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“This is a thoroughly researched and sweeping book by one of the eminent
researchers and practitioners of the American Unemployment Insurance sys-
tem. It will become required reading for anyone trying to understand the ori-
gins of the Ul system, why it is broken, and what to do about it. Highly recom-
mended!”

—Till von Wachter, Professor of Economics, Director of the California Policy
Lab, Director of the Federal Statistical Research Data Center, University of
California, Los Angeles

“The unusual stresses placed on the Ul system during the pandemic brought
many of its shortcomings to the forefront. Here, Stephen Wandner makes clear
that the system is currently not up to the task of providing for the needs of
unemployed Americans even in ordinary times. Bringing all his years of expe-
rience researching Ul and working with DOL to bear, Wandner traces out how
we got to this stage, before providing a roadmap to how the system can be
improved. I found his recommendations for reform to be incredibly thought
provoking, with suggestions ranging from those that seem clearly doable, to
those that seem like perhaps a heavy lift from either an administrative or politi-
cal standpoint. That said, I truly hope that state and federal policymakers will
read this book and take the suggestions to heart.”

—Patricia M. Anderson, Professor of Economics at Dartmouth College and
NBER Research Associate

“One of the many reasons there hasn’t been meaningful UI reform in decades
is the sheer complexity of the system. In a reader-friendly way, which is not
easy for unemployment, Stephen Wandner dives deep with the most compre-
hensive look yet at UI’s long and complicated history, its tortured present state,
and its uncertain future. Each recommendation for reform is analyzed consid-
ering many of the system’s stakeholders, providing a roadmap for both state
and federal efforts. If only I and every other policymaker had been able to read
this book before assuming leadership over such an important program. I wish
I shared the author’s ‘optimistic hope that the U.S. Unemployment Insurance
program will be comprehensively reformed soon,” but I am certain that many
possible successful paths lie within these pages.”

—Robert Asaro-Angelo, Commissioner, New Jersey Department of Labor and
Workforce Development




“Steve Wandner’s Transforming Unemployment Insurance for the Twenty-
First Century is a comprehensive clarion call for fundamental changes in
our nation’s primary program to assist those who have lost jobs through no
fault of their own. As his latest book demonstrates, Steve has an unparalleled
evidence-driven perspective on this long-standing, but flawed, U.S. social
insurance program. Any serious effort to address UI’s challenges needs to
reflect Steve’s analysis and will benefit greatly from his thoughtful recommen-
dations. We cannot afford to wait for another recession to improve Ul Steve
Wandner has provided the proactive roadmap to do so.”

—Bill Arnone, CEO, National Academy of Social Insurance

“Steve Wandner is the nation’s foremost expert on unemployment insurance,
which is why I was proud to work under him at the Labor Department. His
latest book is a must-read for anyone who appreciates the history and cares
about the future of America’s most important safety net. Rooted in lessons
from the Great Depression through the COVID-19 pandemic, this book pro-
vides thoughtful, data-driven ideas to strengthen the Ul program for workers,
businesses, and the American economy.”

—Josh Riley, former General Counsel, U.S. Senate Judiciary Subcommittee on
Law and Technology
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Preface

This book is based on the optimistic hope that the U.S. Unemployment
Insurance (UI) program will be comprehensively reformed soon. It endeavors
to be a guide for such reform by providing a comprehensive review of the
UI program, including its benefits and weaknesses. In doing so, it includes
both new analysis of the UI program, as well as a review of prior research
and analysis. The book examines the problems and challenges facing the cur-
rent UI program. It considers a variety of options for program improvement
and analyzes the strengths and weaknesses of each. Finally, the book makes
recommendations regarding a comprehensive approach to UI reform. While it
would be preferable to have comprehensive reform enacted by the Congress
as described in this book, in the absence of such federal legislation, states
should consider enacting similar legislation and adopting similar administra-
tive approaches to improve their own state Ul programs.

Given its ambition and scope, this book can be heavy reading. If you are
interested in UI but you want to lighten your load, there are three ways to
access this book without reading the whole volume:

1) The easiest way is to go to Chapter 14 in Part 5 and read the conclu-
sion, which contains a series of general program reform recommenda-
tions. Then, if you are interested in exploring more about any particu-
lar issue, you can locate further discussion in Part 4.

2) If you want to get directly into the discussion of the individual issues,
options, and recommendations, you can turn first to Part 4.

3) Ifyou want to get some more background regarding the context of the
options and recommendations, you can sample Parts 2 and 3 as well
as read Part 4.

Work on this book began in December 2020, when the nonpartisan National
Academy of Social Insurance (NASI) announced that it had initiated a Task
Force on Unemployment Insurance to provide state and federal policymakers
with information and analysis regarding potential approaches to improving key
aspects of the UI program. The Task Force’s work was financed, in part, by the
Russell Sage Foundation.

As the principal investigator for the UI Task Force, I produced an earlier,
unpublished report in July 2021 to help “identify, assess, evaluate, and docu-
ment a range of options to address weaknesses in the Ul system” (NASI 2020).
That report reflected the work of a group of 19 Task Force members who were
assembled to study various aspects of Ul reform, including 1) eligibility, ben-
efits, and reemployment services; 2) financing; and 3) administration, equity,

Xvii



statistics and research. The earlier report reflected the discussion and input of
the members of the Task Force in areas of their expertise and interest.

This book is a revision and expansion of the earlier report. It now reflects
my views and opinions, rather than those of NASI or the Task Force members.
It relies heavily on a large body of Ul research as well as my own work over
a period of five decades as a policy analyst and researcher on unemployment
and Ul program issues.

The Ul program is one of several social insurance programs—a publicly
sponsored program that provides benefits funded by compulsory tax payments
by employers (and often employees) to insure against risks of a public concern,
including the need for income during periods of unemployment, post-retire-
ment, and ill health. In the case of the UI program, it pays partial, temporary
wage replacement to covered wage and salary workers who become unem-
ployed through no fault of their own. While it covers nearly all wage and salary
workers, it does not cover the self-employed or contract employees. Normally,
the UI program does not pay benefits to workers who quit their jobs or were
fired for cause. It also does not pay benefits to new entrants to the labor force,
and it does not pay reentrants unless they have worked during a recent period
before leaving the labor force. UI benefits are financed through state and fed-
eral taxes on employers (and sometimes employees) that are intended to suffice
for the UI program to be self-financing.

Throughout most of the history of the Ul program, however, the national
and state UI agencies have done more than simply oversee and pay benefits
and collect taxes for the Ul social insurance program. These agencies also
have administered a wide variety of unemployment assistance programs which
have been funded out of federal general revenue but are not themselves social
insurance programs. These programs have included extending benefits beyond
periods considered to be insurable Ul durations, generally considered to be 26
weeks. They also have included payments to address public policy concerns
(e.g., the temporary shutdown of airlines after 9/11) and to workers adversely
affected by natural disasters and international trade.

This book also considers most permanent Ul programs existing under cur-
rent federal and state law, as well as proposals to create new ones. In addition,
it discusses proposals for new social welfare programs, such as a Jobseeker’s
Allowance, funded from federal general revenue to new entrants and reentrants
to the labor force as well as to other uninsured workers.

In general, this book does not address the 2020 pandemic recession and
the period after it. Although the UI program was designed to deal with unem-
ployment in good economic times and bad, the bad times are normally busi-
ness cycle recessions. The extremity of the pandemic and the necessity to shut
down much of the U.S. economy resulted in an unusually severe strain on

Xviii



the regular Ul program. The negative effects of the pandemic on the regular
UI program reveal many of the challenges to and weaknesses of the program
and the urgency for reform. Accordingly, this book also suggests options for
improving the Ul program and preparing for a future economic downturn as
severe as the recent pandemic experience.
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Part 1

Introduction and Overview
of the UI Program






1
The Basics of the UI Program

FEDERAL AND STATE RESPONSIBILITIES

The Unemployment Insurance (UI) program was established in
1935 under Titles III and IX of the Social Security Act.! Employers
began paying taxes into state accounts in the Unemployment Trust
Fund in 1936, but to allow the Fund to accumulate reserves, payment of
UI benefits did not begin until 1938.

Administratively, the Ul system was established as a federal-state
program. The Social Security Act sets conformity requirements for the
states’ participation in the program, but the federal government fre-
quently has had difficulty enforcing these requirements with the mecha-
nisms available to it. The federal government thus sets the broad legis-
lative and administrative framework for the 50 states plus the District of
Columbia, Puerto Rico, and the Virgin Islands. States administer their
own programs under conforming state laws that set the parameters of
the state Ul programs, including initial claims and continued eligibil-
ity criteria, benefit amounts and durations, tax levels and taxable wage
bases, and the level and type of reemployment services provided to Ul
claimants. Like Social Security and Medicare, Ul insures against a con-
tingency. In the case of Ul the contingency is the beneficiary becoming
unemployed. In the case of Social Security, it is living to 62 or 67, while
for Medicare, it is becoming ill and needing health care.

Responsibility for the Ul program is divided between Congress, the
U.S. Department of Labor (USDOL), and the states:

» Congress establishes the federal statutory framework.

» USDOL determines whether individual state UI programs are in
conformity and are complying with federal law and regulations.
It also provides programmatic guidance and direction to state UL
agencies.
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Within the federal framework, state Ul laws and procedures
establish most of the specifics of the program—e.g., benefit
eligibility, levels and duration of benefits, as well as state tax
rates and the state taxable wage base. As a result, programs vary
widely across the country.

THE BASIC Ul PROGRAM

The Ul program is generally defined as a social insurance program
that provides temporary, partial wage replacement to experienced, cov-
ered workers who are unemployed through no fault of their own and are
actively searching for work. It is a social insurance program because it
insures covered workers against the insurable risk of short-term unem-
ployment by having a premium paid against that risk while they are
employed. The following are definitions of the various components of
the UI program:

Temporary benefits. Under federal law, benefits for the basic
(“regular”) Ul program generally are paid for up to 26 weeks, as
determined by the states. While most states pay up to 26 weeks
of benefits, in the years following the 2007-2009 recession, 10
states reduced benefit durations below 26 weeks, and in many
states there has been other tightening of eligibility requirements
and benefit payment provisions.

Partial wage replacement. Benefit amounts are generally set
once a year by the states at half (or slightly more than half) of
an unemployed worker’s prior wage up to a maximum amount.

Experienced workers. To be eligible for UI benefits, unem-
ployed workers must have had recent attachment to the labor
force, measured by a certain minimum amount of earnings in a
recent four-quarter period, called the Ul base period.

Covered employment. Although coverage was far from univer-
sal when the program was established in 1935, federal law has
since expanded coverage, especially in the areas of agricultural,
state and local government, nonprofit, and domestic household
workers. While today nearly all wage and salary employees are
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covered by the UI program, there is a growing segment of work-
ers in the freelance and contract economy that remain without
coverage.

* No-fault unemployment. Qualifying workers must have been
laid off through no fault of their own, such as lack of work. They
cannot have quit their jobs or been fired for cause. They also
cannot be new entrants into the labor force, and they cannot be
reentrants into the labor force unless they were out of the labor
force for only a short period of time and have sufficient recent
earnings during their base period to qualify.

* Actively searching for work. The Ul program has a work-
search requirement (the “work test”). Ul recipients must dem-
onstrate that they are able, available, and actively searching for
work while receiving benefits, a requirement that is necessary if
Ul is to be considered a social insurance program that works to
minimize the moral hazard of providing Ul benefits by ensur-
ing that recipients are able, available, and actively searching for
work. The work test is generally administered in local workforce
offices by the states” Employment Services agencies.

There are two kinds of eligibility requirements necessary to qualify
for UI benefits:

1) Monetary eligibility. Workers must have earned sufficient
wages in a recent 12-month base period to be eligible for
benefits.

2) Nonmonetary eligibility. Workers must have been separated
from work involuntarily—such as through layoff—are search-
ing for work, and may not refuse suitable work. Depending on
state laws, other separations (e.g., voluntary quit or discharge
for cause) may result in a total or partial loss of benefits.

The number of individuals receiving UI benefits and the overall
amount of benefits paid vary greatly over the business cycle. The total
amount of benefits paid out is highly responsive to the business cycle,
increasing rapidly at the beginning of a recession and declining rapidly
as it ends. Thus, the UI program is highly cyclical and responsive to
variations in the business cycle, making the UI program an “automatic
stabilizer” when it pumps purchasing power into state and local econo-
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mies during business downturns. While layoffs occur throughout the
business cycle, many more workers become unemployed during reces-
sions. As a result, the number of unemployed workers tends to surge at
the beginning of a recession, then decline rapidly as the recession ends.
Also, during recessions, Ul recipients are much more likely to exhaust
their entitlement to all their regular Ul benefits than at other times.

Extended Benefits

Since Ul recipients are much more likely to exhaust their entitle-
ment to regular benefits during recessionary periods, many of these
workers will remain in difficult economic straits when they exhaust
their regular benefits and may need more financial assistance before
they find work. The UI program usually provides two types of benefit
extensions during recessionary periods:

1) Permanent Extended Benefits program. Enacted in 1970,
the Extended Benefits (EB) program operates in states based
on “triggers” which turn the program on and off using state
unemployment-rate measures. It pays up to between 13 and
20 additional weeks of benefits when a state’s unemployment
rate increases sharply, with states and the federal government
equally sharing the cost of these benefits. From the start, how-
ever, the EB benefits triggering mechanism was revealed to be
poorly designed and did not work well; it frequently hasn’t paid
benefits, even when unemployment levels were high, and the
program design has not been improved in the past five decades.
Although by federal statute the program is jointly funded by
the states and the federal government, in recent recessions
Congress has federalized the EB program, acknowledging that
the program would not otherwise be effective. States also have
been resistant to establishing more generous triggers permit-
ted under federal statute because they have resisted the 50-50
cost sharing with the federal government. As a result, EB has
not been effective at providing additional benefits, even dur-
ing periods of high unemployment. Some states, however,
have adopted an optional triggering mechanism that is more
responsive.
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2) Temporary Emergency Benefits program. Temporary emer-
gency programs have been enacted by Congress in every
recession since 1958. Congress generally responds to con-
stituent complaints about the inadequacy of regular Ul ben-
efits, and this inadequacy is magnified when the permanent
EB program is ineffective in high unemployment states. The
temporary emergency programs have had many names, but
in recent recessions they have been called emergency unem-
ployment compensation. Temporary emergency programs also
have frequently made temporary changes to the permanent EB
program so that EB also adds weeks to benefit durations for
the long-term unemployed. Temporary emergency programs
provide additional weeks of benefits beyond the regular Ul
and permanent EB programs, extending benefits during the
2007-2009 recession in some states to as many as 60 addi-
tional weeks.

It should be noted, however, that unemployed workers only qualify
for EB and temporary emergency programs if they were initially found
eligible for UI benefits and are not disqualified during their receipt of
regular benefits. As shown below, however, many states restrict access
to regular Ul benefits, and ineligible workers, thus, do not receive any
benefits—regular, extended, or emergency.

THE Ul PROGRAM PAYS BENEFITS IN GOOD
ECONOMIC TIMES AND BAD

The Ul system provides partial wage replacement to covered unem-
ployed workers in good economic times and bad. Table 1.1 shows how
the Ul system works over the business cycle: in this case before, during,
and after the 2007-2009 recession, which officially started in December
2007 and ended in June 2009. Looking at selected years from 2006 to
2019, the data show the extent of the UI program before the 2007-2009
recession in 2006, during the recession years of 2008 and 2009, during
the “jobless recovery” that extended through 2012, and in the strong
recovery after 2012.
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Table 1.1 Ul First Payments, Exhaustions, and Expenditures, Selected

Fiscal Years
2006 2008 2009 2010 2011 2012 2015 2019
Unemployment rate (%) 48 53 86 98 92 82 54 37
Program participants (millions)
First payments 74 88 144 113 9.7 87 6.6 5.1
Regular exhaustions® 27 31 64 70 51 44 26 1.8
Payments ($ billions)
Regular benefits 302 38.1 753 63.0 485 443 31.7 255
Extended benefits 00 00 41 80 119 49 0.0 0.0
Emergency benefits® 0.0 35 39.1 838 546 396 0.0 0.0
All program payments 31.5 43.1 119.7 1564 116.8 904 32.6 273
($ billions)*
State tax collections 359 322 31.1 383 493 594 422 336
($ billions)

aExhaustees of the regular 26-week Ul benefits.

®Includes temporary federal additional benefits.

‘Includes benefits under the Unemployment Compensation for Federal Employees and
Ex-servicemember programs, and Trade Adjustment Assistance.

SOURCE: USDOL (2021); Wandner (2013).

During the 2007-2009 recession, the number of Ul recipients and
the amount of UI benefits paid out were greater than they had ever been
during the previous history of the UI program. The number of unem-
ployed workers receiving Ul benefits nearly doubled, and those work-
ers remained unemployed for much longer periods of time than ever
before. As a result, the payment of regular benefits, together with per-
manent EB and emergency benefits, increased dramatically such that
total benefit payments increased from $32 billion in fiscal year 2006 to
$156 billion in fiscal year 2010.

As Table 1.1 shows, the Ul program pays benefits to unemployed
workers in both good economic times and bad, but it pays a relatively
smaller amount of benefits to relatively fewer unemployed workers dur-
ing good times. By contrast, in a severe recession, the number of pro-
gram participants can increase sharply, and the total amount of benefits
paid increases dramatically, since more workers are unemployed for
much longer periods of time because of the lack of job openings. For
example, in 2010, with a 9.8 percent unemployment rate, first payments
were far above those of 2006, with regular program exhaustions more
than twice the number in 2006. Also in 2010, regular benefits had dou-
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bled to $63 billion, but it was extended and emergency benefits enacted
by the Congress that brought total payments to over $156 billion, while
total state tax collection were only $38 billion.

The table also shows the fundamental problem with state UI financ-
ing. Although the main state responsibility is to pay for regular UI ben-
efits, state tax collections do not keep up with the increase in regular
UI program costs during recessions. As a result, states need to either
accumulate funds to pay future benefits from their UI trust fund account
before recessions, or they need to increase state Ul taxes after the reces-
sion. Unfortunately, many states do neither. They either borrow heavily
from the U.S. Treasury or they cut benefits.

UI PROGRAM GOALS, PROGRAM DESIGN, AND
REFORM IMPLICATIONS

As a form of social insurance, the UI program is designed to protect
workers from income loss during periods of temporary unemployment.
To carry out this mission, the UI program has three broad goals:

1) Individual worker protection. Ul is paid to unemployed cov-
ered workers to provide them with partial wage replacement
during periods of unemployment. As such, these payments
are intended to sustain individuals and families until workers
become reemployed. This goal is referred to as the program’s
“micro” goal.

2) Societal/economic protection. The Ul program pays out lim-
ited amounts of benefits during good economic times, but it
pays out a great deal more during recessionary periods when
many more workers are unemployed and tend to be unem-
ployed for much longer periods of time. Thus, during reces-
sions, Ul payments sustain not just the individual worker/fam-
ily, but the larger aggregate payments made during recessions
help to maintain consumption throughout the local, state, and
national economies, thereby reducing the severity of the eco-
nomic impact of the recession. This is the “macro” or counter-
cyclical effect of the Ul program on the economy.
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3) Reemployment. While the Ul program pays temporary ben-
efits to qualified workers, its ultimate concern is the return of
workers to productive employment. It does so both by expect-
ing workers to demonstrate that they are able, available, and
actively searching for work (the “UI work test”) and by refer-
ring permanently separated workers to the Employment Ser-
vice. The Employment Service provides unemployed workers
with job matching, job referral, and job search assistance to
help speed their return to work.

