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Introduction

There are many reasons why America’s system of economic security is not working.' Chief among them is a common factor in
almost all of our social policies: they are designed with the assumption that people are constantly employed. For example, most
social insurance programs, from Social Security to Unemployment Insurance to Medicare, require people to build up years of

contributions before they can access benefits.

The problem is that the American economy is increasingly shifting towards higher and higher levels of employment insecurity.
Several years into an economic recovery, the unemployment rate is at 8.5 percent, the underemployment rate is at 17.2% percent,

and the proportion of the population that is working is stuck well below pre-recession levels.>
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Even those numbers understate the extent of employment insecurity. Between 2004 and 2007, a period of strong economic
growth, 43 million workers (nearly a third of the workforce) experienced a spell of unemployment, with the average worker

experiencing 1.5 periods of unemployment lasting for more than two months.3

Despite this gaping hole in our social safety net, the U.S. has no policy to keep people from losing their jobs or getting them
work when they lose their jobs. If we want to keep our social contract intact, we have to establish new policies to ensure that

Americans who want to work have jobs.
Historical Background

When the architects of the Social Security system were designing the Unemployment Insurance (UI) part of their overall plan,
they hit a stumbling block: what would Ul do for the 7.5 million workers who were unemployed in 1935 and who had never paid
into the system, and what would be done to protect the majority of workers who were not covered by the new system? The
Committee on Economic Security concluded that “since most people must live by work... we suggest employment assurance—
the stimulation of private employment and the provision of public employment for those able-bodied workers whom industry

cannot employ at a given time.”4

Within the Committee Emerson Ross was the chief research director of the Federal Emergency Relief Administration and future
Assistant Administrator of the Works Progress Administration. Ross proposed three models for how this system of

‘employment assurance’ could work:

e The first model “contemplated wages on a work program as a means of paying all unemployment benefits.” A form
of “job insurance” would replace Unemployment Insurance as the dominant form of public provision against

destitution, guaranteed as “a matter of contractual right to...wages paid for work performed.”

e The second envisioned a system of mixed job insurance, whereby “contributions for protection against
unemployment for a work program” would be added to General Fund revenue to provide work for all of the

unemployed, regardless of their contributions.

e The third proposed two parallel systems; the Unemployment Insurance we know today and then a work program
which would kick in “after the right to cash benefits under an unemployment insurance scheme becomes

exhausted.” In this model, work would replace extended UI benefits after 14 weeks.

In shaping an Employment Assurance system for the 215 century, we have the advantage of seventy-five years of policy learning
throughout the world. Broadly speaking, an Employment Assurance system should rest on two kinds of policies: policies
designed to keep people from losing their jobs, and policies designed to create new jobs when recessions overwhelm our first

line of defense.
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Employment Assurance - Keeping People on the Job

In the same sense that preventive medicine is always preferable to curative medicine, preventing job loss is always preferable to
trying to lift the jobless out of unemployment. In addition to the immediate income shock of losing one’s job, unemployment
has major long-term consequences: 55 percent of displaced workers end up taking jobs that pay a lower wage than their previous

employment; 36 percent of them suffering wage losses of 20 percent or more.®

Expanding and improving the WARN Act, which requires 6o-day notice of job losses at large employers, could serve as a
foundation for a system in which the government works with employers to forestall layoffs, instead of waiting until afterwards to

offer assistance.” In other countries, this and similar measures are called “active labor market policy.”

There are models for active labor market policies that have been used successfully in OECD countries to keep unemployment
rates from skyrocketing in recessions, they can be financed by letting workers tap into a portion of the UT benefits or (as was the

case with the HIRE Act of 2010) by offering a payroll tax credit to participating employers:3

e  Work-Sharing: In Germany and the Netherlands, employers who reduce their workers hours instead of laying off
workers get tax credits to provide wage subsidies to their workers to offset the loss of pay. While 17 states in the U.S.
participate in work-share programs, most states lack the wherewithal to help more than a fraction of employers — a
Federal work-sharing program could put some real muscle behind this program.

e Education and Training: Sweden offers a similar subsidy to employers who refrain from layoffs, but instead of cutting
hours for all workers, it provides funding for workers who would otherwise be laid off to get a degree or go through an
apprenticeship or training program. While this method does not spread out the effects of a recession in the same way

that work-sharing does, it has the advantage of increasing productivity in the long-term.

