployed worker, which helps them
maintain their spending even in the face of a job loss.”* UC Berkeley economist Raj Chetty estimated
that 60 percent of difference in the length of time workers spend unemployed if they have
unemployment benefits is due to a liquidity effect—a constraint on household finances because they
have little access to cash in the short-term—rather than to reduced incentives to search for a new

i ob?

Unemployment is not a structural problem

While some groups have been harder hit than others, today’s unemployment is not a structural
problem. In May of 2007, the unemployment rate was 4.5 percent. Just over a year and a half later,
the private sector was shedding 700,000 to 800,000 jobs per month and unemployment continues to
linger at 9 percent.28 For the unemployment problem to be structural, it would have to be the case
that our nation’s workers and employers all of a sudden become mismatched due to some new set of
technological advances that made 1 in 10 workers instantaneously obsolete. There is no evidence
that this has been the case in the years since 2007.

There are a number of ways to think about this. First, if today’s high unemployment were largely
about shifting workers out of the sectors hardest hit by the bursting of the housing bubble—
primarily construction—job losses would have to be concentrated there. But, the distribution of job
losses due to the Great Recession has been fairly broad and widespread across industries,
contradicting the idea that there are one or two sectors that U.S. workers need to transition out of.
Manufacturing, professional and business services, transportation and warehousing, financial
activities, leisure and hospitality, and information services have all lost a larger share of jobs than
construction.

Further, if unemployment was structural, the money pumped into the economy through the
extraordinary monetary and fiscal policies enacted over the past few years would have led to higher
prices. The logic is that if more money were chasing a limited pool of workers or capacity, then
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prices should go up. Yet, in fact what we’ve seen is the opposite. Over the past year, prices have
risen by less than one and a half percent, below what the Federal Reserve considers the target rate of
two percent.”

If the problem with unemployment were structural, the primary policy lever to address this is
education and training. There are many reasons for policymakers to be concerned about the skills of
the U.S. labor force: American students are consistently behind their academic peers internationally.
According the U.S. Department of Education, out of 30 peer countties, students in the United
States were ranked 30th for math, 23rd for science, and 17th for readjng.w However, even if
unemployment was a structural problem and training and education could solve it, this is not a
solution that can address our immediate high unemployment. Setting up those programs and getting
workers the skills they need will take time, and our economy will not see the fruits of those
endeavors for years. Investing in education is critical for our economy, but it cannot solve our
current unemployment problem.

Addressing aggregate demand has shown good results

Congtress has taken important steps to encourage private-sector job creation. The Congressional
Budget Office credits the American Recovery and Reinvestment Act, or ARRA, signed into law in
February 2009 with saving or creating 1.4 to 3.6 million jobs in 2010 and they estimate that 2.6
million jobs will be saved or created in 2011.”' The Recovery Act kept teachers in schools and police
officers on their beats, even as tax revenues fell. It kept money flowing into the pockets of the long-
term unemployed, which in turn has not only helped those individual families hardest hit by the
Great Recession, but also helped keep dollars flowing into their local communities. It helped
unemployed workers access health care, undoubtedly mitigating the well-documented negative
health effects of unemployment.

Economists Alan Blinder and Mark Zandi estimated that the Recovery Act and other fiscal policies
have saved or created 2.7 million jobs. and without them unemployment would stand at 11 percent
and job losses would have totaled 10 million. On top of this, they estimate that if nothing had been
done to address the financial crisis—no Troubled Asset Relief Program, no bailouts of American
International Group Inc, and no investment in the auto industry—our economy would have 5
million fewer jobs than we do today and unemployment would be sharply higher, at 12.5 percent.”

Even with the success of the Recovery Act, there have been clear indications since 2009 that in
order to fill in the output gap and lower unemployment, Congress will need to focus on policies that
raise, not lower, aggregate demand.”® As Federal Reserve Chairman Ben Bernanke noted this January
in testimony before the U.S. Senate Committee on the Budget:

Our nation’s fiscal position has deteriorated appreciably since the onset of the financial crisis and the
recession. To a significant extent, this deterioration is the result of the effects of the weak economy
on revenues and outlays, along with the actions that were taken to ease the recession and steady
financial markets. In their planning for the near term, fiscal policymakers will need to continue
to take into account the low level of economic activity and the still-fragile nature of the
economic recovery (emphasis added).>*
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In this Great Recession, sustained government spending until the recovery hits its full stride is the
best—and only—option to push the unemployment rate down. Because the Great Recession was
preceded by a massive financial crisis, we knew from day one that it was likely to be deeper and
more protracted than more recent recessions.” We've also known for over two years now that the
Federal Reserve has no more room to lower interest rates to boost demand.”®

In other recent recessions, lowering interest rates was sufficient to push the economy toward
sustainable growth, but this time it’s not possible. The last recession that brought us double-digit
unemployment, in the 1980s, was caused by tightening of monetary policy by the Federal Reserve
under Chairman Paul Volcker as they were trying to address rampant inflation. The Federal Funds
Rate hit nearly 20 percent in 1981, which stopped inflation but then also gave the Federal Reserve a
great deal of room to lower rates to encourage economic activity.”

To boost growth, the Federal Reserve has pursued quantitative easing, using the proceeds from the
central bank’s mortgage bond portfolio to buy long-term government debt. That is, they are using
unorthodox methods of pumping money into an economy and working to lower interest rates that
central bankers do not usually control. Their effect is the same as printing money in vast quantities,
but without ever turning on the printing presses. The Federal Reserve’s response to the Great
Recession has been effective in lowering interest rates and addressing the crisis in the banking
system, however, it has not yet successfully increased investment or led to sufficient job creation.