What should the UI program look like going forward given both
its goals and federal law? In the next section, we consider the benefit
side of the program with respect to partial income replacement, the ade-
quacy of the benefits to workers unemployed through no fault of their
own, and their being able, available, and actively seeking work. We also
examine the program’s financing. The following discussion makes use
of the lessons learned from an extensive body of recent literature on
the Ul program resulting in evidence-based conclusions regarding the
optimal basic design of the Ul program (Bivens et al. 2021; Dube 2021;
O’Leary and Wandner 2018; von Wachter 2020; West et al. 2016).

Access

It is important that there be broad access to the Ul program for
experienced unemployed workers who are unemployed through no
fault of their own. This includes the following criteria:

* Information on how to apply for benefits is widely available.
* The application for benefits is clear and easy to complete.

» Eligibility conditions should be reasonable for all unemployed
workers regarding both initial eligibility when first applying for
benefits and continued eligibility when filing weekly or biweekly
claims for continuing benefits.

State UI administrative processes thus should include
» widely available information on how to apply for benefits
e clear and easy to complete applications for benefits

 reasonable eligibility criteria for initial benefit application and
for filing weekly or biweekly claims for continuing benefits
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Adequate Benefits

An adequate UI benefit program is measured by benefit amounts
and durations, such that the Ul program should do the following:

* Make the weekly benefit amount adequate to maintain a reason-
able standard of living during short periods of unemployment.

* Set the maximum benefit amount at a level that provides ade-
quate benefits for both low-wage and middle-income workers.

* Set the maximum potential duration of benefits so that it is suffi-
cient to carry workers through their period of work search during
good economic times.

* Provide additional benefits during recessionary times, whether
through permanent programs triggered on when unemployment
is high or by temporary emergency benefit programs.

Sufficient Revenue

Financing should ensure sufficient revenue over time to pay ade-
quate benefits, with taxes reflecting employer past layoff experience
and with taxation anticipating the need for greater funding during future
recessions:

» The federal and state taxable wage bases should be sufficient in
conjunction with tax rates to fund the Ul program. The taxable
wage base also should be a high percentage of total wages so that
the tax is reasonably progressive.

» Under state experience rating provisions, employer taxes should
reflect the prior layoff experience of individual employers.

e The financing of the Ul program should be forward-funded such
that states accumulate enough funds in their state accounts in the
Unemployment Trust Fund in the U.S. Treasury to pay benefits
during a typical recession without going into debt.

Reemployment Services
Most UI recipients are not temporarily laid off but become per-

manently unemployed and need reemployment services to speed their
return to work. The following guidelines are recommended:
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* To maintain the integrity of the Ul program as a social insur-
ance program, the Ul Work Test should be administered by the
Employment Service in accordance with the mandate in the
Wagner-Peyser Act.

» To help Ul recipients who are not subject to recall return to work,
recipients should be given staff-assisted reemployment services
from the Employment Service.

* Under federal Ul law aimed at helping dislocated workers, Ul
recipients should receive intervention reemployment services
and eligibility reviews early in their spells of unemployment.

Making Unemployment Payments

Since the state Ul programs often are called on to make benefit
payments other than Ul social insurance benefits, the Ul program must
be able to pay various forms of unemployment assistance mandated by
Congress.

* Quickly add weeks of benefits during a recession based on any
future reforms of the Extended Benefits program.

* Pay additional and sufficient weeks of temporary emergency
benefits, similar to that which has been enacted by the Congress
in every recession since 1958.

* Develop Ul administrative infrastructure that creates the capac-
ity to increase replacement rates for workers during future severe
recessions like that during the COVID-19 pandemic.

e Make payments for new unemployment assistance programs.
Congress has mandated that the Ul program pay for an array of
programs addressing special issues including adverse employ-
ment impacts on trade impacted workers, workers in feder-
ally declared disaster areas, airline workers after 9/11, workers
involved in logging in the Redwood Forest, and, most recently,
payments for uncovered and other workers during the COVID-
19 pandemic through the Pandemic Unemployment Assistance
program.

As will be discussed in the rest of this book, many problems exist
in achieving the program goals listed above. These problems relate to
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a wide variety of issues, including the methods of administration of the
state and federal programs, inadequate current legislation, and the lack
of necessary Ul federal and state fundamental statutory reform over
many decades. For the Ul program to always be able to fulfill its mis-
sion of providing adequate, temporary income support to individuals
who become unemployed through no fault of their own, and to act as
a countercyclical force during recessions in states and across the coun-
try, the program must maintain its strength over time. Throughout this
book, however, we see that rather than remaining strong, the UI pro-
gram has been weakening over many decades.

Note

1. For a more extensive discussion of the UI program, see Wandner (2018) and
O’Leary and Wandner (1997).
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2
A Historical Timeline

The weaknesses of the current Ul program stem from many causes.
From a federal statutory perspective, weaknesses were engrained by
decisions that were made in the initial design of the Ul program that
was enacted in 1935, as well as from subsequent federal legislative
decisions and/or inaction that progressively weakened the Ul program.
While the UI and other Social Security programs were created by the
same legislation, the divergence in their paths over time illustrates the
lost opportunities to build a stronger Ul system. More generally, many
of the problems that have emerged in the Ul program since the mid-
1970s had their origins in the 1935 federal legislation and the failure to
address those problems over the next several decades.

ENACTING UI AS PART OF THE SOCIAL SECURITY ACT
OF 1935: LAUNCHING THE COMMITTEE ON ECONOMIC
SECURITY’S “EXPERIMENT”

“The plan of unemployment compensation, we suggest, is frankly
experimental. We anticipate that it may require numerous changes
with experience.” Committee on Economic Security (1935)

The United States was late in enacting a social insurance program
to provide public pensions and unemployment insurance. In contrast,
old-age pension and disability assistance programs were first enacted
in Germany in 1889, with unemployment insurance benefits added
in 1927. Other European countries enacted social security programs,
including unemployment insurance before the Great Depression. The
United States lagged behind other developed nations.

Because the federal government was slow to enact and implement
a Ul program in the United States, individual states began to consider
the enactment of Ul programs on their own. By 1935, when the United
States finally enacted a social insurance program that included UI, sev-

17



18 Wandner

eral states, including Connecticut, Massachusetts, New Jersey, New
York, Ohio, and Pennsylvania, were actively considering enacting their
own Ul programs, while Wisconsin had already enacted a Ul program
and paid its first UI check in August 1936. At that time, Wisconsin was
the leading state with respect to Ul policy and implementation. The
decision to create a federal-state program was due in part to Wiscon-
sin’s desire to retain its state program (Nelson 1969).

Although the Social Security Act of 1935 gave birth to both UI and
Social Security, the paths that the two programs have taken since then
have been very different. This divergence has largely been shaped by
decisions made before the law was enacted but also by the vastly dif-
ferent public policy paths that followed enactment. In the case of the
UI program, those decisions resulted in the program failing to meet its
original expectations.

President Roosevelt determined that he would promote enactment
of a program of economic security (ultimately renamed Social Secu-
rity) that would include old-age assistance, assistance to dependent
children, public health assistance, and unemployment insurance. Before
the enactment of the Social Security Act, there was a debate within the
Roosevelt administration about what Social Security and UI would look
like. During 1934, some members of the presidentially appointed Com-
mittee on Economic Security (CES) argued that both Social Security
and Ul should be made national programs. President Roosevelt, mostly
because of political considerations, prevailed in having Congress enact
a federal-state Ul program instead. As a result, Social Security became a
national program, while UI became a federal-state program, under state
administration, with state laws establishing eligibility criteria, benefit
durations, and benefit amounts (Cohen 1985). This decision had, and
continues to have, substantial repercussions, contributing to the long-
term weakness and decline of the UI program.

After studying Ul programs in other countries and Wisconsin—the
only state in 1934 with Ul legislation—the January 1935 CES report
recommended a compulsory Ul program that paid benefits to work-
ers who were involuntarily unemployed. For administrative and other
reasons, the CES report further proposed that employees would be cov-
ered with significant exceptions for employees in small establishments;
agricultural and domestic household workers; federal, state, and local
government workers; the self-employed; nonprofit, charitable, and edu-
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cation workers; and several other groups of workers. Ul taxes would be
collected to create reserves from which benefits to unemployed work-
ers would be paid. Benefits were expected to replace 50 percent of lost
wages up to a low maximum benefit of $15 per week, payable only after
a four-week waiting period. If workers exhausted all their entitlement
to UI benefits, the CES recommended creating a permanent system of
public service employment rather than a means-tested unemployment
assistance program (National Conference on Social Welfare [NCSW]
1985).

The UI proposal was considered and enacted into law during the
Great Depression. The latest annual unemployment data the Commit-
tee had was an estimated national 39.2 percent unemployment rate for
1933. Given the continuing high unemployment rates and the uncer-
tainty about the economic future, policymakers and actuaries took a
very conservative approach to the proposed Ul benefit payments. The
CES report expected that the Ul program would initially be able to pay
only 12 to 15 weeks of benefits, with weekly benefit amounts of no
more than $15 per week. The payment of these benefits was expected to
require a payroll tax of 3 percent on total wages to fund those benefits,
based on the unemployment experience of 1922-1930, not including
the Great Depression years of 1931-1933. The CES thought that such a
short UI potential duration of benefits might be sufficient because they
also expected the Ul program to be supplemented by a public service
employment program, which never materialized. The CES acknowl-
edged that “benefits can be paid only for periods which . . . will seem
short. The benefits are small” (NCSW 1985, p. 33). Thus, the UI pro-
gram proposal was limited in scope with respect to coverage, benefit
levels, and benefit duration. At the same time, the Ul taxable wage
base and tax rate were expected to be high to afford even these limited
benefits.

The levels of state benefits and taxes in the CES report were sug-
gestive. States would set eligibility requirements, benefit levels, benefit
durations, and other provisions. The CES cautioned states to be conser-
vative in setting benefit durations so that their state trust fund accounts
(in the U.S. Treasury) would remain solvent. While the state taxable
wage base had to be at least as high as the current $7,000 federal taxable
wage base, states could set their own tax rates and taxable wage bases
equal to or greater than the federal rate. The CES left it to the states
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to decide who would pay Ul taxes: employers, employees, and/or the
state. There were no recommendations for having automatic upward
adjustments of Ul benefits or taxes to reflect the cost of living (NCSW
1985).

The Committee believed that the federal government should pay not
only for the administration of the UI program, but also for the adminis-
tration of the U.S. Employment Service (ES), since the ES—established
by the Wagner-Peyser Act of 1933—was expected to work jointly with
UI state staff in public employment offices and provide labor exchange
services as well as administer the Ul work test for eligibility for Ul
benefits, which the CES report called a “willingness-to-work test.” As a
result, federal funding for the ES would have to increase to fund these
expanded services which would be provided to UI claimants (NCSW
1985). This meant that a federal tax rate would be set on a federal tax-
able wage base, with Ul administrative funds allocated to the states as
state grants.

Given the uncertainty regarding economic conditions and the fact
that UI would be a federal-state program operating with wide state dis-
cretion, the CES encouraged state experimentation with benefit and tax
provisions and program administration. It expected that with experi-
ence, the Ul program would be modified and improved. It said: “The
plan of unemployment compensation, we suggest, is frankly experi-
mental. We anticipate that it may require numerous changes with expe-
rience, and, we believe, is so set up that these changes can be made
through subsequent legislation as deemed necessary” (NCSW 1985, p.
43). Furthermore, the Committee explained, “Congress can at any time
increase the requirements which State laws must fulfill and may, if it
sees fit, at some future time, substitute a federally-administered sys-
tem for the cooperative Federal-State system we recommend” (NCSW
1985, p. 36).

There were at least two problems with the CES formulation of how
the Ul system would evolve. First, the Ul system became not one but 53
experiments in the 50 states and three other jurisdictions that established
Ul programs. The new experimental programs were mostly determined
by the states on their own as they implemented and developed their Ul
programs, and each program went in its own direction. As described
below, some of these experiments succeeded, but most of them failed.
Second, the federal modifications and improvements to the Ul system
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that were anticipated by the CES and were needed as the UI program
evolved never materialized. Congress neglected the Ul program over
most of the last 85 years, making mainly small changes to the program,
with only one major attempt to reform and improve the system in 1976.

The Unemployment Trust Fund, established under Title IX of the
1935 Social Security Act, was initially empty. To raise sufficient funds
to pay Ul benefits, taxes were levied on employers beginning in 1936 at
1 percent of total wages, increasing to 2 percent in 1937 and 3 percent
in 1938. By contrast, the taxable wage base for Social Security was
restricted to $3,000, although it would increase rapidly in future years.
With the enactment of the 1939 Social Security Amendments, the fed-
eral UI taxable wage base was reduced to $3,000, the same as the Social
Security level (NCSW 1985).!

Social Security

Like the Ul program, Social Security also is a social insurance pro-
gram. But unlike for UI, the CES proposed that Social Security be made
a national program, with benefits and taxes set and administered nation-
ally. Nonetheless, the two programs started with the same taxable wage
bases to ensure the solvency of both programs. The CES presented a
general proposal relating to benefits and taxes that was made specific
under the 1935 Act. Under that Act, starting in January 1942, benefits
were to be paid as a percentage of total wages, as was the case for Ul
(NCSW 1985). Social Security taxes began to be collected in 1937 on
a taxable wage base set at $3,000, the same as UI. The tax was set at 1
percent of taxable wages in 1937, and tax rates were to be increased in
half-percent increments until the tax rate reached 3 percent in January
1949. The initial taxable wage base of $3,000 also did not have auto-
matic adjustments and thus would have the same problems that UI has
if Congress had not taken action to raise the Social Security taxable
wage base (NCSW 1985).

To be eligible for Social Security benefits under the 1935 Act,
workers had to be 65, have earned at least $2,000 in the period begin-
ning in 1937, and had earnings in at least five different years beginning
in 1937. As a result, payments of Social Security benefits would start
slowly beginning in 1942 (NCSW 1985). The 1935 Act included old-
age assistance that was a means-tested benefit. While the Social Secu-
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rity payroll tax system for old-age annuities was ramping up, old-age
assistance would be a more important source of support for workers 65
years old and older than old-age annuities (Ball in NCSW 1985). Thus,
Social Security evolved based on the needs of recipients in a way that
UI did not.

Although Social Security also began as a modest program, it
expanded over time with repeated federal legislative changes and
improvements to both the benefit and tax sides of the program. In con-
trast to the UI program, Social Security eventually would become a
balanced program such that both payments and revenues generally
increased together either legislatively or through annual indexing. The
lack of steady benefit and revenue improvements and reform of the Ul
program have made it a far weaker program than Social Security.

DEVELOPMENT OF THE UI PROGRAM, 1935-1949:
THE EXPERIMENT STARTS SLOWLY, PICKS UP SPEED,
BUT BEGINS TO FALTER

The CES’s expectations about the Ul program were not realized.
By the time UI benefits became payable in all states in 1942, the United
States had entered World War II. With both men and women in the
armed forces and working in defense industries, the United States expe-
rienced a period of full employment. Ul taxes continued to be collected
before and during the war, and, with little joblessness and scant payment
of benefits, the Unemployment Trust Fund grew. The major postwar
recession that some economists predicted did not occur, largely because
of the pent-up demand for consumer durables (not produced during a
wartime economy) in both the United States and other countries. The
UI program was financially sound, and state UI programs withstood a
mild recession in 1949 without the need for federal intervention. Dur-
ing the entire post—~World War II period, however, tax rates to fund UI
benefits have remained much lower than the CES expected, remaining
below 1 percent of total wages for the past four decades (O’Leary and
Wandner 2018).

As a result of a long period of low U.S. unemployment and low
benefit payments at the start of the Ul program, Congress largely
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ignored the program. When a major recession did occur in 1958, Con-
gress responded, not with major UI reform but by enacting temporary
emergency benefits that added weeks of benefits to the states’ regular
benefit programs. This has become Congress’s principal response in
each subsequent recession. Thus, rather than adjusting or reforming the
UI system to respond to workforce and workplace shifts, Congress has
let state Ul programs continue largely unchanged. An exception was
the modest 1976 Ul amendments that increased Ul coverage, increased
the taxable wage base, and made other legislative changes. Recogniz-
ing the incomplete nature of the 1976 reform, Congress called for the
appointment of a national Ul commission, but the recommendations
of both this commission and a subsequent commission again were not
adopted (Advisory Commission on Unemployment Compensation
[ACUC] 1996; National Commission on Unemployment Compensa-
tion [NCUC] 1980).

Through the mid-1970s, congressional neglect did not have signifi-
cant adverse effects on the UI program. States found that, with low lev-
els of unemployment, they could increase Ul benefit amounts and maxi-
mum potential durations of benefits without significant tax increases.
Indeed, in the 1970s all states increased their maximum potential dura-
tions to 26 or more weeks of benefits (O’Leary and Wandner 1997).

Because the CES’s dire actuarial forecast did not materialize,
between 1938 and the mid-1970s, most states substantially liberalized
their benefit programs in other respects as well. In 1938, states imposed
waiting periods of 2 to 4 weeks before they paid UI benefits. By 1985,
all states had either no weeks of waiting or 1 week. Similarly, over
this period, the range of the state maximum weekly benefits increased
from $15-$18 to $84-$225. Maximum potential durations had stan-
dardized to 26 weeks, except for three states that provided up to 30
weeks of benefits (Price 1985). Only in the last four decades have state
UI benefit and tax provisions significantly diverged, with many states
sharply curtailing both benefit payments and tax collections (O’Leary
and Wandner 2020).

A key UI program weakness, however, has been the lack of balance
between Ul taxes and benefits. This imbalance has resulted from the
lack of a national process for automatically increasing (indexing) both
benefits and taxes each year. Driving that imbalance has been depressed
UI tax rates and taxable wage bases. Together, they have kept Ul ben-
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efits below an adequate funding level in many states. First, the federal
taxable wage base has only increased three times since 1935, and it
has been stuck at $7,000 since 1983. In addition, many states have not
raised their state Ul taxable wages much above the insufficient federal
taxable wage base floor. Second, states have limited the increase in Ul
taxes necessary to pay for the increase in Ul benefits that are paid dur-
ing recessions. The result has been insufficient tax revenue to fund ade-
quate state UI benefit programs and, in many states, downward pressure
on all aspects of benefit payments: program access, eligibility, benefit
amounts, and benefit durations.

Because the Ul program depends on the ES to conduct the UI work
test and provide job matching, job search assistance, and labor market
information services, and because the largest population served by the
ES is Ul recipients, it is important to have the two programs either
administered together or work closely together. Since 1935, however,
that mostly has not been the case.

The UI national office began as an agency administered by the
Social Security Administration (SSA) predecessor agencies—identified
as SSA below—while the ES was administered by USDOL. Although
they were briefly brought together at SSA in 1939, it was only in 1949
that UI and ES were brought together and administered by USDOL.

ADMINISTRATION OF UI AT USDOL: 1949-1975

The Bureau of Employment Security was created within SSA to
operate the Ul program, and when it transferred to USDOL in 1949,
the Bureau administrator oversaw not only Ul but ES as well. Thus, Ul
and ES were administered together at the federal level, facilitating the
coordination of policy at the state and local levels, and that relationship
continued for two decades.

The decline of the federal administration of the Ul and ES programs
began in 1969, when the Nixon administration placed primary empha-
sis on expanding job training. The USDOL training agency was the
Manpower Administration—Ilater renamed the Employment and Train-
ing Administration—and initially the Bureau of Employment Security
was a part of it. However, later in 1969, the Manpower Administration
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was reorganized, and the Bureau was eliminated as part of the reorgani-
zation. The Ul and ES programs were again separated—each headed by
its own administrator within USDOL. This resulted in less coordination
between Ul and ES with respect to programs and policy, thereby weak-
ening the program (Blaustein, Cohen, and Haber 1993).