Either of these strategies would be preferable to current U.S. policy. It is far better to spend some money up front, either
through partial UT or tax credits, than to lose even more in the long-term by enduring unnecessary unemployment, future wage

losses, and prolonged recessions.
Employment Assurance - Job Insurance to Create New Jobs in Recessions

Employment maintenance policies like the ones described above are at their best in pushing employers away from turning mild
recessions into sudden downward spirals through mass layoffs. However, in the case of severe recessions, even public subsidies
may not be enough to avoid sharp increases in unemployment. In these cases, direct job creation efforts along the lines of the
Local Jobs for America Act are necessary to counter-act big swings in the unemployment rate. And yet, as we have seen with the
stimulus bill and Obama’s recent American Jobs Act proposal, it is extremely difficult to get job creation measures of a

significant size through Congress in a timely basis.9

One option that could avoid this institutional gridlock would be to create a permanent institution for job creation —a Job

Insurance system — to keep people working in recessions. With a permanent program with its own revenue source and reserves
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and the capacity to develop a “shelf” of “shovel-ready” work projects, Congress would not have to reinvent the wheel during each

recession.

A further advantage to direct job creation is its speed and flexibility. By suddenly countering mass layoffs, a job insurance
program would powerfully shift the expectations of employers about future consumer spending and revenue, preventing the

spiral effect where layoffs convince other employers to cut back on their workforce ahead of declining demand.

The equivalent of a 1 percent payroll tax would bring in enough revenue to hire a million workers for a year.’® A few years of
normal economic growth would build up a reserve fund capable of putting the unemployed back to work on a mass scale, even
in the worst of recessions. Providing people with a job at a decent wage has two main economic advantages over Unemployment
Insurance. First, it would prevent unemployment from turning into poverty (which Unemployment Insurance does not do
today). Second, it would mean that the economy would recoup some of the $109,000 in output per worker that is lost when

workers are unemployed.”

In dealing with the social and psychological impact of unemployment, a job insurance system is infinitely preferable to the
status quo. In 1944, William Beveridge wrote that “The worst thing we can do to an unemployed man is to heap indignity upon
indignity, because the loss of work in itself is a bad thing. I have seen fine, brave men reduced by continuous, enforced
unemployment to a state in which they feel they are forgotten, unwanted, thrown on the scrap heap.”> In our current recession,
despite the existence of UI, rates of clinical depression have increased by 36%, in part due to the fact that 79% of long-term
unemployed workers report increased mental stress due to job loss.” Regardless of whether workers have access to

Unemployment Insurance or not, denying them the opportunity to earn their living and to contribute to society is wrong.

Employment Assurance is an example of one of those rare cases in which, in the words of Benjamin Franklin, we can do well by
doing good. By reducing the number of people who become unemployed during recessions, we both reduce the drain on our Ul
system and ensure the maximum number of payees per beneficiary. At the same time, we ensure that workers do not fall
through the cracks and that workers are given an alternative to benefit checks, while reaping the social gains of increased

consumption and production that would not have occurred if workers had been left on UI.

NEW AMERICA FOUNDATION PAGE 4



Endnotes

! Steven Attewell, “Front Line of Defense: Building a New Unemployment Insurance System, ” Next Social Contract Policy

Paper, June 14, 2010, http://www.newamerica.net/publications/policy/front_line_of_defense

2 U.S. Bureau of Labor Statistics, Employment data from “The Employment Situation, August 201, USDL u-1277,” released

September 2, 2011; next release is October 77, 2011, http://www.bls.gov/news.release/empsit.nro.htm

3 Palumbo, Thomas J. “Dynamics of Economic Well-Being: Spells of Unemployment, 2004-2007.” Washington, D.C.: U.S.
Department of Commerce, Economics and  Statistics = Administration, U.S. Census Bureau, 2o010.

http://www.census.gov/prod/2010pubs/p70-120.pdf

4 “Report of the Committee on Economic Security: Need for Security.” Washington D.C.: Social Security Administration,

Committee on Economic Studies, http://www.ssa.gov/history/reports/ces/cess.html

5 Emerson Ross, “A Public Work Program As a Means of Economic Security,” Folder “Preliminary Report,” General Records of
the Executive Director, Box 6, Records of the Committee on Economic Security, Group 69, National Archives II.