It is important to remember that by taking actions to avert greater unemployment, we
averted a bigger federal deficit. The steps taken to shore up our economy have ended up being a
better investment for jobs and for the deficit than doing nothing at all. (see Figure 4) Economists
Blinder and Zandi estimated that had Congtess done nothing, the deficit would have ballooned to
more than 2.5 times as large as it did, hitting more than $2 trillion by the end of the 2010 fiscal year,
$2.6 trillion in fiscal year 2011, and $2.25 trillion in fiscal year 2012. In actuality, they estimate that by
the end of the 2010 fiscal year, the federal budget deficit will be $1.4 trillion and it will fall to $1.15
trillion in fiscal year 2011 and $900 billion in fiscal year 2012.%*

The most important reason for the rise in the deficit is rising unemployment and falling incomes.”
In 2009, federal receipts were $419 billion below 2008 levels, a 17 percent drop, which was the
largest decline from one year to the next in more than 70 years. Individual income tax receipts
decreased by 20 percent, and corporate income tax revenues plummeted by more than 54 percent,
which means corporations paid less than half in taxes than they paid the year before.”

Yet there is a rising chorus of voices singing the praises of deficit reduction over the benefits of
saving our economy through expansionary fiscal policies. Once our economy recovers, of course,
the deficit must be addressed, but until unemployment begins to fall and the economic recovery is
firmly in train, these voices push us in the wrong direction. Their rhetoric argues that we not burden
the next generation with unsustainable debts, but the reality is this: by not boosting demand for
goods and services by helping existing excess capacity—the nearly 14 million currently-unemployed
workers in our country—millions of workers will find no means of support today and will see their
economic future grows dimmer by the week.
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FIGURE 4

Federal budget deficit, in billions, 2005-2012
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Policy recommendations

Unlike any point in the decades since before World War II, the challenge of laying the foundation
for a strong economy lies with you and this body of government. These are unusual times because it
continues to be the case that fiscal policy is the primary lever that the federal government has at its
disposal to spur economic growth. I urge you to consider that these extraordinary times call for
extraordinary action—continued spending to aid to the long-term unemployed. The sense of
imminent collapse of our financial sector, thankfully, now appears behind us, but the fallout for our
economy remains and it is just as dramatic and continues to require bold steps.

Congtess should focus on three specific policy goals:

10
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e Focus on maintaining the boost in aggregate demand. Investment—including
investment in infrastructure—is the best way to ramp up employment now, while building
the foundation for a high-productivity future.

e Stop adding to the problem of unemployment. In this recession, once someone has lost
their job, they are facing historically low odds of finding a new job. There are ways Congress
can act to keep people in the jobs they have now.

e Help the long-term unemployed beat the odds and find work. We know from decades
of research that the displaced and long-term unemployed are more often at the bottom of
the hiring queue and often suffer years of lowered earnings. Specifically, Congress should
consider reinvigorating the TANF Emergency Funds that put people to work in
public/private partnerships.

Let’s be clear: An overgrown financial sector, bloated on the real estate bubble it helped create,
threw our economy into crisis. Moving forward, policymakers must continue to ensure that financial
markets are focused on making funds available to promote investment in America, not just
speculation and dividends for those in the financial services industry. We need vibrant capital
markets so that innovative companies can access funds to invest; we do not need innovative
financial products to allow Wall Street to siphon off these funds for its own gain.

Boost aggregate demand

Investment is the key to creating jobs now and building the foundation for a high-
productivity future. The American Society of Civil Engineers estimates that we need to spend at
least $2.2 trillion over the next five years just to repair our crumbling infrastructure.” This doesn’t
even include things like high-speed rail, mass transit, and renewable energy investments we need to
free ourselves from foreign oil and climate change.

In January, the Commerce Department reported that private business investment in overall
buildings, factories, and equipment grew only $18 billion, while investment in new buildings and
factories grew only $700 million, adding just 0.13 percent to the growth in U.S. gross domestic
product. As CAP economist Adam Hersh put it, “The tepid investment recovery is particularly
troubling, given that in the 2001 to 2007 business cycle expansion, we’d already experienced the
slowest investment growth rate since World War II. Making matters worse, much of that investment
was misallocated into nonproductive residential and commercial real estate.”*

Federal Reserve Chairman Ben Bernanke was right last week when he said the recovery is not truly
established until the unemployment rate returns to a normal level.” Bringing unemployment down
will require both increased investment, which is currently lower than in past recoveries, and a strong
middle class that has the jobs and incomes to maintain consumption. Policy makers should continue
to encourage investment in infrastructure and in the skills of our nation’s workforce and make sure
that these investments create good jobs, the kind that will rebuild our middle class.

The Obama administration had proposed a $50 billion fund, which is a good start, but we need to
invest more to both address today’s jobs problem and lay the foundation for long-term economic

11
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growth. Infrastructure has been a traditionally bipartisan issue and one that hopefully this Congress
can build a bridge across the aisle to address.

The unemployment insurance system and other automatic stabilizers must remain in
working order. Filling the gap in demand will require continued attention to one of the key sources
of demand: high unemployment. Most of the state’s unemployment insurance trust funds are
insolvent as 30 states’ and the U.S. Virgin Islands owing a total of $43 billion and the debt could rise
to $90 billion by the end of 2013.* The loans from the federal government will require that in 2011,
25 states must pay an extra $2 billion in federal unemployment taxes levied on employers, an
increase of 30 percent over 2010."

We all have an interest in not seeing the cost of hiring workers rise as firms struggle to ramp up
hiring, but we also need to make sure that the unemployment insurance system has the integrity to
continue to act as an important automatic stabilizer. Recent analysis shows that this system
generated significant positive economic effects and kept unemployment from rising to more than 11

6
percent. *

Stop adding to the problem: If someone has a job, help them keep it

One of the striking things about the Great Recession is that the market for job seckers is the worst
in generations. The best thing to do for the long-term unemployed is to make sure our economy
stops creating unemployment. A key piece of that is to keep recovery dollars flowing until the
economy recovers. Here are three tested policies to focus on:

Aid to the states. Reductions in government spending are not only dragging down U.S. economic
growth, but also reducing overall employment. Reductions in government spending pulled down
U.S. economic growth by 0.1 percent over the fourth quarter of 2010. The recession has had a
devastating impact on states’ fiscal health. Unlike the federal government, states cannot deficit spend
and have to make difficult choices amid declining revenue and a weak economy. According to the
Center on Budget and Policy Priorities, “Thus far some 44 states and the District of Columbia are
projecting budget shortfalls totaling $125 billion for fiscal year 2012.” If nothing is done, this will be
the worst year on record for state budgets and it comes on top of sharp lay-offs over the past
years."