Also important for the UI program was the weakening relationship
with the regional office staff, who were in close contact with individual
state UI programs and were charged with monitoring the states, offering
guidance and providing technical assistance. This weakened relation-
ship was due to the implementation of the Nixon administration’s phi-
losophy of the New Federalism that emphasized greater decentraliza-
tion of federal programs. The greater separation between the Ul national
office and the state Ul agencies left the state UI agencies increasingly
on their own, since Ul national office staff did not travel much to the
state Ul agencies and provided less oversight, advice, and guidance.
As federal guidance and oversight declined, state programs began to
increasingly diverge.

The UI program’s effectiveness has always been tested during and
immediately after recessions. For each recession, the key questions are
whether the state Ul programs are ready for the significant increase
in claims and benefit payments and how they respond to the need to
increase revenues after the recession is over. The weakening of federal
oversight and guidance was not immediately apparent during the rela-
tively low unemployment of the early 1970s, but the Ul program was
tested by the severe recession of 1973—1975. That recession resulted in
high program costs, high levels of state indebtedness to the U.S. Trea-
sury, and the need for states to make legislative decisions about setting
UI benefit and tax provisions.

It became clear that it was a mistake to administratively house the
national UI office in the Manpower Administration in USDOL because
the Manpower Administration was primarily a training organization,
with little emphasis or experience in the administration of a social
insurance program that pays benefits and collects taxes. When the Ul
program was organizationally separated from the ES, there was far less
coordination between the ES and UI programs at both the national and
local level. As a result, the UI national office lost much of its control of
staff in the regional offices. The states were increasingly on their own
as their federal partner weakened.
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ADMINISTRATION OF UI AT USDOL: 1975 TO THE
PRESENT, AS THE PROGRAM FURTHER DECLINES

The Ul national office has continued to decline in the period since
1975.2 Tt has been operating in an agency and a department whose
top priorities have not included operating a social insurance program
like UL As a cabinet agency, USDOL changed radically over the past
five decades, becoming primarily a regulatory agency, with declining
emphasis on the operation of programs. In 1975, when the Manpower
Administration became the Employment and Training Administration
(ETA), its primary emphasis remained on training rather than on run-
ning other employment and unemployment programs. Until the pan-
demic, the renamed Office of Unemployment Insurance (OUI) was only
of minor concern to ETA, with OUI being only 1 of 10 offices within
ETA.

USDOL Becomes a Regulatory Agency
While USDOL had some regulatory responsibilities throughout its
history, it became a primarily regulatory agency beginning in the 1970s

with the establishment of six new regulatory agencies under its auspices
(see Table 2.1).

Table 2.1 USDOL Regulatory Agencies, Dates Established

USDOL regulatory agencies and establishment dates Date
Women’s Bureau 1920
Office Labor-Management Standards 1920
Wage and Hour Division 1938
Occupational and Safety and Health Administration 1971
Pension Benefit Guaranty Corporation 1974
Employee Benefit Security Administration 1974
Mine Safety and Health Administration 1977
Office of Federal Contract Compliance Programs 1978
Office of Workers’ Compensation Programs 1981

SOURCE: MacLaury (n.d.).
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The 1970s were a time of overall growth for USDOL. Staffing
increased rapidly to accommodate the new regulatory agencies. Given
the decentralization of program administration, employment and train-
ing staffing declined sharply, from 37 percent of USDOL staff to 16
percent. That decrease continued unabated in the 1980s. While the rest
of USDOL lost staff due to one reduction-in-force, ETA Assistant Sec-
retary Albert Angrisani further reduced staffing dramatically by elect-
ing to conduct a second ETA reduction-in-force. By 1989, ETA staffing
had declined to 1,963, down from 3,887 in 1969, and ETA had only 11
percent of the total USDOL staff, down from 37 percent in 1969 (Table
2.2).

Table 2.2 USDOL Full-Time Equivalent Employees by Function,
Number, and Percent, Selected Fiscal Years 1959-2019
Management,
executive
direction, and  Row total/

Employment ~ Bureau of program % of total
Function Regulation  and training Labor Statistics development  employees
1959 2,078/37.9% 1,420/25.9%  958/17.5% 640/11.7%  5,096/93.1%
1969 3,422/32.8% 3,887/37.2% 1,537/14.7% 1,423/13.6% 10,269/98.3%
1979 12,821/59.0% 3,507/16.1%  2,087/9.6%  2,928/13.5% 21,343/98.3%
1989 10,467/59.5% 1,963/11.2% 2,097/11.9% 2,419/13.7% 16,946/96.3%
1999 9,618/58.9%  1,604/9.8%  2,406/14.7% 2,202/13.5% 15,830/97.0%
2016 10,194/64.8% 1,426/9.1%  2,280/14.5% 1,837/11.7% 15,757/95.5%
2019¢ 9,751/65.0%  1,379/9.3%  2,242/14.9% 1,609/10.7% 14,999/95.1%

“Budget request level for 2019; other data are actual.

NOTE: Full-time equivalent employees are the staffing level that are authorized by the federal
budget. The “on-board” staff who are actually in place is usually smaller.

SOURCE: Krueger (1999) for years 1959-1999. USDOL (2017, 2018) for 2016 and 2019 (Presi-
dent’s Budget Request). Excludes the international labor function and “other” functions.

The UI National Office Declines Steadily

During the 1980s, both the UI national office staff and resources
shrank from small to tiny. Between 1979 and 1989, the national UI
office staff declined from 325 to 113, with most of the declines occur-
ring in the early 1980s as part of the two ETA reductions-in-force (Fig-
ure 2.1).
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Figure 2.1 USDOL Staffing from Federal Unemployment Tax Act Funds,
Fiscal Years 1979-1993
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SOURCE: Ron Wilus, Chief Actuary, Office of Unemployment Insurance, from an
undated and untitled Ul actuarial document justifying budgetary staffing increase,
developed by the Ul Actuarial Division in 1993, received by the author January 1, 2019.

Thus, by 1989, national UI staffing comprised only 127 out of an
ETA total of 1,963 (6 percent). This was less than 1 percent of the total
USDOL staftf (16,946), even though the UI budget was overwhelmingly
the largest component of the total USDOL budget.’

The decline in national Ul office staffing has continued since
1993. By 2015, staffing had dropped to only 66. Table 2.3 shows the
distribution of the reduction in staffing. The declines were bigger in
program operations and smaller in the functions that support the Ul
national office. Thus, the staffing for monitoring, guiding, and provid-
ing technical assistance to the state UI agencies’ Ul programs was all
but eliminated.

UI national office staff continued to decline after 2015. The Ul
national office full-time equivalent staff was further lowered from 63 in
2016 to 62 in 2017 and 57 in 2018 (Snidar 2018).

Thus, since the mid-1970s the Ul national office has been a small
agency within USDOL. At the same time, USDOL has become primar-
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Table 2.3 UI National Office Full-Time Equivalent Staff on Board by
Function, Selected Years and Ratio of, 19762015

Function 1976 1996 2015 2015/1976
Total 145 94 66 0.46
Front office 9 4 8 0.89
Actuarial, reporting, finance, and 31 24 21 0.68
legislation
Actuarial 11 10 5 0.45
Reporting 4 4 5 1.25
Legislation, state, and federal 16 10 11 0.69
Research 7 10 0 0.0
UI program operations 59 21 15 0.25
State and federal benefits 55 15 11 0.20
Tax 4 7 4 No change
Information technology, data analysis 28 24 17 0.61
and validation, and performance
measurement
Clerical n/a 15 n/a —

NOTE: As of early 2021, no staffing plan had been prepared since 2015. The 1996
organization chart is broken out by professional staff by function and clerical staff for
the entire organization; no similar clerical/professional breakout is provided for 1976
or 2015. Ul research staff were transferred to an ETA research office in the mid-1990s.

SOURCE: For 1976, estimated using the 1976 USDOL Telephone Directory. For 1996,
based on organization chart (Johnson 1996). For 2015, based on Office of Unemploy-
ment Insurance 2015 staffing plan (USDOL 2015).

ily a regulatory agency, with policy priorities supporting the work of the
regulatory subagencies. Within ETA, the national Ul office is only 1 of
10 offices, and a small one at that. The national Ul office was already
a small subagency in the 1970s, and it has continued to decline over
time. Today, the Office of Unemployment Insurance is so small that it
cannot be an effective partner to the state Ul agencies regarding pro-
gram administration. Rather than having an effective national partner,
the UI program has become more of a state program rather than a true
federal-state partnership. The wide divergence in state Ul programs,
many of which seem inadequate, is likely a result of the lack of federal
leadership that has allowed the development of a “race to the bottom”
among the states.
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The U.S. Employment Service Is Eliminated

Two essential functions of the Ul program are to ensure that Ul
recipients are 1) able, available, and actively searching for work (the
“UI Work Test”); and 2) receiving job matching, labor market informa-
tion, and job search services to facilitate their return to work. These
functions are performed by ES staff in local public workforce offices.
At the national level, it is critical that the Ul national office and ES staff
coordinate with state and local offices to provide these services and to
ensure that there is communication and coordination between local Ul
and ES staff. That coordination became impossible as the U.S. Employ-
ment Service was eliminated and its functions were absorbed by the
national office training program, the Office of Adult Services, begin-
ning in 2006 (Table 2.4).

Table 2.4 Organizational Placement of Employment Service Programs
in the U.S. Department of Labor, 1977-2021

Date  Name of employment service organization

1977  United States Employment Service
1991  United States Employment Service
1998  United States Employment Service

2002  Division of U.S. Employment Services/America’s Labor Market
Information System (ALMIS), Office of Career Transition Assistance

2003  Office of Adult Services, Office of Workforce Investment (OWI)

2004  Division of Employment Services and ALMIS, Office of Adult
Services, OWI

2005  Division of Adult, Dislocated Worker, Employment Services, and
Workforce Information, OWI

2006  Office of Adult Services, OWI

2007  Division of Adult Services, OWI

2008  Division of Adult Services, OWI

2021  Division of Adult Services and Governance, OWI

SOURCE: Annual U.S. Department of Labor Telephone Directory, selected years
1977-2008. For 2021, USDOL website (https://www.dol.gov/agencies/eta/workforce
-investment).
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By the early 2000s, the organization named the United States
Employment Service had been reduced to a division, and by 2006, it
had been eliminated completely. Currently, any coordination between
the Ul and ES programs occurs mostly at the state or local level since
coordination has largely been eliminated at USDOL.

Notes

1. In 1939 and now, states may enact laws requiring higher state taxable wage bases
on employers. As of this writing, only three jurisdictions continue to have a fixed
wage base of $7,000—Arizona, California, and Puerto Rico (Ernst and Young
2019).

2. This section makes use of material from Wandner (2019).

3. For example, for FY 2021, of all USDOL’s mandatory budget authority of $28.38
billion, UI budget authority was $27.39, or 97 percent (FY 2020 Department of
Labor Budget Summary Tables, https://www.dol.gov/general/budget/index-2020).






3
Downward Trends and Wide

Variation among States, 1980-2019

The decline in the Ul program resulting from legislative and
administrative changes and diminished funding and staff is revealed by
the changes in program activity and outcomes over time, as well as
by the increased state-by-state variation in the adequacy of benefits and
the sufficiency of taxes collected to fund those benefits. This chapter
discloses alarming long-term trends and wide variation in the UI pro-
gram between states that have developed over many decades.'

The figures discussed below illustrate features of the Ul program
that point to the need for reform:

Figures 3.1 and 3.2 illustrate the need for taxable wage base
reform discussed in Chapter 10.

Figure 3.3 shows the steady, long-term decline of Ul benefits and
taxes that have occurred in the absence of the enactment federal
benefit and tax standards.

Figure 3.4 shows wide variations by state in benefit recipiency
which is the basis for the options for increased access to Ul dis-
cussed in Chapter 8.

Figure 3.5 illustrates the declining scope of the Ul program as it
serves less of the unemployed while the percentage of workers
on layoff—the UI target population—has been increasing over
time.

Figure 3.6 illustrates the need for increased potential duration
of benefits discussed in Chapter 8, while, in fact, potential dura-
tions of benefits have been declining.

Figure 3.7 illustrates the close relationship between unionization
and Ul benefit recipiency with resulting large state differences in
unionization and recipiency, as illustrated by the sharp contrast
between New Jersey, North Carolina, and Florida discussed in
Chapter 4.

33
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» Figure 3.8 shows the significant differences in the percent of the
Black population receiving Ul in the states of the South and most
of the rest of the country that have raised the concerns about dif-
ferences in Ul receipt by race discussed in Chapter 5.

* Figure 3.9 shows the sharp decline in the real budget expendi-
tures on the Employment Service over time as the need for more
reemployment services for Ul recipients has increased, a topic
that is discussed in Chapter 11.

GRAPHIC ANALYSIS OF UI DECLINE THROUGH 2019

The federal Ul taxable wage base that is the basis for the financ-
ing of Ul program administration, the Employment Service, the federal
share of Extended Benefits, and the federal loans to states when their
state UI trust fund accounts become insolvent. It also sets a minimum
wage base for the state tax systems. The tax base together with Ul tax
rates determine the capacity of the Ul program to finance an adequate
level of benefits and services.

Figure 3.1 shows what has happened to the federal UI taxable wage
base since the program’s inception. In the late 1930s, the UI and Social
Security programs were administered together, and in 1939 Congress
set the taxable wage base for both programs at $3,000, such that the UI
taxable wage base was set at close to 100 percent of total wages. The Ul
and Social Security taxable wage bases remained at $3,000 until after
World War II. Then, in 1949, the Ul program was administratively sepa-
rated from the Social Security program and came under the jurisdiction
of the USDOL. After that time, the UI and Social Security programs
and the way that they are financed began to diverge sharply.

The Social Security taxable wage base was increased by Congress
in 1951 and was subsequently increased through the 1950s and 1960s.
Starting in the 1970s, the Social Security taxable wage base became
indexed and has increased steadily until it reached $160,200 in 2023
(Whitman and Shoffner 2011). By contrast, the federal Ul taxable wage
base only has been increased three times—in 1972, 1978, and 1983—
and has remained at $7,000 for 40 years. Thus, the Ul taxable wage
base has declined to less than 30 percent of total wages.
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Figure 3.1 UI and Social Security Taxable Wage Bases and the Ratio of
Total to UI Taxable Wages, 1940-2019
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SOURCE: USDOL, Employment and Training Administration, ET Financial Data
Handbook 394 (https://oui.doleta.gov/unemploy/hb394.asp) and (https:/www.ssa
.gov/oact/cola/cbb.html).

Although the UI and Social Security taxable wage bases started at
the same level at the beginning of the programs, the Social Security
wage base is now more than 20 times larger than the Ul wage base—
a far more sustainable and progressive approach to social insurance
financing.

Among analysts of the Ul program, there is agreement that, together,
a substantial increase in the Ul taxable wage base and tax rates must
be implemented by the federal government and/or the states to fund
adequate benefits. There is also agreement that, to achieve a financially
sustainable Ul program, the taxable wage base should be indexed, as
is the Social Security taxable wage base (O’Leary and Wandner 2018;
Vroman et al. 2017; West et al. 2016).

While states are free to set their own taxable wage bases at any level
they choose at or above $7,000—the federal taxable wage base—the
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great majority of states maintain low taxable wage bases that are not
much above the $7,000 minimum. In fact, Figure 3.2 shows that in 2019
only 14 states had a taxable wage base greater than $25,000, and 18
states had taxable wage bases of $10,000 or less. The result is that low-
wage employers pay the Ul system a much higher percentage of their
wage bill than higher-wage employers.

Not only are taxable wage bases low, but most states do not raise
their taxable wage base regularly, either by state legislative action or by
indexing their taxable wage base to average annual earnings in the state.
Only 19 states index their state taxable wage base (USDOL 2022a).

Thus, the majority of states have allowed their UI tax systems to
decline as a percent of total wages, such that it is difficult for them to
pay adequate benefits to Ul recipients in their states.

With taxable wage bases low and states reluctant to raise taxes, it
is not surprising that, since 1975, both benefits and taxes have trended

Figure 3.2 The Taxable Wage Base from Highest to Lowest of the 50
States, the District of Columbia, Puerto Rico, and the Virgin
Islands as of 2019
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downward as a percentage of total wages (Figure 3.3). With insufficient
tax revenues, benefits are constrained by available resources, and by
most standard measures are inadequate.

Employers lay off workers even during good times, so the Ul pro-
gram pays UI benefits throughout the business cycle. Nevertheless,
aggregate benefit payments are highly correlated with unemployment,
that is, increasing sharply when unemployment rates increase.

By contrast, states tend to increase Ul taxes only after a reces-
sion. Following such an initial tax increase, however, the states tend to
decrease taxes quickly. In some states, there is a reluctance to raise Ul
taxes even after a recession. Indeed, after the 2007-2009 recession, a
substantial number of states sharply cut UI benefits rather than increase
taxes (Vroman 2018).

Because of inadequate forward funding, many states have found
that their state trust fund accounts—in which the positive balance of
their state Ul reserves are held in the U.S. Treasury—are exhausted
during recessions. State Ul programs continue paying benefits because
they can borrow from the U.S. Treasury—maintained Unemployment

Figure 3.3 UI Taxes and Benefits as Percentage of Total Wages in the
United States, 1975-2019
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Trust Fund. To repay loans from the U.S. Treasury, states must rebuild
their Ul balances in their state Ul accounts. Many states opt for a heavy
dose of benefit cuts rather than raising tax rates or their state taxable
wage base. Examples of how states have reduced their maximum poten-
tial duration after the 2007—2009 recession are noted in Chapter 9. The
result of these cuts has been inadequate and declining funding for the
UI program over time.

Just as taxable wage bases vary widely by state, the Ul recipiency
rate also varies greatly by state (Figure 3.4). Some states make it easier

Figure 3.4 UI Recipiency Rates by State, 2019
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to apply for and receive benefits, while others make Ul receipt much
more difficult. In 2019,

» only 7 states had recipiency rates of greater than 40 percent;
» 29 states had recipiency rates of less than 25 percent; and

» North Carolina’s recipiency rate was the lowest in the country at
only 9 percent.
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Ul was intended to be an earned right for unemployed workers on
layoff whose jobs were covered by the Ul program and who had sub-
stantial attachment to the labor force. Yet, in many states, the recipiency
rate appears to be unreasonably low.

While the percentage of unemployed workers by reason for unem-
ployment (i.e., layoff, quit, reentrant, and new entrant to the labor force)
varies over the business cycle, Ul administrative data (available in the
online USDOL UI Database) show that over half of all unemployed
workers are on involuntary layoff.? Since nearly all wage and salary
workers work in Ul-covered jobs, and the earnings threshold to dem-
onstrate attachment to the workforce is generally not difficult to reach,
the percentage of unemployed workers receiving Ul benefits should be
roughly 50 percent. The actual percentage is far lower in most states.
For example, if the states with the lowest recipiency rates had a layoff
rate of approximately 50 percent, then only approximately one in five
workers on layoff would have collected Ul in 2019.

Experienced wage and salary employees on layoff should generally
be eligible for Ul benefits. Figure 3.5 shows that the layoff rate is cycli-
cal and tends to vary between 45 and 60 percent of those who are unem-
ployed and that there is a small upward trend over time. The regular UI
recipiency rate also varies with the business cycle, but in recent years
it has declined from approximately 45 percent to less than 30 percent.

If the layoff rate is a rough measure of the need for UI benefits
among unemployed workers, that need has been relatively flat, though
increasing somewhat. Yet, Ul benefit receipt has been declining. The
reduction after the 2007—2009 recession was sharper than after previous
recessions, suggesting greater difficulty for laid off workers to apply for
and receive Ul benefits.

