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Tc of th*> Le«rislatore:

This apssaga p t- describe m‘i uialyz« tbe probleas rolatiog to tl» 
ltoe^loy»Bc‘. Coi^fisatUr. *ro^«B and recooMenda avenues for solution.

iMt'STiniM nmamiiM p*lict

Id the midst of i defression years, during the Extra Session of the 1956 
Mirmescta Legislature, the {]nent..cynei)t Coa^;ensat ion Program was enacted into lau. 
Ir. the first section of that Act. it str.ted ir. fart:

"The futiie policy of this State is declared to be as follous: 
Eeonoaie insecurity due to unaaploynent is a serious aiensce to 
the health, aora.s. and welfare cf the people of this state. 
Invcluntsry unenp 1 oysient iS therefore a subject of general irter- 
est and ceneem athich requires appropriate action by the iegis- 
latur* to prevent its spread and to lighten its burden...."

ItE tasic purpose is to sret the incoae loss probiem of t.he involuntarily 
uneBipioyed worker. In addition, it serves the great social purpose of assisting 
in the maintenance of consusier purchasing power in tiiaes of recession. It <8 also 
net to be forgotten mat our present system of unemploysient benefits is designed to 
pr>:serve the self reapect of the unemployed worker.

First and foremost it is sn insurance prograri - insurance against the loss of 
income fy the wage earner. Insurance has been a well established and accepted 
(rinciple in cur American way of life. We insure our homes against fire - not 
t“caus» «e ejiett our homea to burn down. We don't begrudge the premium we pay 
fer insurance if we are fortunate enough not to have a fire in our h.me. It is a 
sharing c f t.he loss, net oniy in fire insurance, tut life insurance, iiospital ization, 
automobile insurance, and the many ether forms of ia'urance tb.at are accepted as the 
Are-ri'ar. way cf life simply because a catastrophe in any one of these various forms 
_f adversities is too great a rurier. to be borne individually.

STATi CNPIOTHEIT HP
I mr, happy to report tc you that our economy is advancing dramatically. This 

senth, there are .?b,C)00 mor» jobs in Winnesota than one year ago. Seasonally ad

justed unempicyment is almcist cne full percentage point below t.he average nation- 
wid". The unemployment rate is lower than at anytime since 19SE. When so many are 
fuiiy employed, it is easy to ferget about the unfortunate fe* mbe bypassed by 
progress, who are unable tc find a job.

The Congress of the United Ftates recently, in passing its Fconomic 
Opp.ortunity Act, sa.d that:
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*Ait(-.cu(th trie econ<»:; •eil-beiivr and prosperity of the United States 
hare prosrressed to a lerel sorpaasin^ any achiered in aorld hiftory, 
and »ithou*th these benefitr are widely shared tijouithcut the Nation, 
pover*y continues to be the lot of a substantial nuafcer of our people 
The United States can aefcieae its full econoeic and social potential as 
a nation 'hly if e*ery individual has the opportunity to ccntritut*- t, 
the full eitent of his capat i 1 i t ies and to participate in the wcrkin^ts 
of our society. It is. tl^refore, the policy of the United States to 
elininate the parados of poverty in th- midst of plenty in this Nation 
by openin^r to everyone the opporti-nity to live in de.-ency and iifr'ty."

As you know, the State of Minnesota has actively participated in the Economie 
Cpportur. .ty Ac' *nd is involved on every front in the war on poverty wherever it 
B»y esist in the State of Minnesota. But while we be^in new pro^rmas to solve the 
ptrcl leas of depriv-d and underprivilefted people, we cannot force' *".e most basic 
•commie procrama cf tiie past which have proven tisie and time acain to be so 
effective in sw.i.tasninf trth ■.nd'.vidual and ecmir.unity econimiic stability.