This has negatively impacted the job market: In January, local governments shed another 10,000
jobs, for a total of 366,000 since their peak in September 2008, nearly three-quarters of which were
jobs held by women. State governments shed 2,000 jobs in January and 69,000 since their peak in
September 2008.** As of January 2011, 39 percent of those unemployed who had jobs in the public
administration industry have been out of work and searching for a job for at least six months.”

Simply put, schools are laying off teachers, public universities are trimming their staffs, and
community colleges are cutting back. These cutbacks are one of the most unfortunate outcomes of
the fiscal crisis precipitated by the Great Recession and constitute not just lost jobs now, but also
eventually worse educational outcomes for tens of millions of students across the country—
consequences that will have long-term negative effects on the economy.
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Helping state and local governments and school districts boasts clear advantages over many of the
alternatives. First, the added resources will immediately and directly boost employment in a very
hard hit sector. Distinct from the private sector, job cuts are being forced exclusively by impossible
budget situations, not by a lack of demand for services. Ameliorating those budget dilemmas will
result in more jobs. Second, additional aid will prevent further cuts to state and local education
systems—investments that will pay dividends far beyond the current recovery.

Work-sharing. When businesses need to cut back on staffing, they have two options: lay off
workers or reduce hours. There are strong incentives in our labor market to simply lay off
workers—benefits are often tied to the worker, not their hours.

Cutrently, 17 states have opted into the “short-time compensation” or “work-sharing” program
within their unemployment insurance system, which allows workers to receive partial benefits from
the unemployment insurance system if their hours have been reduced, not just if they lost their job
or their pay is reduced. The unemployment insurance system also provides partial benefits to
workers whose wages have been cut (including due to working part-time), but the thresholds are
fairly low. The unemployment benefit is typically equal to the difference between the weekly benefit
amount and earnings, and all states disregard some earnings as an incentive to take short-time
work.”” Mark Zandi estimates that the multiplier for the short-term compensation program would
be relatively high: for every dollar spent on the program, $1.69 would be added to our economy’s
output.”

Short-term compensation or work-sharing proposals have been garnering wider support over the
past ye::lr.52 New evidence from Germany shows that “short-term work programs,” which encourage
employers to reduce hours rather than lay off workers, can significantly reduce unemployment.
While output fell more in Germany during the Great Recession than it did in the United States
(through winter 2010), the German unemployment rate actually decreased, while the U.S.
unemployment rate has risen 4 percentage points. Recent research by the International Monetary
Fund points to the importance of the massive expansions to Germany’s short-term work program
(Kurzarbei), which led to hours reductions but not unemployment.”

These findings are not directly applicable in the United States as the program was implemented in
largely union settings, but it should encourage Congress to examine this kind of policy. Congress
should promote nationwide implementation of the short-term compensation program by
encouraging the Department of Labor to provide clear guidance on the program and encourage
more states to adopt it.™ Congtess could adopt a technical amendment as part of an extension of the
federal Emergency Unemployment Compensation program or another vehicle. Enactment of an
amendment would send a clear signal that states should adopt short-time compensation laws as an
option for employers.

Help the unemployed beat the odds and find a new job

The literature is clear: The long-term unemployed suffer greater and are at risk of never regaining as
strong a foothold in the labor market. Many who cannot find work will end up moving from
unemployment benefits to Social Security Disability Insurance, an even greater likelihood if
unemployment benefits for the long-term are not restored.” Especially for younger workers, the

13
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lifetime costs of unemployment can be startlingly high. There are ways that Congress has and can
continue to help:

Reinstate TANF Emergency Funds. This program was funded through the American Recovery
and Reinvestment Act but expired on September 30, 2010. It led to partnerships with the business
community to create 250,000 new jobs for low-income and long-term unemployed workers.
Extending this program for another year would continue to create thousands of jobs for long-term
unemployed workers. The TANF Emergency Fund gave states over $1 billion to operate subsidized
jobs programs and promoted public-private partnerships. This program was implemented in states
with both Democratic and Republic governors, with much success. Texas, for example, created
nearly 40,000 jobs with this program.™

Recent polling shows that 8-in-10 voters favor Congress continuing to fund the TANF Emergency
Program, which was described in the poll as “states partnering with the private sector to create
temporary subsidized jobs to move low-income parents from welfare to work.””” Congress should
refund this program and put people back to work.

Promote successful vocational programs. There are successful models for how community
colleges can partner with the private sector to create vocational programs that work. To train the
next generation of workers, we need to make sure that our educational institutions are adequately
addressing the real training needs of employers. One way to do this is through the “new
vocationalism” movement, which seeks to integrate vocation and employment-otiented goals in
academic educational programs. A key way that this has been happening around the country is
through partnerships between community colleges and businesses.”

There are a variety of success cases and recommendations that policymakers “promote systematic
innovation by reviewing federal, state, and local finance and regulation to facilitate the ‘good
practice’ innovations.”” Federal and state policy makers can ensure that formula funding streams
and regulations do not stifle good practice when partners ate building an alternative education
program; use competitive grant funds to promote partnerships that emphasize sustainable, systemic
change; and continue to emphasize desired student outcomes to keep community colleges and
partners focused on innovation. Policymakers should also look at what tools and information we
need to really measure the value of good practice and gather the data needed to make it an evidence-
based best practice.”