Over the past five decades, as the need for Ul in the U.S. labor
market has increased, the availability of UI benefits has declined. While
from the 1970s until 2010 nearly every state had a maximum potential
duration of benefits of 26 weeks, not all Ul recipients qualified for the
full 26 weeks of benefits, because qualifying weeks of work depend
on the amount of the wages earned during employees’ qualifying base
periods. Most states have variable maximum durations of benefits, and
in those variable duration states, it has become increasingly difficult for
lower-wage workers to qualify for 26 weeks of benefits. The result of
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Figure 3.5 Regular UI Recipients and Layoffs as a Percent of the
Unemployed, 1980-2019
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SOURCE: UI recipiency rate from UI Chart Book series A12 (https://oui.doleta.gov/
unemploy/chartbook.asp). Layoff rate from Bureau of Labor Statistics, Current Popu-
lation Survey, Employment Status of the Civilian Non-Institutional Population, Series
ID: LNU03023622. Series title: (Unadjusted) Job Losers as a Percent of Total Unem-
ployed.

these factors is that, on average, Ul recipients have qualified for fewer
and fewer weeks of Ul benefits (Figure 3.6).

And over the same period, short-term temporary layoffs have
declined, and the percentage of unemployed workers who are perma-
nently separated has increased (Groshen and Potter 2003). As a result,
more of both unemployed workers in general and the large subset of
UI recipients have become part of the long-term unemployed—those
who stay unemployed for more than 26 weeks. This can be seen by the
upward trend in the percentage of the unemployed who are jobless for
27 weeks or longer.

Thus, as the need for longer durations of Ul benefits has increased,
the actual payment of benefits has declined. Similarly, since a much
larger percentage of unemployed workers are not returning to their pre-
vious employers (BLS 2022; Groshen and Potter 2003) as automobile
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Figure 3.6 Average Potential Weeks Duration of Regular UI Receipt
for Workers Fully Unemployed and the Percentage of
Unemployed Who Are Jobless for 27 Weeks or Longer in the
United States, 1971-2019
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production model changeovers layoffs and other short layoffs mostly
have disappeared, more Ul recipients need reemployment assistance to
get back to work. Yet, as demonstrated in Chapter 11, the availability of
such services from the Employment Service has sharply declined.

Furthermore, as the potential duration of UI benefits declines, it is
less likely that unemployed workers will apply for UI and receive any
benefits. This is particularly true in the states that have sharply reduced
the potential durations of Ul benefits, such as Florida, where the maxi-
mum potential duration of benefits can be as low as 12 weeks when the
state unemployment rate is low.

Union membership also appears to influence the Ul recipiency rate
experience by state. As shown in Figure 3.7, the percentage of union
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Figure 3.7 Union Membership as a Percentage of Employment by State,
Ordered from Highest to Lowest, Regular UI Recipiency Rate
for 2019
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membership among employees in each state is positively correlated with
state Ul recipiency rates. Because employers pay nearly all Ul taxes,
many states’ employer organizations lobby to keep Ul benefits and Ul
taxes as low as possible. By contrast, state-organized labor groups try
to maintain a high level of state Ul benefits as well as state Ul tax rates
and tax bases sufficient to fund state UI benefits. Organized labor in the
United States, however, is weak and has been on a downward trend.
Nationally, approximately one-tenth of wage and salary workers are
union members, and union membership varies significantly by state.
One would expect that there would be a relationship between the extent
of states’ union membership and the states’ Ul recipiency rates, with
more unionized states having higher recipiency rates. Figure 3.7 shows
that indeed there is such a strong relationship. Since the establishment
of Ul benefit criteria is largely a political decision arrived at by state
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political officials, where unionization is high, organized labor is likely
to have more power to influence state UI policy than where unioniza-
tion is low.

While there are many reasons why some states pay only limited Ul
benefits to unemployed workers in their states, there also appears to be a
close relationship between the percentage of the state population that is
Black and a low recipiency rate in southern states. Figure 3.8 shows that
of the 10 states with the lowest recipiency rates, 6 of them are southern
states, and each of those 10 states has a high percentage of its popula-
tion that is Black. Similarly, of the 13 states with the largest percentage
Black population, all but 3 (Maryland, Delaware, and New York) have
recipiency rates of 20 percent or less (i.e., D.C., Mississippi, Louisiana,
Georgia, South Carolina, Alabama, North Carolina, Virginia, Tennessee,
and Florida).

Figure 3.8 UI Recipiency Rate and Black Share of the U.S. Population
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This observation is consistent with the fact that the Southern states
generally have provided limited social services in other areas, expect-
ing that their residents will provide many of these services for them-
selves. Goldin and Katz (2008) examine the history of educational
development in the United States and find that a lack of high schools
in rural areas where most Blacks lived explains why the South was
the U.S. region lagging in the spread of universal secondary education.
Similarly, studies indicate that the slow expansion of coverage in the
Social Security system to agricultural and domestic household workers
may have been based on political pressure from Southern members of
Congress (Nadasen 2007; Roberts 1996).

In addition to the decline in the adequacy of benefits, over the past
four decades there has been a significant decline in the funding for re-
employment services for Ul recipients. Figure 3.9 reveals the decline in
funding for the Employment Service during a time of increasing need for
reemployment services by Ul recipients. Very few unemployed workers
are temporarily laid off. Instead, increasingly since the 1970s, more laid-
off workers are permanently laid off (Groshen and Potter 2003). Since
Ul recipients often cannot return to their prior jobs, many need to search
for new work rather than wait for a recall to their prior jobs.

Traditionally, the Employment Service provided job matching
services and job search training. These services often have been criti-
cal to successfully returning Ul recipients to work in a timely fashion
(Michaelides et al. 2012). However, funding for the Employment Ser-
vice has been reduced since the mid-1980s in nominal terms, and the
reduction has been especially stark in real terms.

What this means to UI recipients is that when they go to a public
workforce One-Stop Career Center—now named American Jobs Cen-
ters—they are not likely to receive any in-person one-on-one reemploy-
ment services. Instead, they are likely to be sent to a resource room where
they are expected to search for work on their own and use a computer to
search for labor market information, take aptitude and other tests, search
for job openings, develop a resume, and conduct other job search activi-
ties. They also are unlikely to get personal assistance in developing a
resume or in learning how to successfully take a job interview.

The result is that the provision of reemployment services is quite
limited. Technology-savvy, professional workers may be able to search
for work on their own. Others—especially less-educated and older
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Figure 3.9 Wagner-Peyser Funding for Employment Services in Nominal
and Real Dollars (1984 = 100)
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workers, as well as those who speak English as a second language or
have a disability—have a much harder time searching for and finding
work in the current U.S. economy.

ISSUES REVEALED AND EXACERBATED BY THE
COVID-19 PANDEMIC

Because this book generally addresses the need for long-term UI
reform, for the most part it does not focus on the UI program’s difficul-
ties providing needed relief during the COVID-19 pandemic, especially
since, in addition to paying out additional benefits to Ul recipients,
Congress tasked the UI program with administering temporary public
assistance (not social insurance) programs for workers who previously
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had not been covered by the UI program and for whom previous meth-
ods of administration could not be used.

However, the severity of the Ul experience during the COVID-19
recession revealed issues that must be addressed as part of the overall
Ul reform discussion. The pandemic was unprecedented because of the
lockdown of the U.S economy, which caused an extremely severe and
rapid increase in unemployment. It was understood that the effects of
the lockdown would be severe throughout the economy, including in
industries that were not previously covered by the Ul program. Several
of the following issues arose during the pandemic:

* Administrative underfunding. The Ul system has been under-
funded for decades. The system limped along during good times,
but it had problems dealing with past severe recessions. State
UI programs receive “base” administrative grants that fund a
low level of benefit payments, and additional “contingency”
funding when unemployment rises. Funding in early 2020 was
low because of the strong economy that had been improving
for many years. The Ul program thus was unprepared for the
sudden unprecedented surge in the volume of claims that began
in March 2020. The program was understaffed and soon had
problems related to claims-taking, adjudications, and appeals.
Although the CARES Act provided state UI programs with $1
billion in additional funding, UI claims-takers, adjudicators, and
administrative law judges are all skilled workers who could not
be quickly hired and trained.® The additional funding helped, but
it could not relieve the acute strain on the Ul system.

* Computer systems and lack of automation. Many state com-
puter systems are old and inflexible. At the outset of the pan-
demic, states had to implement three new federal programs
that required developing new computer programs to adminis-
ter. While states had previous experience with extending ben-
efits in the form of temporary emergency benefits, developing
new programs to pay an additional benefit—and especially to
extend coverage to workers not previously covered by the Ul
program—was daunting and slow. The inflexibility of the state
computer systems, especially the many older systems, and prob-
lems with computer programming for the new systems, slowed
the implementation of the new federal programs.
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* Adjudications and appeals. While computer systems could
generally cope with the increased volume of claims and requests
for benefit extensions and additions once the new computer pro-
gram coding was completed, the lack of automation of parts of
the claims-taking, adjudication, and appeals processes became
bottlenecks. For example, many claims raised reason for separa-
tion issues that had to be resolved by adjudicators. The adjudica-
tion system is generally a manual system. Adjudicators can only
resolve so many cases a day, and the limited number of adjudica-
tors soon became overwhelmed by the caseload.

e Inadequate communications systems. As state Ul systems fell
behind in the processing of claims, claimants found it difficult to
communicate with most state UI agencies either by phone or by
email. Most states had inadequate telephone banks to respond
to incoming calls and were unable to expand those banks that
lacked call-back features. In many cases, claimants waited on the
phone for hours and still did not get through.

* Pandemic Unemployment Assistance (PUA). The pandemic
revealed that even though the UI program covers nearly all
wage and salary unemployment, in a recession as severe as that
in 2020, other workers also will suffer from unemployment.
Congress decided to cover independent contractors and the self-
employed, among others, in the PUA program, but the program
had many flaws. It was difficult to determine eligibility and ben-
efit payment amounts, and it was prey to a great deal of fraud not
just by individuals but by organized crime groups because of the
difficulty state Ul agencies had identifying the workers, deter-
mining whether they were in fact unemployed, and the amount
of their wages prior to the recession (see Chapter 13 on fraud
and overpayments). The failures of PUA reveal the necessity of
developing either new permanent programs to cover currently
uncovered workers or a better system of administration to antici-
pate future temporary programs that provide employment and
wage data for workers who are not part of the UI system.

e Ul as pandemic relief paymaster. With the onset of the pan-
demic, Congress provided substantial relief to households and
unemployed workers under the CARES Act. The Internal Rev-
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enue Service (IRS) and the Office of Unemployment Insurance
were designated the paymasters for those pandemic relief pay-
ments, both to those workers who were employed and those who
were not. Neither agency was prepared to assume that role, and
both agencies had similar problems that included inadequate
staff, weak and old IT systems, and payments that were outside
the scope of their normal operations.

The description of the IRS’s problems is not dissimilar to those
of OUI. As Bogage (2021) explains, IRS “is morphing . . . into
this dual mission of both tax administration and administering of
social programs. The challenge is that IRS was not set up for that
purpose and their IT is not structured for that.”

While the Ul system has long provided extended and emergency
unemployment assistance to long-term unemployed UI recipi-
ents, what was new with the pandemic was that, in addition
to paying these added weeks of benefits, the Ul program was
expected to pay benefits to workers with prior work experience
but not previously covered by the UI program, for whom these
agencies had no work history data.

* Divergent international approaches to the pandemic. The
United States took a different path during the pandemic than
did much of Europe. Many European countries kept workers
on standby and paid them with short-time compensation/work
sharing or wage supplements—programs discussed below. The
U.S. instead chose to let its workers be laid off and receive Ul
or unemployment assistance. The Economist has contrasted the
two approaches as “Preservers”—keeping workers job-attached
—versus “Protectors”—having workers laid off and then receiv-
ing UI benefits (Williams 2020). U.S. policymakers may want
to evaluate the outcomes of these two approaches and determine
which is the better path for a future downturn as severe as engen-
dered by the COVID pandemic.

* Research findings. One extraordinary result of the pandemic
was the rush by researchers to understand the problems of
the UI system and applicants during 2020. Many researchers
understood the magnitude of the problems and wanted to help.
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Researchers grabbed microdata, analyzed it, and quickly pub-
lished the results.

While there is no national UI microdata set, some states have
made their data available to researchers. California is one of
those states. The California data have revealed much about the
significant difficulties implementing the pandemic programs and
their disproportionate impact on young and less-educated work-
ers (Hedin, Schnorr, and von Wachter 2020).

Notes

1. This section is based on Wandner and O’Leary (2021).
2. https://oui.doleta.gov/unemploy/DataDashboard.asp (accessed May 2, 2023).
3. Coronavirus Aid, Relief, and Economic Security Act (P.L. 116-138).






4
Weaknesses in the UI System

How We Got Here and What It Means

This chapter looks at how the U.S. UI system reached its current
weakened state and what that means for unemployed workers both by
state and for demographic subgroups. We see how the current federal-
state Ul system has allowed many states to engage in a “race to the bot-
tom,” with some states minimizing the benefits they pay and the taxes
they collect. The result is vastly different Ul programs among the states.
Some states have raced to the bottom, while others have built strong
programs. To understand the differences, we examine the UI program
in three states with contrasting public policy: New Jersey, with one of
the strongest programs, and Florida and North Carolina, with extremely
weak programs.

The race to the bottom became particularly severe after the 2007—
2009 recession. We consider one aspect of that decline—the decreas-
ing number of states with maximum potential durations of 26 weeks or
more.

Next, we examine the sharp differences between the United States
and other western industrial nations regarding the adequacy of Ul ben-
efits and the sufficiency of financing systems to support those bene-
fits. The statutory framework of the American Ul program and states’
responses to the need for increased benefits has created a far weaker Ul
program than that of other countries.

Finally, we examine the impact of a weak U.S. program and widely
divergent state programs on subgroups of the population, including by
race, gender, and age. This chapter reveals the weakness in the Ul pro-
gram and explains that there is little reason to expect the program to
improve without comprehensive, national legislative reform.

51
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THE RACE TO THE BOTTOM

Some states provide sufficient funding but for woefully inadequate
benefits.! Under the current UI system of 53 individual state programs,?
each state is responsible for financing the regular benefits paid in that
state. There exist no federal requirements as to the amount of state ben-
efits paid or taxes collected. Policymakers have long pointed out that
this structure creates an environment of interstate economic competi-
tion that leads to a “race to the bottom” as states lower state taxes to
attract new firms to move to their state (Bassi and McMurrer 1997).

The race to the bottom can be observed by examining the percent-
age of total unemployed workers who receive Ul benefits (the recipi-
ency rate), and how much those who get benefits actually receive (the
replacement rate).

Regarding the first issue, the recipiency rate has decreased over
time (refer back to Figure 3.5). Much of the national decline is due to
the vastly different percentages of the unemployed who receive Ul ben-
efits among the states (Figure 3.4), with the majority of states having
percentages of less than 30 percent.

The second issue deals with the replacement rate: an indicator of
the amount of benefits that UI recipients receive when they gain access
to the UI program. It is commonly measured as the percentage of prior
wages that are replaced by Ul benefits. A commonly accepted standard,
endorsed by numerous advisory bodies and administrations, is that Ul
benefits should replace at least 50 percent of a claimant’s prior weekly
earnings, although even a maximum weekly benefit amount of two-
thirds of the state average weekly wage will result in an average wage
replacement rate of less than 50 percent. Due to numerous state cuts
over time, Figure 4.1 shows that by 2019, 38 states were below the
recommended standard of a 50 percent replacement rate (ACUC 1996).

The prime factor leading to states’ low replacement rates has been
keeping the maximum weekly benefit constant from one year to the
next, so that even as wages rise, a claimant’s benefit cannot exceed a
specified dollar level, regardless of any increase in the cost of living. In
2019, 19 states kept their maximum weekly benefit the same for over 10
years (USDOL, Significant Provisions of State UI Laws, various years).
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Figure 4.1 UI Replacement Rate, 2019
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One simple measure to bring together both issues is to compute the
total Ul benefits paid in a year by a state divided by the state’s number
of total unemployed workers for the year. This measure encompasses
both the number of unemployed workers collecting UI and the amount
of benefits they received (Figure 4.2). In the 1970s and 1980s, there
was a relatively narrow difference between the states regarding benefit
adequacy. However, the growing difference between states exploded
following the recession of 2009. Several states dramatically reduced
benefits and are continuing to pay a lesser amount each year. This sharp
difference can be seen in the figure by comparing how the states with
the five highest and five lowest benefit amounts per person diverge from
the U.S. average.

Figure 4.2 State UI Benefits per Unemployed Person
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SOURCE: USDOL ETA-5159 report total benefits divided by total unemployed (CPS,
Household data, Table A-11, monthly average for the year).

These data demonstrate that following the recession of 2009, this
“race” has accelerated. Since 2011, 8 states reduced the maximum
potential duration of UI benefit payments, and 19 states have kept the
maximum weekly benefit the same for at least the last 10 years.
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Finally, Figure 4.3 reveals the total amount of outstanding Title
XII Federal debt—state Ul trust fund account debt to the U.S. Treasury
incurred by borrowing from federal Ul funds—as a percentage of total
wages encumbering the states as of January 1, 2021. It shows that none
of the 8 states that reduced a claimant’s maximum potential duration of
benefits are among those states that have borrowed money to pay Ul
benefits.

Figure 4.3 shows the states with outstanding federal loans as of Jan-
uary 2021. Since the 2007—-2009 recession, of the § states that reduced
benefit levels the most (Florida, Georgia, Idaho, Kansas, Michigan,
Missouri, North Carolina, and South Carolina), none have exhausted
their UI trust fund balances or needed to borrow funds to pay benefits.
That is true even after an extremely large 2020 drawdown in fund bal-
ances as shown by the figure.

Figure 4.3 Amount of Outstanding Title XII Federal Loans, January
2021 (debt as percent of total wages)
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SOURCE: U.S. Department of Treasury, Title XII Advance Activities Schedule as of
January 1, 2021.

The financial position of the benefit-cutting states thus appears to
have significantly improved because of their cuts. Without pandemic
levels of unemployment, other states have begun to imitate these
benefit-cutting states (Gwyn 2022). In general, some states that have
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achieved reasonable solvency (e.g., reaching a high-cost multiple of
1.0 or higher) have done so because they 1) have low weekly benefit
amount maximums, 2) have short average durations, and 3) use admin-
istrative means to restrict access to benefits.

We can draw two conclusions. First, states that pay low levels of
benefits also make it difficult for unemployed workers to access their
Ul systems, as can be seen in the analysis of the North Carolina and
Florida programs in the next section. Second, states that make access
to the Ul program difficult and pay low levels and durations of benefits
tend to achieve what at first blush appears to be sound UI financing
(e.g., reaching state UI trust fund high-cost multiples of 1.0 or more) by
constricting benefits (e.g., having low maximum weekly benefits and
low potential duration), rather than ensuring that they have sufficient
revenue to pay adequate benefits (see Chapter 10). The implication for
UI reform is that legislating benefit standards to address the benefit
replacement rate, benefit maximum, and benefit duration is necessary
but insufficient. States also may use administrative means to restrict
access to Ul benefits. Full interstate UI equity can only be achieved if
there also is interstate equity with respect to access to UI benefits such
that recipiency rates among states are similar.

THE HIGH ROAD VERSUS THE LOW ROAD: DIVERGENT
STATE PROGRAMS AND THE ACCESS TO BENEFITS

States have broad discretion on how to operate their Ul programs,
both with respect to program administration and the content of their
state laws. The decisions that each state makes determine the extent
of access to Ul benefits and the generosity of those benefits. State pro-
grams vary widely because their programs are determined by the poli-
tics within each state. States that are more pro-business tend to have
more constricted programs, whereas states that are more pro-labor tend
to have more generous programs.

Access to benefits can be conceptually divided into three factors:
1) the ease of obtaining information and applying for benefits, 2) the
efficiency of the administration of the program, and 3) the legal require-
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ments of the Ul program. There has been little research on access to the
UI program in general and to these factors in particular. The analysis
below is a first cut at trying to quantify the effect of these critical com-
ponents on unemployed workers’ access to benefits.