The Unemployment 'o^^rnsation pracra® is bas;~. it is fundsmental, it is 
.mp''rtant. It requires your serious consideration duriec this leprisiativ* session. 
In irder to backs-round for you the developaaent of the unemploynent coiq>ensation 
fund problem, let me review w,th you briefly the history of the fund.

rvao NlSTORY

The Ac', was firs'. pn.ssed in recenst,ir but did not provide benefit
payments until two years later. iTirin*; t.hose first years unempTcyed workers for 
the most part did not have covered -mrnir^s, therefore benefit payBvnts in total 
were low. Shortly thereafter, the war period broucht with it very iich employment 
as well as low unesq-lcyment. thereby reduciwt th#? fund payouts. In addition, tb’ 
fund received "e*tra" monies through the form of "war risk" taxes. After th» war 
'amp the hi^b economic activities of the post war boom. The fund had built up to 
fl-M million ty 195?. Since that tiir» our economy has teen continuously c.hanmin^.

FURO OfRLETIOR

In recent years a confluence cf f'rr-s 'cnnected with chancre has contributed 
tc an uncomfcr'atly hi«h level cf unemi loyment. New tec.nr.iquee of production and 
automation as «•,! as rapid ratee uf otsolence in products have generated a con
stantly chan^in#' demand for new skiim. I* r.as been estimated that chancres in 
te'buiolc.gy alone displace about half a million workers a year, and it i.c rare that 
the displaced worker can find his next job without experiencing a period, some 
times a Icrur period, of un»mp Icymen'.

While employment in Minnesota today is relatively nigh, basically the 
■unemployment rate since \gt? in Minnesota has been about b.4<, and the fund bjis 
reduced on average tlQ million each year so that its balance to date is 
million. In addition to economic reasons for fund reduction, th“re are internal 
fund inequities which contribute tc deficiencies, for example:
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Two industrio: with orly 8.6< of the State's enploynei.*. ar^ responsible for 
ef h»nrfits paid. 0»er the past ten years the fund has declined |104 million, 

and thesi.- same two industries have accounted for 6Wt of the decline.

If the current favorable economic conditicms should continue, 9Z2.S million 
would maintain solvency of the fund for two or perhaps three years. If, however, 
we should esperience a recessionary (oriod In i»«6 or 19€7. the fund woula oe 
depleted (note th,at in 1966, the fund declined by mere than |30 miiiion! and the 
State would have to borrow funds from the Federal govertimeat in order to pay benefits.

MtNmiM FMVISIMt

The Federal law permits the advancement of monies to the State on a month-by- 
month tasis. The Department of Gti^loyment Security is currently authorized ty State 
law to borrow such monies.

According to the Federal law. repayment of funds advanced is accomplished by 
increasing; the Federal Unemployment Tax (by reducing; the offset allowed) be<;inning 
with the tax on wages earned in the second year following the loan.

The Federal Tax will be increased each year until the loan is repaid. For 
example, if monies were borrowed in 1965. (and not repaid) th.en the tax for the 
taxable year 196t would he raised from the present 0.4< to 0.7<. For the taxable 
year 1968, th.- rate would be further increased. The great disadvantage tc Winne- 
seta “mpioy^rs to "borrowing" is that the moni'-s are repaid thro'jgh a ur.ifcm tax 
with no experience rating and thus all employers, whether they have high unemploy

ment experience or no unem; loyment experience , pay the same tax. Clearly Minnesota 
does not want to follow this path.

MaifRS. tWPLOVetS fflALlfCB

During the last session of tho Legislaturf, fund increases were included in a 
bi’.l which I vetoed. These increases, however, were to be paid by reducing overall 
benefit cost by over and by excluding over 16,000 Minnesota workers from covered 
unemployment whil" increasing the percentage of taxes paid by t.he small employers 
of tre State. Tnis price wan clearly too high and unfair. The present program of 
Unemployment Icmpensation is already penalizing the small employer. To increase 
this inequity wtuid nave teen grossly unfair.

Newatap.-r accounts recently indicate that consideration may again be given to 
a prnposaj which would ejiminate from coverage by disqualification more than tl,000 
persons presently eligible for benefits. I would havr- to oppose .euen a [irovicion.
1 d... not believe it m-cessary to adopt a requirement which would be the most strin 
gent in the nation simply because the present one is p<-rhap.t not "s .ctringent as it 
should be.

•eiEFITS LAttIM
e r.e f i iule has not been inoreared since 

'ongress to enact additional 
Federal ctandardf wtich would apply to the tent fit side of the Insurance P'regram. 
Tl.e obviou.c .“eason for the l-acussion is the present inadejuate benefit scr,-lul>-.