Invest more in national service programs such as AmeriCorps, VISTA, YouthBuild, and the
youth service and conservation corps, which could create full-time positions for young people.
These investments would in most cases be paid for jointly, by public and private resources. Investing
$830 million in fiscal year 2011 could create 60,000 jobs. Most of these jobs would be in nonprofit
organizations.”'

Invest in a summer youth employment program. The summer youth employment program does
more than provide hundreds of thousands of youth with seasonal employment opportunities; it has
the potential to change the long-term employment prospects of disadvantaged youth who might
otherwise by disconnected from the labor market. Youth get the experience and support they need
to access entry-level jobs as they transition to adulthood through training in hard and soft jobs skills
and exposure to services offered by community organizations.

14
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Improve employment services. Research shows that employment services and job search
assistance can be helpful to unemployed workers.” Currently, the Workforce Investment Act
systems are not designed to stay with a worker over time; they are instead focused on quick job
placement. For the long-term unemployed, it may be challenging to get them into a job quickly and
Congtess should provide the one-stops with flexibility and funding to provide professional career
counseling services.

Improvements to employment services can be done through WIA and Wagner-Pizer Act funding.
One idea is to require that one-stop career center partners include opportunities to provide career
guidance across agencies as part of their Memorandum of Understanding for co-location at the
center.”’ The Department of Labor’s new website, www.mynextmove.org, seeks to help workers
identify career paths and skills necessary, though an interactive web-based tool.

Conclusion

T’d like to come back to the question of: Are we doing everything we can to help the unemployed
find jobs? Earlier this week, in the Financial Times, Congressman Darrell Issa (R-CA) made the case
that “President Barack Obama’s $814bn economic expansion has woefully failed to reach each of its
self-imposed targets.”* The economy has not come back to full employment, which is clearly a goal
that we all share. But the reality is that employment has not returned not because we acted together
as a nation to address high unemployment, but because we did not act enough.

The nearly 14 million people out of work today would be better off if we used our nation’s resources
to spur, not halt, economic growth. We now know that the perception of prosperity in the 2000s
was in many ways a mirage. The housing bubble and financial innovations and the Great Recession
masked deeper structural problems. The housing bubble, rapid growth of the real estate and
financial sectors, and debt-fueled growth during the Bush era masked what were otherwise largely
negative trends for American workers.

We continue to live in one of the richest nations on the planet. We have the resources to solve
problems that we decide to solve. We’ve had enough money to give billions away in tax cuts for the
very wealthiest among us. And yet, we seem to have lost our can-do conviction that the economy
can indeed improve, that we can again create good jobs for all who need them. There appears to be
a growing acceptance that slow job creation is “just the way things are.” A growing fatalism
convinces us that the economy will be stuck at the bottom for quite some time.

These diminished expectations aren’t merely evidence of a national funk; they also pose a real threat
to our economy—not just by making businesses and consumers less willing to invest in the future,
but also by letting elected officials off the hook. We need greater investment to bring down
unemployment, but the widespread idea that we are doomed to austerity gives policymakers an
excuse not to tackle the problem.

In closing, I would like to underscore the urgency of Congress continuing to address long-term

unemployment. In May 2010, Christine Romer, then-chair of the Council of Economic Advisers
said:

15
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It would be penny-wise but pound-foolish to try to deal with our long-run problem by tightening
fiscal policy immediately or foregoing additional emergency spending to reduce unemployment.
Immediate fiscal contraction would inevitably nip the nascent economic recovery in the bud—just as
fiscal and monetary contraction in 1936 and 1937 led to a second severe recession before the
recovery from the Great Depression was complete. And nothing would be more damaging to our
fiscal future than a protracted recession and permanently higher unemployment.6s

Addressing the deficit is certainly an important concern, but economists are largely in agreement that
cutting back on government spending before the recovery has fully taken hold is not the right policy.
In fact, it could exacerbate unemployment. Record-high long-term unemployment will remain until
employers begin hiring in much larger numbers than they are today. Because we are in the unusual
situation of a recession following a financial crisis and because policymakers have already tapped
into expansionary monetary policy as far as they can, using the “power of the purse” is necessary to
push the economy into a self-sustaining recovery. If we do that and lay the foundation for a strong
recovery, we will be in a much better situation to address the deficit in the years to come.
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STATEMENT OF DOUGLAS J. HOLMES, PRESIDENT, UWC-STRA-
TEGIC SERVICES ON UNEMPLOYMENT AND WORKERS’ COM-
PENSATION

Mr. HOLMES. Thank you.

Chairman Davis, Ranking Member Doggett, Members of the Sub-
committee, I am Doug Holmes, President of UWC-Strategic Serv-
ices on Unemployment and Workers’ Compensation. We are a na-
tional organization representing business, particularly in research
and policy related to unemployment and workers’ compensation.

Thanks to you, Mr. Chairman, for your leadership in scheduling
this hearing so early in the session to enable a fresh analysis on
the heels of recent unemployment data from the Department of
Labor and the Bureau of Labor Statistics.

As the economy turns a corner to recovery, new strategies are
needed to address lingering high unemployment rates and con-
tinuing large numbers of long-term unemployed claimants. The
new year calls for new solutions to match the problems at hand.
The following observations will help frame the discussion.

First, the unemployment rate remains too high. Job openings are
lagging the recovery. The number of mass layoffs has fallen. The
number of initial applications for State unemployment compensa-
tion is declining, and the 4-week moving average of 415,500 initial
claims is getting close to the 400,000 mark that is generally indic-
ative of nonrecessionary periods. Total unemployment rates vary
considerably State by State. We have 10 States that have unem-
ployment rates of less than 7 percent, and we have 10 States with
10 percent or above.

Employers who plan to hire new employees are still uncertain,
however; and in addressing how to help Americans find jobs really
three steps should be taken:

First, encourage job creation by avoiding increases in the
cost of hiring and employment; second, encourage unemployed
workers to seek and accept work that is available in the mar-
ketplace; and, third, improve the efficiency of the system to
match unemployed workers with jobs that are available in the
marketplace.