This section shows that if a state has components of its state Ul
law that provide more expansive benefits and raise adequate taxes
to fund those benefits, then these factors should be associated with a
higher level of benefit receipt by unemployed workers. In essence, it is
expected that the cumulative effect of these state benefit and tax provi-
sions have a direct effect on the state recipiency rate.

The components and method of measuring the presence and/or
extent of each reform component has been done in consultation with
other UI analysts. The components are analyzed by state and then the
extent of the presence of each component is related to the state’s 2019
recipiency rate. The expected result is that the number of reform com-
ponents should be positively correlated to the state’s recipiency.

The 25 factors listed below are based on the judgement of Ul ana-
lysts. The factors are not weighted, although some factors are certainly
more important than others. Table 4.1 looks at the 25 factors in New Jer-
sey and Florida, two extreme cases, with New Jersey having the high-
est recipiency rate of any state in 2019 and Florida having the second
lowest recipiency rate. Two thresholds are presented for the maximum
benefit amount and taxable wage base because these factors vary so
widely among states. The table shows that there are extreme differences
between the states’ UI laws.

Table 4.1 clearly shows the stark difference between Florida and
New Jersey. There also are wide variations in the ability to fund a robust
program, as illustrated by their taxable wages. The broad disparity in
the two state programs, and North Carolina discussed below, can be
seen in Chapter 3 in Figures 3.5 and 3.2. It is apparent that state Ul laws
matter and that there are systemic differences between the states. Below
we explore some of the public policy reasons for the vast differences in
recipiency rates.

We can better understand the differences between these two states if
we look at them in some detail. We also briefly look at North Carolina,
a state that sharply cut the Ul benefit components of its UI law after the
2007-2009 recession.
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Table 4.1 Key State Statutory Components of the UI Program in New
Jersey and Florida, 2019

New
Components Analysis criteria Florida | Jersey
Recipiency rate (%)* 11 57
Benefits
Employment/wages Most states require sufficient
earnings in two quarters to
affirm labor force participation
Alternative base period Yes
Computation of WBA % of claimant’s average +
weekly wage; replacement rate
of 50% or more
Minimum WBA $100 or more +
Maximum WBA $400 or more +
Maximum WBA $600 or more +
Dependents’ allowances +
Earnings disregard % of WBA +
Duration 26 weeks or less +
Fixed (uniform) duration Yes
Voluntary Quit WBA (10 weeks or more) x WBA +
requalification
Separation for good cause Yes
Misconduct disqualification 10 weeks or less
Work search contacts 3 or less
Part-time work search No base period history required
Pensions® Considers employee + +
contributions to pensions
Waiver of nonfraud, no fault | Equity and good conscience +
overpayment
Employer error +
Financial hardship +
Taxes
Maximum tax rates More than 5.4% +
Taxable wage base $15,000 or more +
Taxable wage base $35,000 or more +
Employee contributions Yes +
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Table 4.1 (continued)

New

Components Analysis criteria Florida | Jersey
Special programs

Short-time compensation Yes +

Self-employment assistance | Yes

Optional extended benefit Yes

triggers
State additional benefits Yes +

*Percentage of all unemployed workers receiving Ul benefits.

®Under federal pension offset provisions, states are optionally allowed to reduce bene-
fits on less than a dollar-for-dollar basis by taking into account the contributions made
by the UI applicant receiving a pension to the pension plan in question.

NOTE: WBA = weekly benefit amount.

New Jersey: Factors That Expand Its Recipiency Rate

In addition to the statutory factors listed above—weekly benefit
amount, duration of benefits, and alternate base periods—nonstatutory
factors also appear to impact the states’ recipiency rates. There has been
limited analysis, however, of the nonstatutory factors that affect state Ul
recipiency rates. While the analysis of the effect of the state Ul statutes
above is limited and preliminary, we know even less about the other
factors.

The discussion below is based on a 2021 interview with Robert
Asaro-Angelo, the Commissioner of the Department of Labor and
Workforce Development, and members of his senior staff.> The inter-
view questions pertained to why Asaro-Angelo and his team believed
that New Jersey’s 2019 Ul recipiency rate was the highest in the coun-
try. The factors identified by the respondents are summarized below.

New Jersey has a high-wage economy with a large percentage of
workers who receive wages and salaries and therefore are eligible for
UI when they become unemployed. Also, New Jersey has many sea-
sonal workers who are familiar with the services provided by the state.
These workers have high rates of Ul receipt in good times and bad, but
had especially high rates at the beginning of the pandemic recession.

Under their ABC method of determining the employer-employee
relationship, New Jersey is strongly opposed to the misclassification
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of many of their workers as contractors rather than as wage and sal-
ary employees.* Classifying workers as contractors negatively affects
workers in several ways, including by making them ineligible for Ul
when they become unemployed. The state strongly supports the proper
classification of workers as wage and salary employees with the easier
ABC test for determining which workers are in an employer-employee
relationship (USDOL 2020d). New Jersey actively pursues such deter-
minations and prohibits employers who violate its misclassification pro-
visions from receiving state contracts. Both the state attorney general
and the Department of Labor and Workforce Development’s Division
of Wage and Hour Compliance correct employer misclassifications. In
response to state employer classification legislation enacted just before
the beginning of COVID-19, the state is tasked with publishing lists of
employers who, because of misclassification, are in arrears in their pay-
ment of Ul taxes.

The state agency believes that several factors contribute to New Jer-
sey’s high participation rate. The state has a very liberal partial benefit
formula that encourages unemployed workers to go back to work part
time if they cannot find full-time work and still collect UI. New Jer-
sey’s monetary eligibility provisions for UI benefit receipt are low, and
workers who do not meet the eligibility requirement using the normal
benefit year may be able to qualify using the state’s flexible alternative
base period. New Jersey also has a considerable number of claims for
Unemployment Compensation for ex-service members claims as the
state has two military bases. When members of the armed forces leave
the military and have not found civilian jobs, they tend to apply for
benefits in New Jersey because of its high weekly benefit levels even if
they return to their home states.

While some employers are opposed to paying higher Ul benefits,
they put little pressure on the agency and the state legislature to keep
benefits low. A countervailing factor leading to higher benefits is the
fact that New Jersey is a highly unionized state, and unions advocate for
higher benefits. In addition, New Jersey is one of only three states that
collects Ul taxes from workers. Even though the tax rate is low, paying
this tax makes employees feel like they are partners in the Ul program
and encourages them to press for both adequate benefits and sufficient
taxes to support them. Employees see the Ul tax removed from their
pay stubs every time they are paid. As a result, they are more likely to
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apply for benefits when they become unemployed. The agency leader-
ship talks about employees having “skin in the game,” and they think
that employees want and believe that they have a good rate of return on
their investment in the Ul program.

New Jersey also distributes high-quality information to employees
about the UI program. The state maintains a strong system of call cen-
ters that direct individuals to an array of state services. New Jersey has
a full-time NJDOL call center with staff who are fully versed in their
UI system. With the onset of COVID-19 and the vast increase in Ul
claims, New Jersey has supplemented its permanent centers with exter-
nally contracted staff. It can maintain the quality of services provided to
callers because, if the contract staff could not answer any questions, the
calls were referred to NJDOL staff.

In addition, the New Jersey agency provides a great deal of infor-
mation to employees about all state programs through a newly designed
website. Many employees frequently use the website, in part because
it covers the many social insurance programs that the state adminis-
ters, including Ul, temporary disability insurance, earned sick leave,
and parental leave. The agency has tried to ensure that the website uses
plain English and includes a chat box to answer questions.

The UI application that New Jersey uses was designed to be easy to
complete. It was examined by a vendor and redesigned to increase its
clarity. The application explains what the questions mean and what dif-
ferent answers signify, thus helping claimants to give informed answers
to each question. To ensure that questions are clear, senior agency
staff have asked family members to complete the application and sug-
gest improvements. The initial claims form is interactive, pulling the
claimants’ quarterly wages into the application as the applicant fills out
the form, ensuring that the wages used for the monetary entitlement
determination are correct. New Jersey also sends a questionnaire to Ul
recipients asking how to improve the Ul application process and makes
adjustments based on those responses.

To ensure that state Ul staff provide the correct information to
claimants, the agency takes several actions. Training sessions are fre-
quent. Previously, some training was in person, but since the pandemic,
all training became virtual. It takes approximately six months for them
to train a new claims examiner; these trainees work alongside experi-
enced claims examiners as they learn the program.



62 Wandner

The state Ul program also sends a monthly newsletter to all UI staff
to provide current and updated program information. To ensure con-
sistency and accuracy in the information provided to claimants, staff
are provided with information about what the rules are, what to say to
claimants, and how to say it.

There is strong support for the New Jersey Ul program, all the way
from the governor to Ul staff as well as the state legislature. The agency
leadership reports that Ul staff care about the claimants and want to
be able to pay benefits if claimants are eligible. The staff work hard
and understand unemployed workers’ struggle to make ends meet and
desire to find new jobs.

A significant bottleneck that delays workers getting approved for
payment in most states is employers raising issues when contesting
applications for benefits by their former employees, particularly regard-
ing the reason for separation. Most states take a long time to make deter-
minations regarding separation because the factual issues are discussed
in a telephone call with a state agency adjudicator together with the
employee and employer, and differences need to be resolved during the
call. By contrast, New Jersey has made such adjudications electronic,
asking for the employer’s and employee’s story by email. As a result,
unless a follow-up is needed to resolve conflicting stories, the process
is accelerated and done without telephone calls. This approach reduces
the backlog in completing adjudication and speeds the timeliness of
UI payments. Several other states have contacted New Jersey and are
interested in adopting its approach.

As is apparent from the interview with Commissioner Asaro-
Angelo and his senior staff, New Jersey has several ways in which it
attempts to ensure that all unemployed workers eligible for UI benefits
receive them. This includes making the benefit application process as
rapid and straightforward as possible, providing accurate and consistent
information and assistance to applicants and recipients, and providing
generous and well-financed benefits. Employers and employees are
deeply involved in and supportive of the New Jersey Ul program. The
New Jersey government, at all levels, supports the program. The result
has been that a higher percentage of unemployed workers receive Ul
benefits in New Jersey than in any other state.

It also is clear from the interview summary that there is much more
than an expansive state Ul law that is responsible for New Jersey hav-
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ing the highest recipiency rate in the country. The attitude throughout
the New Jersey government is that workers unemployed through no
fault of their own should be able to receive Ul benefits, and the Depart-
ment of Labor and Workforce Development tries to ensure that these
workers get the benefits to which they are entitled. The support of busi-
ness, labor, and the general public is also important and appears to be
much stronger than in many states. The support of business and labor
for the generous payment of benefits appears to be influenced by the
UI employee tax that gives workers a sense of ownership of the New
Jersey UI system.

Florida: Factors That Suppress Its Recipiency Rate

Florida has a history of paying low benefits to relatively few unem-
ployed workers. The maximum weekly benefit amount is currently
$275 and has not been raised in 23 years. Some part-time and seasonal
workers are unable to receive benefits. However, the program became
much worse after Rick Scott became governor in 2010. Coming out of
the 2007-2009 recession, Gov. Scott, with the support of the Florida
Chamber of Commerce, Associated Industries of Florida, and the Flor-
ida Retail Federation, addressed the recessionary depletion of Florida’s
UI trust fund account by cutting the potential duration of UI benefits
from 26 weeks to as little as 12 weeks (Garcia and Rohrer 2020).

Florida enacted highly restrictive legislation in 2011 (HB 7005) that
included the following provisions (Wentworth and McKenna 2015):

* requiring that all benefit claims be filed electronically

 requiring that all applicants complete an “Initial Skills Review”
test as part of their initial claim for benefits

* requiring that claimants contact five employers each week and
report these contacts

* replacing the fixed maximum potential benefit duration (MPD)
of 26 weeks with a sliding scale MPD that varies between 12 and
23 weeks

 expanding the definition of disqualifying misconduct

These restrictions immediately reduced the Florida Ul recipiency
rate to the bottom of the state rankings. As a result of a flawed computer
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system, the Florida UI system would not be ready to take claims during
another major recession.

After the onset of the pandemic, which brought sharp increases in
unemployment, it became clear how difficult it was to apply for Ul
benefits in Florida. The online Ul application was hard to understand
and complete. Answering the questions took a long time. At the end of
the application, additional questions related to the individual applicants
and their job search plans. The application discouraged unemployed
workers from completing it. For a while during 2020, the initial claims
application system, which was not designed for high levels of claims,
caused the UI computer system to seize up and crash. Reports on the
evening television news showed that until the system could be brought
back online, applicants were required to drive to the local workforce
offices, pick up a paper application, and fill it out at home. Claimants
could then return to local offices and hand the completed applications
to UI staff from their cars. This “filing process” made the national news
and put Florida in the spotlight for poorly run Ul application systems
(Ghosh 2021; Mower 2020).

The Florida Ul computer system, however, is not one of the anti-
quated systems built in the 1970s using the old COBOL language that is
now known by just a few older programmers, most of whom are retired.
It was built in 2013. However, it experienced serious problems from
the beginning. The Florida state auditor general examined the system
in 2015 and cited numerous glitches, but when auditor general staff
returned three years later, those problems had not been fixed (State of
Florida Auditor General 2019).

The tightening of the Florida state Ul law substantially reduced
Florida’s recipiency rate from 16 percent in 2013 to 12 percent only
18 months later. Indeed, in 2019, former Governor (now Senator) Rick
Scott bragged on camera that he had sharply reduced the number of Ul
recipients in Florida to 61,000 out of a population of 22 million (Oliver
2021). By 2019, Florida’s state Ul recipiency had fallen to 11 percent—
the second lowest in the United States (Ghosh 2021; Mower 2020).

North Carolina: Factors That Suppress Its Recipiency Rate

UI recipiency can be reshaped by major public policy decisions.
The North Carolina legislature’s systematic effort to reduce Ul costs
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in North Carolina was accomplished through House Bill 4 in the 2013
General Assembly. The legislation was a direct assault on the Ul sys-
tem. Among the changes the law made were

» areduction in potential duration of benefit from 26 to 12 weeks

 a reduction in the maximum weekly benefit amount from $535
to $350

* a change in the benefit calculation from earnings in the high
quarter to average earnings in the last two quarters

The amendments to House Bill 4 achieved their goals. Wage replace-
ment in North Carolina declined from 53 percent to 38 percent. The
administration of the program also deteriorated (Wentworth and McK-
enna 2015). For example, North Carolina’s UI timeliness performance
measure declined to the worst in the country (Kofman 2020). That case
shows that a determined public policy effort can greatly weaken the Ul
system. Most declines in state UI programs are slower and more indi-
rect than was the situation in North Carolina. Often programs gradually
decline over time because of factors such as the refusal to raise the
minimum and maximum benefit amounts or maintaining low taxable
wage bases and tax rates. By contrast, the North Carolina attack on their
Ul program emanating from the state legislature was immediate, strong,
and direct.

From the cases of New Jersey, Florida, and North Carolina, we can
see that the dramatic differences in state Ul recipiency rates are related
to several factors, including the intent of state policymakers and the
efforts of administrators. New Jersey’s high recipiency rate is the result
of an expansive state UI law, but it is also based on program admin-
istration that attempts to make it easy to apply for and to continue to
draw UI benefits. Florida and North Carolina, on the other hand, have
low recipiency rates because of legislative and administrative action. In
North Carolina, the state legislature, with a super-majority such that it
could override the governor’s opposition, made large cuts to the Ul pro-
gram. In Florida, then-Governor Rick Scott used legal and administra-
tive means to both reduce the number of unemployed workers receiving
UI benefits and keep the amount and duration of benefits as low as
possible.
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REDUCING BENEFITS: INFLECTION POINTS AFTER
MAJOR RECESSIONS: 1975, 2010, 2022

As discussed, the UI program was scarcely used in the United States
in the period through the end of World War II. UI benefits then increased
until the 1970s when they started to decline. While UI benefits have
continued to gradually erode over time, there have been two inflection
points that marked a change in state policy and legislation, in 1975
and again in 2010. Both of those inflection points were in response to
two severe recessions, 1973—-1975 and 2007-2009. In both cases, many
states found their state reserves in the Unemployment Trust Fund were
inadequate and responded not only by increasing taxes but also by cut-
ting benefits.

After the 1973—1975 recession, restoring state trust fund accounts
to solvency generally was accomplished by a combination of raising
taxes and reducing or freezing benefits. The balance between raising
taxes and reducing benefits was determined in state legislatures and,
to a considerable extent, depended on the relative strength of employer
and employee organizations. At that time, however, benefit reductions
largely consisted of freezing increases in minimum and maximum
weekly benefit amounts rather than in actual reductions in the benefit
amounts or their durations.

In 2010, however, states more aggressively instituted benefit reduc-
tions. Benefit levels and potential durations were reduced. As discussed
above, a North Carolina statute reduced its maximum benefit amount
from $535 to $350 and its potential duration from 26 weeks to 12 weeks.
Reductions below 26 weeks originally were enacted in 10 states (Ala-
bama, Arkansas, Florida, Georgia, Idaho, Kansas, Michigan, Missouri,
North Carolina, and South Carolina), although the number of states
declined to 8 when Idaho and Kansas returned to 26-week maximums.

These and other changes that were made after the 2007-2009
recession reversed the historical trend of state benefit expansion. For
maximum potential durations, the states gradually increased durations
from 16 weeks or less in 1940 to 26 weeks or more in nearly all states
from 1970 until just after the 2007-2009 recession. Given lower than
expected UI costs from a program initially providing limited benefits,
states were able to gradually expand benefit durations until all states
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were able to afford to pay up to 26 weeks of benefits. Table 4.2 shows
that more states began paying more than 26 weeks of benefits in the
1950s until the new federal Extended Benefits program took over the
payments of benefits beyond 26 weeks. Paying up to 26 weeks of ben-
efits became nearly universal from 1990 until 2008. Starting in 2010,
however, the consensus that states should pay up to 26 weeks began
to erode, and states started to cut the potential duration of benefits—in
some cases sharply, below 26 weeks—not because the states couldn’t
afford 26 weeks of benefits, but because they didn’t want to raise taxes.

Table 4.2 Number of States by Maximum Potential Duration of Regular
UI Program Benefits (in weeks)

Year 12-15 16 17-19 20 21-25 26 27-39

1940 14 27 4 3 0 2 0
1950 7 4 2 22 9 13 0
1960 0 0 0 2 7 33 9
1970 1 0 0 0 2 41 10
1980 0 0 0 0 0 42 9
1990 0 0 0 1 0 50 2
1995 0 0 0 1 0 51 2
2008 0 0 0 0 0 51 2
2020 3 1 0 4 0 44 1

NOTE: Table shows number of states, by year, with maximums between 12 and 39
weeks.
SOURCE: Significant Provisions of Unemployment Insurance Laws, 1940-2020.

Similar cutbacks to the UI program in response to the 2020 pan-
demic recession are likely to be severe and at least as widespread as in
2010. States will again want to restore their state trust fund accounts
to solvency. Maintaining benefit amounts and durations are no longer
viewed as sacrosanct. After the pandemic, reductions in benefit amounts
and durations started to become more widespread in the absence of fed-
eral Ul reform that would require the maintenance of benefit standards
(Gwyn 2022). As a result, the UI program may have reached a third
inflection point in 2022, and state benefit reductions may continue to
be wide and deep.
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THE UI SYSTEM IN THE UNITED STATES IS WEAK
COMPARED TO OTHER WESTERN INDUSTRIAL
COUNTRIES

Western European governments are amazed at how weak the U.S.
system is and has been for decades. In the 1980s, I attended a recep-
tion at the International Labour Organization headquarters. Represent-
ing USDOL, I was asked by Ul administrators from several countries
why the United States paid out such limited benefits compared to their
programs. It was hard to explain.

It is worthwhile to compare the U.S. UI program to programs in
other developed countries, especially since the U.S. program is such an
outlier. What do the programs in other countries look like?