The Unemployment 'ompensation 
iSf ". Recently many of our citizens have urg‘ i

- 3 -

#



r
■ innrpcT^, •■:>4aj. pro^id's an avfragc benefit of i»ss than #30 fi»r week to its 
un.*"ii Joy*-4 ■orkers or li^ss than 35< of th* av#ra^ ■enkly wage. In 195B, tha 
av^ragf m-’^kly tncanfit maa 60* of the ajrrag^ «e*kly magn. Hionesota's av>;ra««

today is 1S4 b«lo« the average benefit nationaide. Since the last benefit 
increase in !*!■?. the cost of living has increased approximately iJiC.

The time to increase benefits is now. Se anist non take responsible action to 
provide a solvent fund and increased benefit payments. Be must take action which 
will net arbitrarily r-duc*? 'overage unrealistically, but rather we rniist leqirove 
the uneap'.ojTiRnt compensat ion !aw to exclude only those who are not oieariy attached 
*0 the labor force. i recommend the following general provisions for your serious 
cons s derat icMu

■asafit •#« •aSat!ass

1. guai :fying R--pu:.--rrr.t: it we-.ks at #£0 and a totai :if #?.hC in base
period earningi' 'first four of the last five coi.ipl«ted calendar quarters.)

2. leekly Benefit fenunt: (computed at 50* of tne average weekly wage) with
a miiucius of fit and a maximum of $49.

3. Curat .-n ('Tnpu’--<; at '^* of tne mxnber of credit weeks) with a minirnisn of 
1? week? and a maximum of 27 weeks.

4. CisqueU ficat ions: for voluntary quit and misconduct 4 8 weeks with no
reduction of duration.

FMI MJECTIVIS

The objectives of any proposed financing structure should be at least the 
foi iiowing:

1. To place the financing f the Minnesota Unemployment Insurance Program on 
» scur.l lasis, using th» actuariiy projected annua! average benefit costs.

2. To provide at least a start tenrard rebuilding the Trust Fund to an accepta- 
tle level ffcased on currently accepted principles a Trust Fund should be 
large -nougf. to cover all the tenefst costs ;f an eight'-rn month recession. 
F. r Minnesota, it is estimat'd ccat.a af .?uch a recess.or. would be api.roxi- 
matfiy f>3 million.)

3. To provide, insofar as possible, for an equitable distribution of costs 
among covered “mployers estabiisning a sound relationship retween the 
arviunt of uriemr'!oyw" r,t caused by a fim and its ass.gnt-d rat'-.

FU«0 IEC0NNEI04TI0IS

1. Increase tte ax bac- to #4,8C>0.

i. Ir.'rease tr.e maximam. rat*’ to a rate of 4.:,>* of total earni.ngs up to #4.800.



4.

^oTide a *loadP!!" 8?h<^ul« {roluntary contritu*ions net annw^d) auch that 
an aiapicyer. in adiiticat to th^ ninimun rate will pay a ta» rata dasj*rnad 
to rpturn a^er a parind of three years between i.5 and 1.7 times the 
tsk^unt charged to him. This provision is based on a principal of "spread- 
:ng the risk" of sewe of the non-recoverable coats among those employers 
■ho have had unetqtloyment experience.

f&*ep the incr-ase in the minimum tax rate as Itm as possible, oonmensurete 
■ ith cost.s of the program.

■rTWM T* mtiKT

This propofal will provide an overall benefit increase of 19^ the equivalent 
of the cost of living increase since 19&? when the benefit nas last raised. It 
■ iK raise our benefit schedule to the average paid across the country. It is 
d-Eigned to equalize the cost of the program so that those industries which have 
high uneBi'Kiyment experience will more equitably shar-' the costs of the program.
It will more evenly distribute costs between the larger employer and the small em

ployer. It will return the fund to solvency. It is reasonable from a cost 
standpoint. It will cost on the average only one penny per hour more than the 
present program.

Th'-reiore, this proposal should indeed be considered the minimum, sdjjstment 
r-quired.

It must now receive your study and review. I urge your careful consideration.
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