This three-pronged approach removes barriers to job creation and
encourages the more active and efficient matching of workers seek-
ing work and employers filling employment needs.

First prong, reduce the cost of hiring and employment. State un-
employment insurance taxes as a percent of total wages increased
on average from 2009 to 2010 by 34 percent, with larger increases
expected for 2011 and 2012. Special State taxes paid by employers
to repay Federal interest on loans are also increasing. Thirty-one
States and jurisdictions have outstanding loans of $42.4 billion;
and $1.3 billion in interest is due this year on September 30, with
more than $1.6 billion continuing to be due on an annual basis.

FUTA taxes are increasing. Employers in Indiana, Michigan, and
South Carolina have already been required to pay increased FUTA
taxes for 2009 and/or 2010; and employers in 21 additional States
will be subject to an increased FUTA tax for 2011. The increased
tax is projected to cost employers approximately $2 billion for 2011
and $4 billion for 2012. Congress should, in response to this first
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issue, provide a waiver of the interest on loans to States to pay un-
employment compensation for 2011 and 2012 and also waive the
FUTA offset credit penalties for 2011 and 2012.

Second prong of the three-pronged strategy: encourage unem-
ployed workers to seek and accept work. In a recent survey of State
unemployment insurance agencies, 39 States reported broad excep-
tions to the general work search requirements, and one State re-
ported that it had no work search requirement at all. The excep-
tions have in many cases consumed the rule. Individuals in many
States may be able to apply online, submit claims for unemploy-
ment compensation online with electronic self-attestation of their
work search activities, and have benefits directly deposited into
their bank accounts. The entire application and weekly claims pay-
ment process may be completed with very little contact by the
claimant with a one stop or employment services office.

Work search requirements for Federal programs and standards
for State work search requirements should be enacted to send the
appropriate signal to claimants that active work search efforts are
expected and required.

The Federal extended benefit program should also be reformed to
identify areas where emergency and extended benefits might be
curtailed to save some important dollars in target money appro-
priately.

Finally, the third prong is to implement initiatives and provide
services that are most effective in assisting unemployed workers in
returning to work. Such programs have been described. Utah and
Texas are good examples of this.

Thank you very much.

[The prepared statement of Douglas J. Holmes follows:]

Prepared Statement of Douglas J. Holmes President, UWC-Strategic
Services on Unemployment & Workers’ Compensation

Chairman Davis, Ranking Member Doggett, and Members of the Subcommittee on
Human Resources, thank you for the opportunity to testify on the topic of improving
efforts to help unemployed Americans find jobs.

I am Douglas J. Holmes, President of UWC-Strategic Services on Unemployment
& Workers’ Compensation (UWC). UWC counts as members a broad range of large
and small businesses, trade associations, service companies from the Unemployment
Insurance (UI) industry, third party administrators, and unemployment tax profes-
sionals. The organization traces its roots back to 1933 at the time when unemploy-
ment insurance was first being considered for enactment.

Thanks, Mr. Chairman, for your leadership in scheduling this hearing early in the
Congressional session to enable a fresh analysis of the economy on the heels of re-
cent unemployment and jobs information released last week by the U.S. Department
of Labor and the Bureau of Labor Statistics. As the economy turns the corner to
recovery, new strategies are needed to address lingering high unemployment rates
and continuing large numbers of long term unemployed claimants. The new year
calls for new solutions to match the problems at hand.

The following observations and data may help frame the discussion.

The Unemployment Rate remains too high. In a December 2010 Issues paper
prepared by James M. Borbely, an economist in the Division of Labor Force Statis-
tics, Office of Employment and Unemployment Statistics, U.S. Bureau of Labor Sta-
tistics (BLS), Mr. Borbely provides a revealing comparison of the impact of the
2007-2009 recession and the previous four recessions with respect to the proportion
of the labor force that is unemployed.

For the first 8 months of all five recessions, the unemployment rate followed a
similar upward trend, increasing by about 1 percentage point. During the 2007-09
recession and the two long recessions of the 1970s and 1980s, the unemployment
rate increased by an additional 3 percentage points or so during the next 8 months
of the downturn. However, after 16 months, the similarity disappears as the unem-
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ployment rate in the 2007-09 recession continued to trend upward for several
months. The 2007-09 recession ended in June of 2009, the trough of the high unem-
ployment rate following the recession was 10.1 percent in October of 2009. It has
now been 16 months since the trough of high unemployment yet the unemployment
rate remains much higher than at this time during any other of the post recession
periods since the 1970s.

Job openings are lagging the recovery. The number of job openings reported
by the Job Openings and Labor Turnover Survey Highlights published by BLS on
January 11, 2011 shows that job openings declined to their lowest point one month
after the end of the recession in July of 2009 and employment levels declined
through December of 2009. Since that low point job openings and employment have
trended up, but the number of hires only increased by 9 percent from June of 2009
to November of 2010. Hires totaled 4.2 million in November.

The number of mass lay-offs has fallen. The number of mass layoffs reported
by BLS for December 2010 decreased from the prior month and reached its lowest
level since April 2008. The number of mass lay-offs fell from 2009 to 2010 for tem-
porary help services, school and employee bus transportation, motion picture and
video production, professional employer organizations, automobile manufacturing,
and discount department stores.

The number of initial applications for state unemployment compensation
is declining. The number of initial state applications has dropped from 682,176 at
the end of January of 2009 to 490,000 in 2010 and now to 415,000.

Despite the reduction in the number of initial applications, the number
of ongoing federal and state unemployment compensation weekly claims
remains much higher than at this point after any of the previous reces-
sions. The series of federal measures taken to enact emergency unemployment com-
pensation, additional compensation, relaxation of the triggers for extended benefits,
and incentives to states to expand benefits enacted in the American Recovery and
Reinvestment Act (ARRA) have resulted in a much larger number of unemployment
claims being filed and unemployment compensation paid than any of the prior four
recessionary periods. We now have 14 million unemployed individuals, and of those
claiming unemployment compensation the average duration of claims is more than
34 weeks.