Overall, the Organisation for Economic Co-operation and Devel-
opment (OECD) finds that the U.S. Ul program is the least generous
in terms of unemployment benefits of all the OECD countries (OECD
2009). The United States is similarly near the bottom of OECD coun-
tries in spending on Ul as a percent of GDP (OECD, n.d.).

Compared to the 21 members of the OECD—Western European or
English-speaking countries plus Japan and Korea—the United States is
an outlier with respect to all three aspects of the program: Ul adminis-
tration, financing, and benefit payments (Vroman 2012; Vroman et al.
2017).

e National program. All other countries administer a national Ul
program with one set of laws and administrative procedures that
operate throughout their countries.

* Experience rating. No other country applies experience ratings
to individual firms to finance their UI program.

* Low taxable wage base. Compared to other countries that
finance their programs with payroll taxes, the United States uti-
lizes an extremely low taxable wage base. For the decade 2000—
2009, the U.S. taxable wage base averaged 28 percent of total
wages, whereas the 19 countries that used payroll taxes averaged
between 72 and 100 percent, with 8 countries taxing total wages.

* Employee contributions. Employees pay UI payroll taxes in
almost all OECD UI programs, and typically those taxes account
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for a substantial percentage of total Ul program revenue. The
financing arrangements in these programs are highly varied, but
most rely heavily on payroll taxes. Australia and New Zealand
were outliers, financing Ul out of general revenue.

* Employee-employer share of contributions. Out of the 15
countries for which data were available, employers and employ-
ees shared the burden equally in 5 countries. In 8 other countries,
the employee share ranged from 22 percent to 42 percent of the
combined tax rate. The median employee share for the 15 coun-
tries in 2012 was 35 percent.

* Recipiency rates. Most OECD countries have higher recipiency
rates than the United States (OECD, n.d).

e Short-time compensation/work sharing. Unlike the United
States, which has a state option STC program, at least 19 of the
34 OECD countries have national short-time compensation pro-
grams (Cahuc 2019).° Many increase the replacement rate and
duration of short-time compensation program benefits during
periods of high unemployment (Wandner 2010).

In short, these programs generally are financed by payroll taxes on
both employers and employees, with a substantial employee contribu-
tion. The tax rates are imposed on high taxable wage bases. Most of
these countries try to avoid layoffs, if possible, by using generous short-
time compensation programs during deep recessions.

EQUITY ISSUES IN THE UI PROGRAM

The overall weak U.S. Ul system has an uneven impact on sub-
groups of the American workforce. Whether intentional or not, there are
inequities by race, gender, age, disability, and geography in the treat-
ment of unemployed workers in the Ul program. The inequities con-
cerning the demographic groups are complex and require a number of
different solutions.

The UI system was not built for the modern U.S. economy and
labor force. It did not anticipate a labor force in which there are multiple
wage earners in many households who need to balance work and home
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responsibilities. Nor did the early Ul system anticipate older workers
moving from one career job to another or from career jobs to “bridge”
jobs—transitions that require reemployment services that the ES has
not been well equipped to provide. It also did not anticipate the labor
force participation of individuals with disabilities, nor did it address
issues of race.

Race/Ethnicity

Racial and ethnic inequities have been a part of the Ul program
since its inception and continue to the present day, particularly in the
Southern states. For example, in 1935, Blacks were disproportionately
excluded from coverage under the Social Security Act’s old age and Ul
programs by the exclusion of agricultural and domestic service work-
ers, which at that time included at least 60 percent of the nation’s Black
working population (DeWitt 2010, p. 51). This disparity persists in the
UI program today for both Blacks and Hispanics, largely because of
weak state Ul programs that serve few unemployed workers, especially
in the Southern states (Gould-Werth and Shafer 2012). Difficulties in
completing computerized applications is also a factor. The disparity for
Blacks has been growing since the recession of 2007-2009 (O’Leary,
Spriggs, and Wandner 2022).

Historical racial disparities in the old age and UI programs stemmed
from the limited coverage of American workers by the original Social
Security Act based on concerns about the ability of the new social insur-
ance programs to serve the entire U.S. economy. As a result, the original
Social Security Act only covered workers who were regularly employed
in “commerce and industry.” The following groups of workers were
excluded:

* agricultural workers

* domestic household workers

* self-employed individuals (including farm proprietors)
* nonprofit sector workers

» professionals, including self-employed doctors, lawyers,
and ministers

» employees of charitable or educational foundations



Weaknesses in the Ul System 71

» employees of federal, state, and local governments
* persons aged 65 or older

* casual laborers

* seamen in the merchant marine

* members of Congress

President Roosevelt’s Committee on Economic Security estimated
that 21.1 million workers were initially excluded from participation in
the Social Security system, of which at least 15 million were white.
DeWitt (2010) argues that the occupational exclusions (e.g., agricul-
tural and domestic services) were not based on a racially exclusionary
animus but were determined by administrative and technical limita-
tions, at a time when nearly half of the U.S. labor force was excluded
from coverage.

The reasons for exclusion of agricultural and domestic household
workers, however, is in dispute, although there is little recent literature
on the issue. Some researchers have concluded that the exclusion of
agricultural and domestic household workers was racially motivated.
Roberts (1996, p. 1,571) says that “[n]orthern New Dealers struck a
bargain with southern Democrats that systematically denied Blacks’ eli-
gibility for social insurance benefits . . . in a deliberate effort to maintain
a Black menial labor caste in the south.” A similar argument is made by
others including Lieberman (1995), Gordon and Patterson (1999), and
Alston and Ferrie (1999).

The exclusion of agricultural and domestic household workers
had the strongest adverse impact on Blacks because the employees in
these occupations were overwhelmingly Black. Indeed, the effect of the
exclusion of agricultural and domestic household workers from cover-
age was to exclude 65 percent of all Black workers from the UI pro-
gram but only 27 percent of all white workers (DeWitt 2010).

The coverage of agricultural and domestic household workers came
about more rapidly in the old age program of the Social Security Act
than in the UI program. Amendments in 1950 and 1954 to the old age
program extended coverage to both agricultural and domestic house-
hold workers in two stages (DeWitt 2010).

Agricultural and domestic household workers did not become cov-
ered under the Ul program until later, also in two stages, by amend-
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ments in 1970 and 1976.° Nonetheless, Blacks have continued to be
adversely affected by the Ul program because they are a large percent-
age of the population in many southern states, many of which maintain
weak Ul programs where only a small percentage of separated work-
ers receive Ul benefits. Figure 3.8 in Chapter 3 shows that states in
the South have both large Black populations and low recipiency rates,
unlike in the East, Central, and West parts of the United States. Look-
ing at the nation as a whole, there is a strong regional relationship to
UI recipiency. Of the 13 states with the largest Black populations, all
but 3 (Maryland, Delaware, and New York) have recipiency rates of 20
percent or less (D.C., Mississippi, Louisiana, Georgia, South Carolina,
Alabama, North Carolina, Virginia, Tennessee, and Florida). Except for
D.C., all the states with low participation rates are in the South.

Gender and Age

Gender and age issues stem largely from the initial assumptions in
the original 1935 Social Security Act that were based on the composi-
tion of the U.S. labor force as it existed at that time. Both federal and
early state Ul laws assumed that men would continue to predominate
as the only family breadwinner and that they would work full time but
then fully retire at age 65. Thus, it was thought that men of working
age would be the only demographic group who would need UI ben-
efits. Federal law has changed little to accommodate the changes in
labor force participation by gender and age, mostly leaving it to states to
make adjustments. Unfortunately, those adjustments have been uneven.

Gender and age inequities have different causes than those driving
racial inequity. (This issue is discussed in detail in Chapter 8 regarding
UI benefit eligibility.) Gender and age inequities stem from both state
and federal governments not recognizing or adapting to the changes
in the labor force in the post—World War II period. Indeed, the biggest
change in the U.S. labor force following World War II has been the
increased labor force participation rate of women, rising from 34 per-
cent in 1950 to approximately 60 percent in recent years. At the same
time, with the decline of defined benefit pensions and inadequate per-
sonal savings, the labor force participation rates of older workers also
increased starting in the 1990s for workers 65 and older (Agbayani et
al. 2016; Wandner 2018). Federal legislation limiting the receipt of Ul
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benefits for unemployed workers receiving pensions occurred in the
1980s just as older worker labor force participation rates began steadily
increasing.

These changes in the U.S. labor force have resulted in new patterns
of employment (Wandner, Balducchi, and O’Leary 2015):

Part-time work, especially by women and older workers.
Multi-earner households.

Workers voluntarily leaving jobs to provide care for children and
other family members.

Movement of a “trailing spouse” in households that move from
one geographic labor market to another, with many states finding
these workers ineligible for UI.

Greater movement in and out of the labor force for many eco-
nomic and personal reasons, particularly by women and older
workers.

Reentrants to the labor force who have been out of the labor
force for reasons such as childbearing, child rearing or elder care
for long enough that the reentrants do not have sufficient earn-
ings in their Ul base period to qualify for UI benefits.

Older workers changing careers and moving from one career job
to another or from career jobs to bridge jobs. Thus, they may
not be searching for jobs like their prior jobs, which is what is
expected by the Ul and ES programs. For example, some states
do not find older workers searching for part-time/bridge jobs eli-
gible for Ul, requiring full-time workers to search for new full-
time jobs (USDOL 2022a).

Older workers having lower unemployment rates than younger
workers but longer periods of unemployment once they become
unemployed. They also have more difficulty finding reemploy-
ment than younger workers and may need intensive services that
are not available.

Growth of independent contractors, short-term workers, free-
lance workers looking for temporary jobs in the so-called gig
economy, where firms prefer these new work arrangements to
the employment relationship. Older workers are more likely
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than younger workers to be self-employed and independent
contractors.

None of these or other newer patterns of employment and unem-
ployment were anticipated in 1935 when the Social Security Act was
enacted. Congress has done little to adapt federal UI law to the current
reality of the labor force, and states have been uneven in accommodat-
ing these changes in their state Ul laws.

Workers with Disabilities

Unemployed workers with disabilities have been disproportionately
adversely affected by the move to online claims-taking. When the Ul
program largely ended in-person initial and continuing claims appli-
cations in the 1990s, unemployed workers with disabilities have had
greater difficulties negotiating online computer, telephone, and voice
response systems that now are used to take their claims. States have
varied in how well they have accommodated these unemployed work-
ers, as well as unemployed workers with limited English proficiency,
and other workers, such as many older workers, who also have diffi-
culty negotiating these systems.

Helping these workers attain equal access to the Ul program would
require either improving the existing remote claims-taking systems or
returning Ul staff to local workforce offices so that they can assist these
workers in filing UI claims and/or having their questions about the pro-
gram answered.

Geography

Today there are vast differences between the state Ul programs.
Programs vary from weak to strong. The weak programs with respect
to issues such as program access and state statutory eligibility criteria
create equity issues for subgroups based on race, ethnicity, gender, age,
disability, and other factors. This variation creates equity issues for all
unemployed workers across the country. As we have seen, compared to
Florida and North Carolina, unemployed workers in New Jersey are far
more likely to

* have greater access to Ul benefits,
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* receive more benefits for a longer duration,

* have greater access to Extended Benefits in periods of unem-
ployment, and

* beabletoaccess reemployment services and special Ul programs.

Addressing geographical disparity issues requires creating a more
robust and equitable Ul system across all states. Robustness should
result in

* having similar recipiency rates across the country,

» accommodating the realities of the modern U.S. labor force,
especially relating to eligibility and work search requirements,
and

e enacting provisions that benefit low-wage workers, such as
indexed minimum benefit levels, which increase annually with
the increase in state average weekly work in covered employ-
ment, allowances for dependents, and monetary eligibility deter-
minations based on hours worked rather than on earnings.

Geographical disparities could most easily be accomplished by hav-
ing the Ul program in the United States switch to a federal or national
program with a single set of benefit and financing rules. Short of such
a substantial change, under the current federal-state administrative
system, greater equity would require comprehensive Ul statutory and
administrative reform, as well as strong enforcement of the reform
elements.

CONCLUSION

The purpose of the payment of Ul benefits and the provision of
other public employment programs is to bring workers into the labor
force, help them stay in the labor force, and help them to find or train
for new jobs. The lack of a proactive policy to help workers—includ-
ing racial minorities, women, low-wage workers, older workers, and
workers with disabilities—stay in the labor force has an adverse effect
on the U.S. economy from both a micro and macro perspective. This
chapter has addressed the need to help individual workers, but it is
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well to understand that the health and strength of the U.S. economy has
depended and will continue to depend on keeping workers who want
to work in the labor force. The Ul system could play a stronger role in
this effort by providing adequate income support while workers search
for suitable work or prepare to return to work. A program of UI reform
should keep both these goals in mind.

Part 3 discusses issues for Ul reform, while Part 4 examines the
options for UI reform that can accommodate the changes in the U.S.
economy and labor force by modifying certain Ul benefit provisions,
particularly as they affect women, older workers, low-wage workers,
and workers with disabilities.

Notes

1. This section is based on an unpublished paper by Rob Pavosevich.

2. Under federal Ul legislation, there are 53 programs of the 50 states plus D.C.,
Puerto Rico, and the Virgin Islands.

3. Robert Asaro-Angelo, commissioner of the Department of Labor and Work-
force Development, and his senior staff (David Bander, Ron Marino, and Gillian
Guitterez), interview by Stephen Wandner, January 29, 2021.

4. The ABC test is a three-part test to determine whether there is an employer-
employee relationship. See the section on gig/contract workers in Chapter 9.

5. In addition to the United States, Cahuc (2019) identifies 19 other OECD coun-
tries that have short-time compensation programs: Austria, Belgium, the Czech
Republic, Denmark, Finland, France, Germany, Greece Hungary, Italy, Japan, the
Netherlands, Norway, Poland, Portugal, the Slovak Republic, Spain, Sweden, and
the United Kingdom.

6. Employment Security Amendments of 1970 (P.L. 91-373), enacted August 10,
1970, covered employment in certain categories of agriculture processing. The
Unemployment Compensation Amendments of 1976 (P.L. 94-566), enacted
October 20, 1976, extended coverage to hired farm labor of large employers and
domestic household workers of employers who paid $1,000 in wages for domestic
work.
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A Brief History of UI Reform

Past Proposals and Actual Reform

The Social Security Act of 1935 sketched out a limited, partial
UI program. The Committee on Economic Security’s actuaries were
extremely conservative, mostly because they were dealing with an
untried program in the middle of the Great Depression. Coverage of all
Ul programs was limited. (See the discussion of coverage in the Equity
Issues section of Chapter 4.) Benefit durations were assumed not to
exceed 15 weeks.

With unemployment less serious but continuing after the Great
Depression, Ul reform and concern for more adequate benefits have
been ongoing issues for over 70 years. Among the many calls for Ul
reform and actual reform have been the following: 1) presidential calls
for federal benefit standards, 2) the development by the UI national
office of recommended model state Ul legislation, 3) extended benefits
legislation, 4) the Unemployment Compensation Amendments of 1976,
5) recommendations by two Congressionally established national com-
missions, and 6) many early and recent calls for comprehensive reform.
Each is discussed briefly below.

PRESIDENTIAL PROPOSALS FOR FEDERAL
BENEFIT STANDARDS

After World War II, it became clear that the Ul program would
become an active social insurance program in a civilian economy that
would be subject to the ups and downs of the business cycle. The Unem-
ployment Trust Fund also had received sufficient funding by the end of
the war that the UI program could be expected to expand and provide
greater benefits than were anticipated before the war.

79
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The federal executive branch unsuccessfully proposed federal ben-
efit standards under Presidents Truman, Kennedy, and Johnson. A 1965
congressional bill proposed five standards:

1) a weekly benefit amount of at least 50 percent of average
weekly earnings

2) amaximum weekly benefit amount of at least 50 percent of the
state average weekly wage

3) a qualifying requirement of not more than 20 weeks of work

4) a maximum potential duration of benefits of 26 weeks for
qualified workers

5) a maximum disqualification of six weeks, with a few excep-
tions (Haber and Murray 1966)

Thus, these presidents made clear that the UI program could afford
to pay adequate benefits and that many states were not meeting what
appeared to be reasonable proposed federal standards. Congress has
never enacted these proposed standards.

RICHARD A. LESTER: 1962 RECOMMENDATIONS

Richard A. Lester was director of the Industrial Relations Section at
Princeton University and an early analyst of the UI program. His book
The Economics of Unemployment Compensation (1962) made the fol-
lowing recommendations about how to adjust the existing UI system:

» extend coverage widely

* increase the taxable wage base

* Dbring eligibility requirements up to date
 create an extended benefits program

* establish a reinsurance program

* improve the experience rating system

Lester thus anticipated the creation of the Extended Benefits (EB)
program in 1970, the extension of coverage enacted in 1976, and the
need to modernize eligibility requirements, but he also pointed to con-
tinuing weaknesses in Ul financing.
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USDOL RECOMMENDATIONS TO STATES: THE 1962
BROWN BOOK

During the 1950s and 1960s, the first two decades during which the
UI program was administered by USDOL, the UI national office was
active and provided a great deal of guidance to the states regarding rec-
ommended state Ul legislative proposals. The last comprehensive set
of recommendations was issued in 1962 as Unemployment Insurance
Legislative Policy: Recommendations for State Legislation, known as
the Brown Book among state and federal officials because of its brown
cover (USDOL 1962). It was an updating of a similar book of recom-
mendations issued by the Department in 1953. The Brown Book cov-
ered the full range of state Ul legislative benefit provisions with recom-
mendations but did not provide tax provision recommendations. Many
of the recommendations are similar to current recommendations for Ul
reform, but many of these were not accepted by state Ul programs at
that time and still have not been adopted.

A small sample of the recommendations provided to the states dur-
ing the 1950s and 1960s include the following (USDOL 1962):

e Recent base period: “The lag between the base period and the
benefit year should be as short as possible.” The alternate base
period recommendations of today have a similar justification.

* Maximum weekly benefit amount: “The maximum benefit
amount should be set at a level which will permit the great
majority of workers to receive a weekly benefit amount” of 50
percent of their wage loss.

* Minimum weekly benefit amount: “The minimum benefit should
be related to the wage levels in the State.”

 Partial benefits: “Intended to provide a measure of income main-
tenance” and “give [claimants] an incentive to take less than full-
time work.”

Thus, many of the policy recommendations for UI reform today are
not much different than the USDOL recommendations in 1962. What
happened was that USDOL stopped advocating for these reforms after
the 1960s, and the state Ul programs began to regress from many of
these recommendations in the mid-1970s.
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EXTENDING UI BENEFITS DURING RECESSIONS

In the 1950s, the United States began experiencing mild and more
serious recessions. Congress spent little time focusing on the UI pro-
gram during periods of low unemployment, but with the 1958 reces-
sion, Congress began enacting temporary emergency unemployment
compensation programs, generally paid from federal general revenue.
Such programs have been enacted during every recession since 1958.

Congress enacted a permanent EB program in 1970. This program
has not worked well, even with some legislative amendments over time.
As a result, Congress has continued to enact temporary emergency
programs.

UNEMPLOYMENT COMPENSATION AMENDMENTS
OF 1976

Despite many small federal legislative changes, the Unemployment
Compensation Amendments of 1976 were the only major reform of the
Ul program since its inception. The amendments responded to the strain
of the 1973-1975 recession and were enacted with bipartisan support
after extensive legislative hearings by the House Ways and Means Com-
mittee. Some of the components of the amendment were as follows:

» coverage: extended to agricultural, domestic household, non-
profit, and state and local government workers

 federal taxable wage base: increased to from $4,200 to $6,000
e federal tax increase
» extended benefit trigger change

« ecligibility and disqualification changes: preventing states from
prohibiting disqualification based on pregnancy, but also disqual-
ifying undocumented aliens and individuals receiving pensions

 established the National Commission on Unemployment Com-
pensation (NCUC)
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NATIONAL COMMISSION ON UNEMPLOYMENT
COMPENSATION

The establishment of the NCUC was a recognition of the limited
scope and nature of 1976 amendments and the need to consider much
more basic program changes, on which Congress was unable to agree.