6 U.S. Bureau of Labor Statistics, Employment data from “Worker Displacement, 2007-2009,” News Release, USDL 10-1174,
August 2010.

http://www.bls.gov/news.release/disp.nro.htm

7 The Worker Adjustment and Retraining Notification (WARN) Act, Public Law 100-379 (29 U.S.C. 210l, et seq.) The

Department of Labor published final regulations on April 20, 1989 in the Federal Register (Vol. 54, No. 75). The regulations
appear at 20 CFR Part 639.

8 The Hiring Incentives to Restore Employment (HIRE) Act of 2010, Pubic Law 111-147, 124 Stat. 71, H.R. 2847

9 American Recovery and Reinvestment Act of 2009, H.R.a1 Public Law m—5—Feb. 17, 2009, 123 Stat. u5. The Jobs for Main
Street Act of 2010, H.R. 2847

' November 16, 2009, comment on Job Insurance, “Job Insurance — Part 12 (Finance),” The Realignment Project, November 10,

2009, http://realighmentproject.wordpress.com/2009/11/16/job-insurance-part-12-finance/,

March 5, 2010, comment on Job Insurance, “State-Level Jobs Bills (A Job Insurance Supplement),” The Realignment Project,

March 5, 2010, http://realignmentproject.wordpress.com/2010/03 /05 /state-level-jobs-bills-a-job-insurance-supplement/
" Bureau of Economic Analysis (BEA). (January 1, 2008). Output Per Worker in Total Gross State Product. Survey of Current
Business. Federal Reserve Bank of San Francisco: Center for the Study of Income and Productivity,

http://www.frbsf.org/csip/data/charts/chart37a.cfm

2 William Beveridge, Full Employment in a Free Society, (London: Allen and Urwin, 1944).
B http://www.thefiscaltimes.com/Articles/2011/09/23/The-Recessions-Silent-Mental-Health-Epidemic.aspx#page1

NEW AMERICA FOUNDATION PAGE §


http://www.newamerica.net/publications/policy/front_line_of_defense
http://www.bls.gov/news.release/empsit.nr0.htm
http://www.census.gov/prod/2010pubs/p70-120.pdf
http://www.ssa.gov/history/reports/ces/ces5.html
http://www.bls.gov/news.release/disp.nr0.htm
http://realignmentproject.wordpress.com/2009/11/16/job-insurance-part-12-finance/
http://realignmentproject.wordpress.com/2010/03/05/state-level-jobs-bills-a-job-insurance-supplement/
http://www.frbsf.org/csip/data/charts/chart37a.cfm

@O0

© 2012 New America Foundation

This report carries a Creative Commons license, which permits re-use of New America content when proper attribution is provided. This means you are free to

copy, display and distribute New America’s work, or include our content in derivative works, under the following conditions:

Attribution. You must clearly attribute the work to the New America Foundation, and provide a link back to www.Newamerica.net.
Noncommercial. You may not use this work for commercial purposes without explicit prior permission from New America.

Share Alike. If you alter, transform, or build upon this work, you may distribute the resulting work only under a license identical to this one.

For the full legal code of this Creative Commons license, please visit www.creativecommons.org. If you have any questions about citing or reusing New America

content, please contact us.

5

NEW

AMERICA

FOUNDATION

WWW.NEWAMERICA.NET

NEW AMERICA FOUNDATION PAGE 6


http://www.newamerica.net/
http://www.creativecommons.org/