Total unemployment rates vary considerably state by state. The industrial
mix and volatility of the local economies in the states varies considerably. Ten
states; Hawaii, lowa, Kansas, Nebraska, New Hampshire, Oklahoma, South Dakota,
Vermont, Virginia and Wyoming, have three month total average unemployment
rates of less than 7.0%. Ten states; California, Florida, Georgia, Kentucky, Michi-
gan, Nevada, Oregon, Rhode Island, and South Carolina have unemployment rates
of 10.0% or above.

Employer plans to hire new employees are still uncertain. The results of
the monthly January economic survey conducted by the National Foundation of
Independent Business (NFIB) showed that 11 percent of business owners reported
increasing employment at their firms by an average of 2.8 workers while 15 percent
reported reducing total employment an average of 2.9 workers per firm. Improved
confidence on the part of small business owners is critical to new job creation.

In addressing how to help Americans find jobs, three steps should be taken; (1)
encourage job creation by avoiding increases in the cost of hiring and employment,
(2) encourage unemployed workers to seek and accept work; and (3) improve the ef-
ficiency of the system to match unemployed workers with jobs available in the mar-
ket place.

REDUCE THE COST OF HIRING AND EMPLOYMENT

It is generally recognized by economists that increasing taxes during a period of
nascent economic recovery is counterproductive. Congress as recently as December
reduced the social security payroll tax to help spur the economy. Despite widespread
recognition that now is not a good time, there are a number of automatic tax in-
crease provisions in federal and state law that have begun to increase state and fed-
eral unemployment taxes paid by employers. These increases come at the very point
in the economic cycle that such increases impair employers’ ability to hire employ-
ees.

State unemployment taxes are dramatically increasing. State Ul taxes as
a percent of total wages increased on average from 2009 to 2010 by 34% with larger
increases expected for 2011 and 2012 as states and employers in many hard hit
states struggle to restore solvency to state unemployment trust funds that have
been savaged by the recession and historically high unemployment claims loads.

Special state taxes paid by employers to repay federal interest on loans
are increasing. States with outstanding loans with the Federal Government
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through Title XII of the Social Security Act, effective January 1, 2011 are required
to pay interest on the loans as a condition of receiving administrative funding for
the UI program and as a condition of employers in the state receiving the normal
state offset against the Federal Unemployment Tax (FUTA).

The first statutorily required payment is due on or before September 30, 2011.
As of February 3, 2011, thirty-one states and jurisdictions had outstanding loans of
$42.4 billion. States and/or employers in the following states will be impacted with
interest charges; Alabama, Arizona, Arkansas, California, Colorado, Connecticut,
Delaware, Florida, Georgia, Hawaii, Idaho, Illinois, Indiana, Kansas, Kentucky,
Massachusetts, Michigan, Minnesota, Missouri, Nevada, New Hampshire, New Jer-
sey, New York, North Carolina, Ohio, Pennsylvania, Rhode Island, South Carolina,
Vermont, Virgin Islands, Virginia, and Wisconsin.

Interest due to be paid on these loans is estimated on an annual basis to exceed
$1.6 billion with the amount to be paid by September 30th of approximately $1.3
billion. Much of this cost will be paid by employers through increases in existing
or new special state payroll taxes. The additional tax on payroll will add to the al-
ready dramatically increasing state unemployment taxes and discourage the cre-
ation of jobs in 2011 and 2012.

FUTA taxes are increasing. Employers are required to pay automatic increases
in the Federal Unemployment Tax in states with outstanding federal loans. Employ-
ers in Indiana, Michigan and South Carolina have already been required to pay in-
creased FUTA taxes for 2009 and/or 2010, and employers in twenty-one additional
states, including Alabama, Arkansas, California, Connecticut, Florida, Georgia,
Idaho, Illinois, Kentucky, Minnesota, Missouri, North Carolina, New Jersey, Ne-
vada, New York, Ohio, Pennsylvania, Rhode Island, Virginia, Virgin Islands, and
Wisconsin will be subject to an increased FUTA tax for 2011. The increased tax is
projected to cost employers approximately $2—3 billion annually for 2011 and 2012.

It is no wonder that employers are hesitant to take on the additional cost of hiring
additional employees given the increases in unemployment insurance related payroll
taxes and uncertainties as to the cost of doing business. A coordinated effort on the
part of the states and the Federal Government is essential in response to the sky-
rocketing taxes.

Provide short term relief from Federal Unemployment Tax Penalties

Congress should (1) provide a waiver of the interest on loans to states to pay un-
employment compensation for 2011 and 2012, and (2) waive FUTA offset credit pen-
alties for 2011 and 2012.

These steps will reduce the cost of hiring that would otherwise automatically in-
crease without action by Congress.

ENCOURAGE UNEMPLOYED WORKERS TO SEEK AND ACCEPT WORK

The number of unemployed workers being hired is not large enough to signifi-
cantly reduce the total unemployment rate or the number of long term unemployed
workers. This suggests a solution that stresses not only the creation of new jobs but
unemployed workers must be more actively engaged in searching for and accepting
work that is available in the labor market and/or choose the training needed to ob-
tain the skills and abilities that are in demand in the new economy.

Some of the federal funds projected to be spent on additional weeks of emergency
or extended unemployment compensation at this point in the recovery may actually
produce a disincentive for active job search. The addition of 13 weeks of federal ex-
tended benefits is generally recognized by the Congressional Budget Office (CBO)
as having the effect of increasing the duration of state unemployment compensation
on average by more than two weeks.

There are record numbers of long term unemployed, many of whom are being paid
emergency unemployment compensation and extended benefits. The U.S. DOL re-
port for the week of January 15, 2011, shows 3,653,080 individuals were paid EUC
and 898,381 were paid regular extended benefits.