In its final report (NCUC 1980), the NCUC was able to agree on
many recommendations, including the following:

Increase and index the federal taxable wage base to 65 percent of
the national annual wage.

Establish a reinsurance system to protect states against unusually
heavy benefit costs.

Establish federal benefit standards including: 1) a maximum
weekly benefit of two-thirds of the state average weekly wage,
2) replacement rates of at least 50 percent, 3) no more than 39
weeks of work can be required for 26 weeks of benefits, 4) no
cancelation of benefit rights except for fraud and disqualifying
income, and 5) repeal the restriction of the 1976 amendments on
pensions, professional athletes, and undocumented alien workers.

States should provide up to 26 weeks of benefits to workers with
strong labor force attachment.

Improve EB triggers.

Establish an unemployment assistance program separate from
UI with income testing to provide benefits.

Increase administrative grants to states for both Ul and ES.

Remove Ul benefits from being subject to income taxation.

ADVISORY COUNCIL ON UNEMPLOYMENT
COMPENSATION

Given no legislative reform in response to the 1980 reform pro-
posals of the NCUC, a decade later Congress established the ACUC
as a provision in the Emergency Unemployment Compensation Act of
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1991. The ACUC issued four reports, making relatively few recommen-
dations, some of which were made with dissenters because of divisions
among the Council members (ACUC 1996). Nonetheless the Council
made some recommendations, some calling for federal legislation and
others exhorting the states to act. In summary, they recommended the
following:

* an increase in the federal taxable wage base to $8,500

* promoting state forward funding by paying an interest premium
on state trust fund balances and preferential interest rates on
loans for states working to forward fund

» EB triggers be changed to use of total rather than insured unem-
ployment rates, and the trigger threshold be adjusted to reflect
the new trigger mechanism

 that benefits replace 50 percent of prior wages and the maxi-
mum weekly benefit amount be two-thirds of the state’s average
weekly wage

» that workers seeking part-time employment not be barred from
Ul receipt

¢ that states eliminate seasonal work exclusions

« that state work requirements not exceed 800 times the state mini-
mum wage

« that UI benefits be tax exempt
 that USDOL report a measure of Ul recipiency

Thus, the two commissions raised many issues but few were
resolved. Congress did not take up the recommendations of either com-
mission, and many of the issues that the commissions considered still
remain unresolved.

UI MODERNIZATION

UI Modernization was the name of the Ul reform program that was
part of the American Recovery and Reinvestment Act of 2009. It made
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$7 billion in financial incentives available to states to adopt specified
reforms that consisted of

» providing alternative base periods
* paying dependents’ allowances

» compensating workers voluntarily quitting for compelling fam-
ily reasons

» paying unemployed workers searching for part-time work
* paying training benefit extensions

The UI Modernization provisions represented a partial approach to
Ul reform. Even for the reform components that were proposed, not
all states took the financial incentives and enacted the laws. In addi-
tion, there was the possibility of backsliding as states could enact a
provision, take the financial incentive, and then revoke the provision.
Given incomplete take-up, it appears that providing financial incentives
to states is not a path to comprehensive Ul reform and that such reform
likely would require federal benefit and tax provision requirements.

PURSUING OPTIONS AND MAKING RECOMMENDATIONS
FOR UI REFORM

This chapter shows that the need for comprehensive Ul reform has
been clear for many decades. In response to that need, there has been
no shortage of past recommendations. In the absence of substantial Ul
reform, there have been numerous recent proposals for comprehensive
reform, especially since the end of the 2007-2009 recession. These
include recommendations discussed below, including by the Obama
administration, the Century Foundation, the Hamilton Project, George-
town University, the Center for Law and Social Policy, the National
Employment Law Project group, von Wachter (2019), Dube (2021),
and O’Leary and Wandner (2018). Most of the rest of this book exam-
ines approaches to and options for Ul reform suggested over the history
of the program. It synthesizes past reform proposals and recommends
reforms based on evidence and policy analysis by the author.






6
Disincentive and Incentive Effects
of UI Benefits and Taxation

Discussion about UI reform can be better understood after review-
ing the behavioral responses to both the Ul and reemployment pro-
grams. This chapter addresses the following issues. How do individual
employers and employer organizations try to limit the scope of the Ul
program? How do employees who receive Ul benefits respond to the
offer and receipt of Ul benefits? And how do UI recipients respond to
incentives and reemployment services that might help them return to
work?

Unemployment insurance exists to partially replace lost earnings
during periods of involuntary unemployment, but like other social
insurance programs, Ul has behavioral effects on both benefit recipi-
ents and the employers who pay the Ul taxes that fund those benefits.
With UL the effects on recipients have been much more studied than
the effects on the employers who pay the Ul tax, but the response of
employers also is well known. It is important to be mindful of the effects
of these incentives to understand the current Ul program, the need for
UI reform, and the approaches to reform that are likely to be the most
effective and have the least disincentive effects.

The Ul program as conceived in the original Social Security Act of
1935 was designed primarily to mitigate cyclical unemployment. The
original Ul program was too modest to address the unemployment cri-
sis presented by the Great Depression. The system did not pay benefits
until the 1940s, and it was designed to address short-term temporary
layoffs, such that many of the workers laid off would be recalled when
the U.S. economy returned to more robust growth. That expectation
was borne out until the beginning of the 1970s, after which changing
domestic and international conditions led to the great majority of lay-
offs being permanent. Employers now have little expectation of rehiring
dislocated workers, and workers must search for new work, often quite
different from their previous jobs (Groshen and Potter 2003; Wandner
2010).
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Worker dislocation has a negative effect on the future earnings of
unemployed workers. They tend to remain unemployed longer, and
when they do become reemployed, they tend to work for substantially
lower wages (Jacobson, Lal.onde, and Sullivan 1993). Public policy
should address the longer durations of unemployment and likely wage
loss when workers are finally reemployed by providing permanently
displaced workers with income support while they are unemployed and
help them find the best possible jobs, even if those jobs result in lower
wages (Jacobson, LalLonde, and Sullivan 1993). The reemployment of
permanently displaced workers—the goal of UI and public workforce
policy—must be understood as it relates to the incentive structure of the
Ul program for both employers and their former employees.

EMPLOYER INCENTIVES

Employers tend to try to minimize their payment of Ul taxes for their
former employees, since the UI tax is experience rated (Lachowska,
Sorkin, and Woodbury 2022). That is, the more workers they lay off
and the more Ul benefits those former workers are paid, the higher their
employers’ tax rate will be in future years. Employers thus can pay less
in UI taxes by resisting an increase in their UI experience rating based
on benefit charges assessed to their Ul account. They can do this by
lobbying at the state and national levels to keep their Ul taxes low as
well as by minimizing both the number of their former employees who
are paid Ul benefits and the amounts that they are paid. Employers have
been effective at keeping Ul benefits low through political activity at
both the federal and state levels (Levine 1997).

Individual Employer Responses

Most research regarding the employer response to the Ul program
has addressed two issues. First, the impact that experience rating pro-
visions have on employers, especially in reducing layoffs or avoiding
being charged for separations (Lachowska, Sorkin, and Woodbury
2022). And second, the extent to which employers help state UI agen-
cies police the integrity of the Ul system by responding to whether
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their former employees are entitled to receive Ul benefits. By provid-
ing information regarding an employee’s nonmonetary eligibility (e.g.,
the reason for the separation such as layoff for economic reasons, fired
for cause or voluntary quit) employers can supply critical information.
Employers, however, have a financial incentive to help deny their for-
mer employees Ul benefits to minimize their own UI costs.

Employers do not necessarily police the system by themselves.
Many large employers hire third parties to monitor and challenge the
claims of individual employees. To justify their existence, these firms
have an incentive to attempt to have claims denied that would otherwise
be charged to the employers for whom they work. The result tends to
be a confrontational relationship in which some unrepresented workers
who might otherwise be found eligible are denied Ul benefits.

Group Employer Response

By denying claimants access to UI benefits, employer organizations
and Ul cost management companies at the state and national level also
work to minimize the cost of Ul benefits to their members, including the
national organization Strategic Services on Unemployment and Work-
ers’ Compensation (UWC).! They also lobby state and federal agencies,
state legislatures, and Congress to minimize the amount of Ul benefit
payments and the Ul taxes needed to pay those benefits. Employer
groups have been highly successful at the federal level. Indeed, their
efforts have ensured that there has not been major federal Ul legislation
since 1976, and the federal Ul taxable wage base has not been increased
since 1983.

Employer organizations and Ul cost management companies also
have been particularly successful at the state level, especially in states
where trade unions are weak, where employer groups face little oppo-
sition when lobbying state governors and legislatures. As a political
economy concept, political decisions are determined by the relative
countervailing strength of the opposing parties. In the United States,
those opposing parties are organized business and organized labor.
However, since unions are weak in most states, political power lies
mostly with organized business, except in the small number of states
with high levels of unionization. As a result, there is a strong relation-
ship between the extent of state unionization and the Ul recipiency rate
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(O’Leary and Wandner 2018). The Ul program is robust mostly in the
few states in which unionization is greatest. Business’s resistance to Ul
reform also is evident in the opposition by business representatives to
some proposed reforms contained in two Ul commissions’ final reports
(ACUC 1996; NCUC 1980).

EMPLOYEE DISINCENTIVES

For many years, it has been suggested that providing UI benefits to
unemployed workers has a disincentive effect on workers’ job search
behavior and increases their duration of unemployment. This issue
has been studied throughout most of the history of the UI program.
There have been overall assessments of the disincentive effect back to
Dan Hamermesh (1977) in the 1970s and Paul Decker in the 1990s
(Decker 1997). The conclusions in general have been that the disincen-
tive effects are real but modest in size. Although there has been a range
of published estimates as to the extent of the work disincentive effect
(Decker 1997), the setting of Ul benefit levels (i.e., the replacement rate
for lost wages) is generally done to balance the adequacy of temporary
income replacement against the disincentives that UI benefits create
against the return to work.

The UI Principle of the Unemployed Returning to Comparable
(or “Suitable”) Work

The Ul program is designed to encourage Ul recipients to accept an
appropriate job match, not the fastest possible job match. Ever since the
enactment of the Ul program in 1935, a key concern of Congress and
the UI program has been to return workers from unemployment to jobs
that are comparable to their previous jobs in terms of wages and skill
levels. In the UI statutes, this is called “suitable work.” While in strong
local economies there usually are a reasonable number of low-skilled,
low-wage job openings, the Ul suitable work provisions are designed
to prevent Ul recipients from having to take new work requiring sig-
nificantly lower job skills and at significantly lower wages relative to
their prior jobs. That was not the intent of Congress when it enacted the
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Social Security Act in 1935, and it is not in the interest of individual
workers or of the U.S. economy today for skilled, high-wage workers
to take less productive minimum wage or near minimum wage jobs.
Efficient job matching means the economy benefits by fully using the
skills and abilities of workers when they move to new jobs. There is a
loss in value to the economy when job matches are inefficient.

Thus, the design of the UI program is not to return Ul recipients to
work as quickly as possible, regardless of the wage and skill level of the
new job relative to the workers’ prior jobs. Rather, the goal is to return
unemployed workers as soon as possible to “suitable work™ at a wage
and under conditions similar to their prior work.

This approach to reemployment is embedded in both federal and
state Ul law, even though policymakers have acknowledged decades of
job search theory research that has demonstrated that UI claimants may
delay their return to work as they set their job search intensity and their
minimum acceptable (reservation) wage to maximize the present value
of lifetime income. Thus, Ul claimants may end their unemployment
only when they receive a job offer that exceeds their minimum accept-
able (reservation) wage (Mortenson 1977). UI recipients may some-
what delay their return to work relative to the wage they would accept
if UI were not available. Nonetheless, Congress designed the program
to promote return to “suitable work” even if pursuing suitable work
somewhat delays the return to work.

The Effects of UI Benefit Generosity on Job Search and
Subsequent Employment

Many studies have shown that the generosity of Ul benefits can
influence the timing and extent of Ul recipients’ job search and their
subsequent job finding. Furthermore, UI benefits can reduce the inten-
sity of job search and still not improve the jobs and wages that workers
find after their job search. From a public policy perspective, however, a
key question is whether employee disincentive effects are large enough
to suggest the need to statutorily change the generosity of benefits. In
addition, the awareness over many decades of a disincentive effect
has encouraged searching for ways to speed the return to work with-
out changing benefit generosity. As a result, much of the effort since
the 1970s (Ehrenberg and Oaxaca 1976; Feldstein 1974) to find ways
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to improve Ul recipients’ reemployment has focused on incentives to
speed the return to work (see the discussion in Chapter 11 about re-
employment bonuses) and to provide the tools to help accomplish that
goal.

Krueger and Mueller (2010) find that job search intensity is inversely
related to the generosity of Ul benefits. Schmieder, von Wachter, and
Bender (2016) find that extending the duration of UI benefits did not
result in recipients finding better jobs when they return to employment.
Card, Chetty, and Weber (2007) also find that longer unemployment
durations for Ul recipients did not lead to better job matches. However,
given the shortage of in-person, effective reemployment services, most
long-term unemployed workers do not receive effective reemployment
services. Meyer (1995) finds that extending unemployment durations
does not improve post job-loss wages. USDOL has funded evaluations
of each of the congressionally enacted temporary emergency unemploy-
ment compensation programs, which have been proven to significantly
reduce poverty while having small effects on extending unemployment
durations during recessions.

It is precisely because of these findings that USDOL has conducted
many UI experiments over the years to provide tools to improve and
speed job matching, to provide workers with additional job skills, and
to avoid unemployment in the first place (Benus et al. 1995; Corson et
al. 1989; O’Leary, Decker, and Wandner 2005; Robins and Speigel-
man 2001; Wandner 2010). Federal and state legislation to enable these
reemployment services and supply the resources to provide them, how-
ever, have mostly proved lacking.

Disincentive and Benefit Duration

Throughout most of the post-World War II period, research has
shown that increased potential Ul benefit durations result in longer
durations of unemployment. While there is agreement that there is an
effect, the key policy issue is, how large is the effect?

Many studies have examined the effect of benefit durations on
UI recipient behavior throughout the business cycle. Schmieder, von
Wachter, and Bender (2012) find that extended UI benefits are associ-
ated with longer unemployment durations but that this effect is smaller
in recessions than in periods of expansion. Mulligan (2012) finds that
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expanded UI durations are associated with longer unemployment spells
and thus higher unemployment levels. Looking at this issue from an
international perspective, Ljungqvist and Sargent (1998) find that varia-
tion in Ul generosity among nations is a major determinant of differ-
ences in unemployment levels across those nations and over time. It
should be noted however, that the generosity of UI benefits varies vastly
among nations, with many OECD studies finding that the United States
has nearly the least generous Ul programs among all the OECD indus-
trial nations.

It has long been known that the disincentive effect of longer poten-
tial UI durations on Ul recipients varies with the business cycle. During
strong labor markets when job openings exceed job seekers, there is
more concern about workers not taking available, suitable jobs if they
are qualified to take comparable jobs to those that they have lost. None-
theless, widespread worker dislocations occur during good times and
bad.

For example, Schmieder, von Wachter, and Bender (2012) find that
extended UI durations are associated with longer durations of benefits,
although that effect is less so during periods of high unemployment.
Thus, the disincentive effect of Ul is less when unemployment is higher
and there are fewer job openings relative to the number of unemployed
workers. That relationship has been well known for many decades
(Hamermesh 1977).2

Congress has long recognized the cyclical nature of unemployment
and the need for modest numbers of weeks of UI benefits when the U.S.
economy is strong but additional weeks when the economy weakens.
USDOL has long advocated a maximum potential UI benefits duration
of approximately 26 weeks during periods of low to moderate unem-
ployment. Nonetheless, during every recession since 1958, Congress
has enacted longer potential durations of benefits, paid from federal
general revenue. Thus, Congress has recognized that the need for longer
durations of benefits is greater during recessions, when the disincen-
tive effect for workers is less. It also should be noted that for most of
the temporary emergency benefit extensions, USDOL has conducted
third-party evaluations, mostly by Mathematica Policy Research. Those
evaluations have found only a modest increase in unemployment dura-
tion associated with the implementation of these programs at times of
limited job openings.
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The policy problem with extending Ul benefits during periods of
high unemployment has been that the Congress has not determined how
to adjust the duration of benefits with variations in the unemployment
rate and the availability of job openings. That issue—along with wide-
spread agreement about how to respond to it—is discussed in Chapter
8. It also should be remembered that the large expenditures on Ul ben-
efits are made during recessions, when the disincentive effect is least
and when Ul benefits provide a substantial countercyclical macroeco-
nomic effect.

Disincentive as a Cyclical Issue: Increased Benefit Amounts

Congress has increased the potential duration of Ul benefits dur-
ing every recession since 1958, deciding when such extensions are
appropriate (Rangel 2008). However, other than one small program
increasing Ul benefit levels by a small amount during the 2007-2009
recession, Congress had never substantially increased weekly benefit
amounts during recessions.

That changed dramatically in 2020-2021. What happened to the
UI program during the year and a half after COVID-19 struck the
United States is important to understanding the cyclical Ul disincen-
tive effect. As part of the response to the catastrophic shutdown of the
U.S. economy in March 2020, Congress enacted legislation to provide
unemployment compensation benefits (as social welfare programs, not
as a social insurance program), including the Federal Pandemic Unem-
ployment Compensation (FPUC) program, which significantly added to
the basic UI benefits. All recipients—regardless of their prior wages—
received an additional $600 per week in Ul benefits, later reduced to
$300 per week at the end of July 2020. Given the large supplement and
subsequent reduction in benefits beyond the basic UI program benefit
amount, it was possible to evaluate the effect of a large increase and cut-
back in benefits, making use of the “natural experiment” that occurred
because of the large changes in benefit amounts. Economists looked for
data to determine the effect of reducing the additional $600 per week to
$300 and then eliminating the $300 add-on in June 2021 by some states
and by all states in September 2021. They found a surprisingly small
impact in the behavior of Ul recipients given the large size of the benefit
increase and the potential impact of its reduction and/or termination.
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For example, one study examined the propensity of recipients to
consume Ul benefits as well as the disincentive effects on returning to
work when receiving higher than usual Ul benefits. Using J.P. Morgan
bank data, the study showed that households spent the vast majority of
their UI payments, and that despite the add-on benefits received during
this period, there was little disincentive effect, with the job-finding rate
remaining relatively steady (Ganong et al. 2021).

Dube et al. (2021) examined the effects of some states ending FPUC
benefits early, in June 2021. Comparing the states that withdrew from
FPUC with those that retained the program until it ended, the authors
find that while UI receipt fell 36.3 percentage points, employment rose
by only 6.8 percentage points by the time the FPUC program ended in
early September 2021. While the number of UI recipients fell sharply,
earnings increased only modestly. Thus, the return-to-work effect from
the sharp decline in FPUC benefits expected by the states that withdrew
from the program early was not realized.

REEMPLOYMENT SERVICES AND REEMPLOYMENT
INCENTIVES

Ina U.S. economy in which the great majority of unemployed work-
ers are permanently displaced, policies that aim to speed the return to
productive work and reduce recipient disincentive effects should provide
displaced unemployed workers with reemployment services and incen-
tives for them to stay in the labor force and improve their job matches
and speed their return to work. As shown in Chapter 11, and as dis-
cussed at length in Wandner (2010), several reemployment approaches
that have been rigorously studied using randomized controlled trials
provide causal evidence of effectiveness. These policies seek to prevent
unemployment, provide reemployment services to facilitate the return
of the unemployed to productive employment, and provide unemployed
workers with incentives to speed their return to work. The main prob-
lems with making effective use of these approaches, however, are the
lack of funding, federal legislation, and/or state enactment and usage.