In a recent survey of state unemployment insurance agencies conducted for UWC
by the National Foundation for Unemployment Compensation and Workers’ Com-
pensation, 39 states reported exceptions to the general work search requirements
and one state reported that it had no work search requirement as a condition of
eligibility for unemployment compensation.

Exceptions to work search requirements ranged from a general exception when
the state unemployment rate exceeded 8.5% to situations where individuals are at-
tached to prior employment and expect to return to work, seek work through hiring
halls or temporary services, are in approved training, or are between terms of em-
ployment for a seasonal employer.
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The advent of claims systems designed to enable easier claims processing and
faster payment, unfortunately, has resulted in a lower degree of verification of indi-
viduals actively seeking work as a condition of weekly payment. Although millions
of individuals are filing tens of millions of weekly claims, there are very few individ-
uals who anticipate that their claims will be denied for failure to seek work. Individ-
uals in many states may be able to apply on line, submit claims for unemployment
compensation on line with electronic self-attestation of their work search activities,
and have benefits directly deposited into their bank accounts. The entire application
and weekly claims and payment process may be completed with very little contact
by the claimant with a one-stop or employment services office.

Increase Job Search Requirements and Reform Federal Extended Benefit
and Emergency Programs

Work search requirements for federal programs and standards for state work
search requirements should be enacted to send the appropriate signal to claimants
that active work search efforts are expected and required as a condition of receiving
unemployment compensation. Work search efforts should be recorded and verifiable.

The federal extended benefit program should be reformed. The circumstances
under which federal extended benefits are triggered “on” and “off,” the -cir-
cumstances under which a federal “emergency” program might be needed, and the
conditions of receiving extended weeks of unemployment compensation should be re-
formed to more effectively target funding and respond to the needs of individuals
in finding jobs.

Improve the Integrity of the UI Program

Creating a culture of personal responsibility and accountability is extremely im-
portant in assuring that funds available for unemployment compensation are prop-
erly paid and individuals for whom the program is dedicated properly receive bene-
fits. According to CBO total state and local unemployment compensation payments
jumped to $120 billion in 2009, $159 billion in 2010 and payments are estimated
to be $129 billion for 2011. With overpayment rates currently of approximately 10%,
the amounts available for collection have increased to $12—16 billion per year.

In 2010, Congress recognized the need to provide new tools to identify and collect
the growing amount of overpayments by enacting the Claims Resolution Act of 2010
(HR 4783). The new law provides new reporting requirements to capture the new
hire date of individuals as part of the National New Hire system. This data will
enable states to better identify specific weeks for which individuals are being paid
wages while claiming unemployment compensation, reduce fraud and increase re-
covery. The new law also included provisions to enable the offsetting of income tax
refunds with outstanding unemployment compensation overpayments.

These new tools are projected to save $2.4 billion over ten years, but the improved
savings will only be realized if administrative funding is provided to properly imple-
ment these new tools and other integrity measures. Additional administrative funds
for integrity functions are needed not only to be able to combat fraud and to recover
overpayments but also as a tool to send a signal to claimants of the need for per-
sonal accountability in claiming unemployment compensation and actively seeking
work as a condition of being paid unemployment compensation.

IMPLEMENT INTIATIVES AND PROVIDE SERVICES THAT ARE MOST
EFFECTIVE IN ASSISTING UNEMPLOYED WORKERS IN RETURNING
TO WORK

It has been well established that effective job search reduces the number of weeks
that individuals remain on unemployment compensation and serves to more quickly
fill the staffing needs of employers. The use of web based job search systems and
public/private partnerships has demonstrated that greater efficiency and effective-
ness in job search can be a win/win by reducing the duration of unemployment com-
pensation, and returning unemployed workers to the workforce more quickly.

The population of long term unemployed workers is not monolithic. Long term un-
employed claimants are broadly representative of the workforce and different strate-
gies are needed for the variety of individuals and their barriers to employment.

The Reemployment & Eligibility Assessment Program (REA) is currently provided
with a small amount of federal funding to promote rapid reemployment of UI claim-
ants, reduce overpayments and cost-savings for the UI trust fund. The REA com-
bines in-person interviews with assessment of individual claimant skills and abili-
ties, labor market information and the development of a work-search plan. The REA
program has been demonstrated in many states to reduce the duration of unemploy-
ment for individuals participating in the program and should be expanded as a pri-
ority to additional claimants.
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Implement Effective Reemployment Initiatives

An analysis of the makeup of the 4.4 million long term unemployed claimants and
those who are likely to exhaust unemployment compensation who are currently
claiming state unemployment compensation is needed at the state and one-stop local
area level to determine the most effective ways to assist them in returning to work.

Once there is a determination of the size of the population to be served and an
evaluation of resources needed, assessments of workers should form the basis on
which to determine whether the individuals are in need of additional job search,
training, and/or support services.

The publicly funded workforce system in place today is limited in its capacity, and
an effective plan must combine public as well as privately funded services, and an
emphasis on active work search, reemployment services, targeted training and in-
centives to create jobs.

The leveraging of public funding across program areas as well as private funding
driven by employers who are making hiring decisions can be extremely effective in
developing the training and support needed to return unemployed workers to work.

UWC supports the continued use of reemployment rate measures by the U.S. De-
partment of Labor as part of the evaluation of the Ul system. The goal of employ-
ment security should be employment, and performance measures should reflect this
priority.

Promote Targeted Employment Based Training

The assessment and referral to training and placement of unemployed workers
can be effective in enabling workers to find new work. Employer based programs,
such as customized training, on the job training, and programs such as Georgia
Works that permit individuals to work as employees or trainees in anticipation of
long-term employment are the most effective in moving unemployed workers into
training which is likely to lead to employment.

Active participation by employers is the key to successful training as employers
ultimately make the hiring decisions. Targeted initiatives in the areas of health
services, manufacturing, and other growth areas make sense in the current economy
as a way to meet employer needs and to reduce unemployment.

Individuals qualifying for unemployment compensation benefits typically have
work experience and training from prior work that enables them to find similar
work. However, particularly during a long term recession such as we have experi-
enced, a larger number of individuals become structurally unemployed and may find
themselves with skills that are no longer in demand in the labor market.

These individuals may require services well beyond the temporary partial wage
replacement provided by the UI program and job search services, and are best
served in partnership with private and public programs. Trade Adjustment Assist-
ance and the Workforce Investment Act provide a broader array of support services,
assessment, testing, skills training, and referral services.

Keep the Role of the Ul program Focused on Returning Unemployed Claim-
ants to Work.

A long list of social safety net programs and services has been established since
unemployment insurance was enacted in 1935. The list includes TANF, TAA, WIA,
SNAP, Medicaid, Medicare, heating assistance, subsidized housing, subsidized child
care, subsidized health care, and earned income tax credits. Many of these programs
include a cash assistance component.

Unemployment Insurance is the primary social safety net program targeted in
providing economic security for individuals who rely principally on their employ-
ment and wages for support. The role of the program is to provide short term sup-
port for individuals as they search for work after becoming unemployed through no
fault of their own. The program is not designed or funded to provide support pay-
ments over extended periods of time. The goal of the system must be the efficient
and effective return of claimants to work.

In developing plans to assist long term unemployed workers in returning to work,
the UI program should be used in conjunction with workforce programs dedicated
to provide job search, reemployment and training services that may be funded from
other sources but are aligned to provide economic security and effective workforce
services to the benefit of the individual, employers, and economic development.

CONCLUSION

Assisting more than 4.4 million unemployed claimants in finding employment is
a tremendous challenge that calls for the effective use of federal and state resources
across a range of social service programs as well as the active participation of em-
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ployers and individual unemployed workers. In developing strategies to assist unem-
ployed workers there must first be job creation to provide employment opportunities.

Now is not the time to increase payroll taxes and Congress should act to provide
relief from Title XII interest and FUTA tax penalties in 2011 and 2012 to encourage
job creation in the private sector.

Federal extended benefit and emergency programs should be reformed to better
target benefits while increasing the emphasis on work search and reemployment
services.

States should be properly funded to work with unemployed workers and employ-
ers to improve initiatives and services designed to return unemployed claimants to
work. The REA program, job search services, assessment and referral techniques,
and improved integrity should receive priority funding with the expectation that
there will be a quantifiable reduction in the duration of unemployment compensa-
tion and an increase in the number of unemployed claimants referred and hired.

Training initiatives should be closely coordinated with employers in developing
customized training, OJTs, apprenticeships and other employer based training that
leads to employment.

Training and services provided for unemployed claimants should also be coordi-
nated with providers in the private sector and with other workforce programs
aligned to put claimants back to work.

——

Chairman DAVIS. Your time has expired. Thank you.

We will turn to questions now. I will begin the questioning with
Mr. Holmes.

I know that you reviewed the administration’s unemployment tax
increase proposal regarding the moratorium and the pickup in
2014, and I have seen your testimony that supports short-term re-
lief of State and Federal tax hikes associated with Federal Ul loans
to the States. If relief is provided to States now, should it be paid,
in your opinion, paid for by raising taxes higher in future years or
by cutting spending?

Mr. HOLMES. Thank you, Mr. Chairman.

I really think that the time to examine spending levels in ex-
tended benefits and EUC has come in light of the change in the
circumstances in the economy. I think we should note that the Fed-
eral unemployment tax that funds the EUC account which funds
extended benefits is in deficit and is borrowing right now. So for
each additional dollar that is paid in extended benefits or EUC, we
add another dollar to the Federal deficit. I think we should look at
the spending side first before we move to looking at any tax.

Chairman DAVIS. Where would you look in terms of any spend-
ing?

Mr. HOLMES. I think as we look at the data State by State and
look to what are the labor markets in States that are growing,
where there are opportunities for work, those are States where you
could curtail some of the additional weeks of extended benefits and
maybe move some of that money over to other activities that would
push people into work or encourage them to work. But I think
those would be the places to look.

Chairman DAVIS. Following on that point, under today’s rules,
people in States with an unemployment rate of 62 percent are
guaranteed 86 weeks of benefits. Meanwhile, people in States like
Nevada, with unemployment rates twice that level, qualify for only
13 more weeks of benefits, a total of 99 weeks. From a cost stand-
point, only 19 percent of emergency extended benefit payments are
targeted to the high unemployment States, with the remaining 81
percent provided without regard to the State unemployment rate.
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Do you feel it makes sense to pay benefits this way or should they
be better targeted to where unemployment is the highest?

Mr. HOLMES. I very much agree we should be targeting to
where the unemployment is higher, because that is where the need
presents itself more acutely. I would say a targeting approach
makes better sense.

Chairman DAVIS. What do you think would be gained by that
from a standpoint of taxes and job creation?

Mr. HOLMES. When you look at the entire package of initia-
tives, first of all, it enables the relief from tax that I talked about,
which enables businesses to make the decision to hire more people,
which reduces unemployment compensation. And, also, it targets
more effectively—whether it is work search or training, you can
target dollars more effectively to move people into jobs that are
available in the economy.

Chairman DAVIS. Thank you very much, Mr. Holmes.

I am trying to lead from the front with the example of brevity
equals elegance due to the challenges that we have had.

Mr. DOGGETT.

Mr. DOGGETT. Thank you. I will follow your excellent leader-
ship in that regard.

Mr. Holmes, do you feel that cutting job training funds will be
helpful to the efforts of getting the unemployed back to work?

Mr. HOLMES. I think that the question of training again is a
matter of targeting the training to employment. So the question
really should be how are we

Mr. DOGGETT. Do you think we can cut the overall level of job
training funds and s