Short-time compensation (STC) is a program to encourage employ-
ers to prevent layoffs by putting all workers on reduced hours—with
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STC benefits providing partial income replacement for the reduced
hours—rather than laying off a portion of workers. Federal Ul legis-
lation permits states to have STC programs, but just over half of all
states have them and most make little use of them. Most other devel-
oped countries used STC programs to a much greater extent during the
2007-2009 recession (Cahuc 2014).

Using randomized controlled trials to evaluate job search assis-
tance programs, this intervention has been shown to be cost effective in
speeding the return to work (Wandner 2010). Job search assistance ser-
vices provide displaced workers with the tools to improve their search
for work. Most displaced workers have not searched for work for many
years. Giving these workers the information and skills to do such things
as prepare a resume, search for job openings, and successfully partici-
pate in job interviews does not create a disincentive to search for work.
To the contrary, the services provide displaced workers with the infor-
mation and skills that help them to search for work more effectively and
return to work more rapidly.

Training services are essential to a small but significant percent of
permanently separated Ul recipients who lack the skills to return to a
job with similar earnings and skills requirements. The USDOL-funded
training programs include programs for dislocated workers, but those
programs are grossly underfunded. While millions of American work-
ers are displaced each year and many could benefit from career train-
ing, USDOL programs have tended to provide funds to train fewer than
200,000 unemployed dislocated workers per year from among the mil-
lions of workers who are displaced each year (Wandner 2010).

Reemployment bonuses also provide an incentive for permanently
displaced UI recipients to speed their return to work, and several field
experiments have shown that they do just that (Wandner 2010). An
analysis of two field experiments suggests that targeting bonus offers
to those most likely to have long UI receipt could be a cost-effective
program design (O’Leary, Decker, and Wandner 2005).

Policy Issues Relating to Disincentive Effects
The concern about employer and employee responses to the Ul pro-

gram has resulted in many policy proposals to counter employer and
employee disincentive effects. The following list enumerates some of
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the many proposals to reduce the disincentive effects of the Ul program.
They include the following:

changes to the Ul experience rating system to reduce the con-
frontational relationship between employers and their former
employees

federal standards to reduce the power of employer organizations
to reduce access to, the availability of, and the amount and dura-
tion of UI benefits to employees

strengthening the UI work test to ensure that only eligible unem-
ployed workers receive Ul

providing reemployment services that can improve job matching
and speed the return to work

providing monetary incentives to permanently separated Ul
recipients to speed their return to work

encouraging employers to retain their workers using STC
reduced hours rather than layoffs

Ul exists to pay temporary partial income replacement during invol-
untary unemployment. While providing income replacement, Ul creates
some disincentive effects. Many of the UI reform proposals discussed
in the following chapters can mitigate the disincentive effects of paying
UI benefits. These proposals directly address negative employer and
employee responses to the availability of Ul benefits and to employer
resistance to paying for legitimate claims for Ul benefits.

Notes

1. The UWC website states: “Many employers have found Unemployment Insur-
ance cost management companies to be a cost-effective ‘best practice,” in terms
of administering Ul claims and managing Ul tax liabilities. Professional service
organizations that can help you minimize your unemployment insurance taxes and
exposure include members of the Association of Unemployment Tax Organiza-
tions” (UWC, n.d.).

2. Hamermesh (1977, p. 38) concludes that the impact of increases in potential dura-
tions “are much smaller, perhaps even zero, when the civilian unemployment rate
is above 6 percent.”
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Approaches to UI Reform

In response to the weaknesses of the Ul program discussed in Part
2, many have called for comprehensive UI reform. Part 3 has discussed
issues and approaches to Ul reform. Part 4 will discuss a wide variety of
possible components of such reform. Several of these reforms presently
exist in some form in many states. Few are completely new, and most
have been implemented only in those states with the most expansive state
UI laws. The more restrictive state programs have very few of them.

Many of these reforms have been proposed by policymakers and
analysts who have presented policy and empirical analysis to support
the proposals. Those proposals have included new federal benefit stan-
dards, USDOL guidance to the states on a wide range of issues, and
the recommendations of two national commissions. They also include
proposals by the Brookings Institution, the National Employment Law
Project, and the Century Foundation, as well as recent studies by Bivens
et al. (2021); Dube (2021); O’Leary and Wandner (2018); Simonetta
(2018); von Wachter (2020); and West et al. (2016). Senators Ron
Wyden and Michael F. Bennet circulated a 2021 discussion draft of a
comprehensive Ul reform bill (hereafter the Wyden-Bennet proposal).
Many of these proposals will be noted in the discussion of the reform
options or proposals below. (See Chapter 5 for a brief history of past
calls for UI reform.)

The reform option approaches discussed in this chapter could be
implemented in a variety of ways, including through USDOL guidance,
state legislation, the enactment of federal legislation, and incorpora-
tion into a new federal or national Ul program, which would require an
extensive congressional overhaul of the program.

Before turning to specific options and recommendations for Ul
reforms in Chapters 812, this chapter identifies four key issues for Ul
reform: 1) whether state financial incentives for reform are effective,
2) whether widespread adoption of employee contributions to program
benefits could help improve the Ul program by reducing the adversarial
and political nature of the UI program, 3) the need to balance the ben-
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efit and tax sides of Ul reform, and 4) how the UI program should be
administered. Recommendations for each of these issues are presented
here.!

USING FINANCIAL INCENTIVES TO ENCOURAGE
STATES TO REFORM THEIR PROGRAMS: HOW
EFFECTIVE AND EQUITABLE ARE THEY?

The UI Modernization Program was a significant effort to reform
the UI program using financial incentives to induce states to reform
their Ul programs. This program was part of the American Recov-
ery and Reinvestment Act (ARRA) of 2009, enacted during the Great
Recession to spur Ul program reform. The Ul Modernization Program
offered states up to a total of $7 billion if they then had, or would adopt,
several Ul program components expanding Ul benefits that the Obama
administration considered desirable. The program required that states
adopt or have in place the following criteria:

* alternative base periods
e dependents’ allowances

e quitting for compelling family reasons: preventing the denial of
benefits to individuals who leave work for compelling family
reasons—domestic violence or sexual assault, caring for a sick
family member, or moving because a spouse relocated to another
location for employment

 part-time work: preventing the denial of benefits to individuals
actively seeking part-time employment

* training benefit extension of Ul benefits

The Ul Modernization provisions represented a partial approach
to UI reform that used federal financial incentives to induce states to
reform their Ul laws. Some states were unwilling to voluntarily enact
any or all the proposed reforms and instead declined the financial incen-
tives. Of the 53 UI jurisdictions in the federal-state UI partnership, 41
states enacted at least one Ul reform, but the total distribution of incen-
tive grants was $4.4 billion, only 63 percent of the total funds available.
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Another problem was that there was the potential for backsliding as
states could enact a provision, take the financial incentive, and then
later revoke the provision (Wandner 2013).

But did the UI Modernization of state UI laws work? Its impact can
be assessed by seeing how many states responded, how many states
retained the provisions adopted to obtain the incentives, and whether
there were systematic differences between the states that responded and
those that did not.

Table 7.1 shows that the Ul Modernization program had a signifi-
cant effect on expanding the states’ adoption of the modernization pro-
visions, and continued to do so through 2020, even though it did not
result in their nationwide adoption. The federal government did not
require that states maintain the Ul Modernization provisions for which
they received incentive payments, and several states later repealed Ul
Modernization provisions, including Kansas, North Carolina, South
Dakota, Tennessee, and Wisconsin.

Table 7.1 Ul Modernization Enacted in 2009: States with Provisions
before and after ARRA

No. of states with ~ No. of states No. of states

provisions before with provisions  with provisions
UI modernization provisions ARRA in 2011 in 2020
Alternative base period 19 41 40
Part-time work 6 28 30
Compelling family reasons 0 21 45
Dependents’ allowances 4 7 11
Training extension 0 16 16

SOURCE: Wandner (2013) and USDOL, ETA (2022).

The use of financial incentives improved the program overall but
did not achieve interstate equity across the United States. Rather, they
made the difference between the adopting and nonadopting states more
extreme. For example, in 2020, 40 states had an alternative base period.
All but two of the remaining states that did not have an alternative base
period were in the bottom half of states listed by recipiency rates as
indicated in Figure 3.4. Thus, those states that did not adopt an alterna-
tive base period were the least likely to provide easy access to the Ul
program.
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It appears that financial incentives can be moderately effective in
encouraging states to adopt more expansive benefit payment provisions.
The federal government has also used an incentive approach in other
policy efforts, such as the 2014 incentive to forward fund Ul benefits
by issuing standards for 0 percent borrowing from Federal Unemploy-
ment Tax Account (FUTA) for state Ul trust fund accounts that meet
average high-cost multiple standards. To date, however, the adopting
states mostly have been those that already have provided unemployed
workers easier access to the Ul program. Therefore, it is likely that only
through the imposition of a federal mandate will all states provide easier
access to the Ul program, including adopting the provisions contained
in the Ul Modernization Act.

Recommendation

While financial incentives can induce some states to improve their
Ul programs, experience shows that not all states participate. As a result,
program improvements are made without ensuring interstate and demo-
graphic equity. Federal requirements are needed to have fully adequate
and equitable UI programs for all Americans in all states. Since finan-
cial incentives don’t necessarily result in permanent changes to a state
UI program, achieving reforms requires statutory changes to federal
law accompanied by regulatory conformity requirements to ensure the
changes are implemented nationwide. Also, because federal incentives
may not result in permanent changes in state Ul programs, new federal
legislative standards are needed that can be translated into federal regu-
latory requirements that allow USDOL to impose variable penalties for
nonconformance, rather than the current single blunt instrument of a
total loss of a 90 percent reduction (from the 6.0 percent tax) in the
federal tax paid by employers.

EMPLOYEE CONTRIBUTIONS: A WAY TO REDUCE THE
POLITICIZATION OF UI?

Most decisions about the design and levels of Ul benefits and taxes
are made by governors and state legislators. State governments, in turn,
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are lobbied by employer and employee organizations. In general, this
lobbying effort is quite unequal because of the decline in the strength
of labor unions. Nonetheless, unions are much more powerful in some
parts of the country than in others. The unions in states that are more
unionized have been able to exert greater influence on the robustness
of the state UI programs. As a result, in states with a higher percentage
of unionized workers, the structure of the UI programs results in higher
levels of Ul recipiency (Figure 3.7).

Over time, political processes have determined the adequacy of Ul
benefits and the sufficiency of taxes to pay for those benefits. In all but
three states, employers directly pay the full cost of the UI program, and
generally employers have been successful in keeping benefit costs and
taxes low if they do not face a strong voice of organized labor (Anderson
and Meyer 2000).

In the interview discussed in Chapter 4 with Robert Asaro-Angelo,
the New Jersey Commissioner of Labor and Workforce Development,
he and his senior staff expressed the belief that the New Jersey employ-
ees’ contribution to their benefits has a significant effect on giving
employees a sense of ownership of their Ul program and encourag-
ing workers to apply for benefits when they become unemployed. That
sense of ownership is real because, as shown in Table 7.2, employees
in New Jersey pay a large percentage of the Ul taxes that fund the pro-
gram—34 percent of the tax in 2019.2

If enacted nationwide, an employee contribution could improve the
acceptance of comprehensive national Ul reforms in the areas of ben-
efit access and adequacy, as employees would be paying a substantial
percentage of the costs. The cost of comprehensive Ul reform could be
financed in part or in whole with the introduction of an employee tax as
a federal conformity requirement for states.

An employee contribution rate could be set such that it covers some
designated percentage of the cost of a comprehensive Ul reform pro-
posal. To allow employees to have a substantial voice in the making

Table 7.2 New Jersey Ul Taxes as a Percent of Taxable Wages, 2019
Employer tax Employee tax Employee tax/Total tax
0.72 0.3825 0.347

SOURCE: Employer tax: https://oui.doleta.gov/unemploy/docs/aetr-2019.pdf
Employee tax: 2019 Comparison of State Unemployment Insurance Laws.




104 Wandner

of UI state and local UI policy, the employee tax would probably need
to be set at a rate at least as great as the New Jersey rates. If a shared
employer/employee tax does not fully cover the cost of comprehen-
sive reform, a substantial increase in the federal taxable wage base
would ensure that the Ul tax is more progressive and that the average
tax rate on lower wage-paying employers and lower-wage receiving
employees would decline after implementation of the reforms. Thus,
while an increase in the federal taxable wage base might otherwise be
fully offset by a decline in tax rates, the increase in the base could be
used to reduce the employer tax rate, making reform more palatable to
employer groups.

One might ask why employees should be asked to bear the cost of UI
reform, both by paying a Ul tax and by increasing the wage base upon
which they would be taxed. One reason for employees to accept paying
a new employee contribution is that employers already shift the costs
of the UI tax that employers pay onto employees in the form of lower
wages (Anderson and Meyer 2000). A new employee contribution thus
might not cause a significant decline in employees’ total compensation
compared to a similar tax increase on their employers. Another reason
for employees to support employee contributions is that by paying into
the program, they would “own” a piece of it, and they or their represen-
tatives are likely to have more of a voice in future Ul public policy. As a
result, in many states employees could expect enhanced benefits if they
become unemployed during an economic downturn.

Employee contributions would not, of course, resolve all issues
between employers and employees. Under a federal-state program,
even with Ul reform, state governments will continue to make changes
in state Ul laws. However, employee funding of a portion of the total
UI tax would tend to increase the power of employees and lessen the
adversarial relationship between the employees and employers, while
providing more adequate benefits and fully funding program costs.

Recommendation

Employee contributions should be required in all states and should
be between one-third and one-half of total Ul taxes. Implementation
of employee contributions would increase political support for the Ul
program and reduce the adversarial relationship between employer and
employee organizations.
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BALANCING BENEFIT AND FINANCING REFORM:
LESSONS FROM THE SOCIAL SECURITY PROGRAM

It is impossible to consider either Ul benefits reform or Ul financing
reform separately. Benefits reform generally results in an increase in
benefit costs that cannot be paid without increased financing. Similarly,
financing reform by itself is meaningless. The issue is this: What needs
to be financed? Furthermore, benefit and financing reform are not a one-
time occurrence. Adequate benefits with sufficient financing today may
be insufficient tomorrow. As the cost of living increases every year,
benefits must similarly increase, and financing will have to pay for that
increase. This tandem approach to benefits and financing, however, is
in effect only in a small number of states, but not in the great majority.

Similarly, federal UI funding must accommodate rising costs. The
federal government pays for Ul and ES administration, but most of the
costs of administration are for federal and state staff. Each year, the
wages of state Ul staff increase, and an effective Ul program would
have to pay those increasing costs. Instead, Ul administrative funding
has long been constrained while ES funding has declined. The result
has been a steady decline in Ul and ES staffing across the country.

This issue can be understood by comparing the failure of Ul reforms
to the relatively superior approach of Social Security old-age pension
reforms. While Social Security program policy is far from perfect, it
demonstrates that a strong social insurance program requires an on-
going balance of program benefits and costs.

The UI program and the Social Security old-age pension pro-
grams started on the same path when they were enacted, but they have
diverged widely over the past eight decades with respect to both ben-
efit adequacy and financing sufficiency. The development of the Social
Security program after 1935 shows the need for automatic, balanced,
and synchronized increases in benefits and taxes with periodic legisla-
tive adjustments to bring the system back into balance. The Ul program
could have reduced or avoided many of its current problems if it had
followed the path of the Social Security program.

Unlike for Social Security, there has been no steady, balanced pro-
cess of increasing benefit payments and revenues in the Ul program.
States set their own benefit levels and tax rates, and the state taxable
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wage base must only be as high as the federal taxable wage base. Bal-
anced increases in benefits and funding are not possible without the
enactment of federal benefit payment standards, especially since the
federal taxable wage base has been frozen at a ridiculously low $7,000
level since 1983.

In fact, one early change to the UI federal taxable wage base initi-
ated the process of keeping the Ul taxable wage base low. The 1939
amendments to the Federal Unemployment Tax Act reduced the wage
base from total wages to $3,000, in part so that it would be the same as
what the Social Security wage base was at that time (Haber and Murray
1966). As Haber and Murray explain, that change “was not considered
to be important. . . . The change has grown in significance, however, as
wages have increased over the years.”

Once the UI federal taxable wage base was set at $3,000, congres-
sional neglect left it there until 1972, when it was raised to $4,200. The
fact that the Ul taxable wage base has been increased only three times
over the life of the program and has remained at $7,000 since 1983 has
greatly exacerbated both state and federal UI funding problems.

By contrast, Congress enacted an amendment to the Social Security
program that raised both benefits and revenues and attempted to bring
them into balance by tying both to the annual cost of living increase.
In almost all years since 1975, the Social Security taxable wage base
has been indexed to some measure of wage growth, and the indexing
formula has been adjusted several times (Whitman and Shoftner 2011).
In 2023, the Social Security taxable wage base rose to $160,200—over
20 times the Ul taxable wage base.

On the benefits side, Congress also began to enact major increases
in Social Security benefits in the 1950s. The 1950 Social Security
amendments significantly increased benefits by 77 percent. Finally, the
1972 amendments eliminated the need for regular congressional action
to increase Social Security benefits by tying benefits to the cost of liv-
ing and increasing benefits by 20 percent. In 1977, Congress made a
similar change in the Social Security taxable wage base, also having it
automatically increase each year as average earnings rise (Ball 1985).

Thus, by the end of the 1970s, Congress determined that Social
Security benefits and taxes should be brought into balance every year.
That balance was based on automatic annual increases in both Social
Security benefits and taxes, with periodic rebalancing made by con-
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gressional action. This critical decision helped create a sounder Social
Security expenditure and financial system—an approach that still has
not been enacted for the Ul program.?

Thus, the key to having a sustainable Social Security or UI program
is automatic adjustment and balancing of benefits and taxes, as well as
periodic legislative reforms of the system when the system gets out of
balance. Today, the Ul program is greatly in need of federal legisla-
tive reform and rebalancing because nationwide it has neither automatic
adjustments of benefits and taxes nor even moderately comprehensive
legislative structural reform since 1976.

Recommendation

Both UI benefits and taxes should be adequate to provide a strong
UI program throughout the United States. Once adequate levels of ben-
efits and taxes have been achieved, benefits and taxes should be indexed
so that they remain in balance at a level sufficient to fund a robust Ul
program.

THREE OPTIONS FOR UI PROGRAM ADMINISTRATION

In 1934, while the Committee on Economic Security considered
whether the new Ul program would be a “federal-state” program or a
“national” program, the Social Security Act of 1935 opted to make Ul
a federal-state program. It is worthwhile, however, to consider what Ul
reform would look like under these two alternatives, as well as under an
intermediate approach—a “federal” program.* Below is a brief discus-
sion of each of three possible approaches that bear further consideration.

Federal-State Partnership

A reformed federal-state Ul program would continue to be adminis-
tered by the states. The states also would administer the program under
individual state Ul laws and administrative procedures, although an
increased number of federal standards would direct the states to enact
legislation that yields more interstate uniformity in the program. These
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standards could cover a wide range of issues, including benefit access,
eligibility, and payments; tax bases, tax rates and procedures; and pro-
gram administration and processes, information technology, data sys-
tems, and research and evaluation.

The wider the range of federal standards, the more likely the Ul pro-
gram would pay adequate benefits and raise sufficient revenue to fund
benefits nationwide, and the more each state program would look like
that of the states. Program outcomes also would become more similar.
Nonetheless, because of divergent state goals and interests, reforming
the Ul program under a federal-state framework is still likely to result
in substantial interstate differences and thus continue to present admin-
istrative and equity issues.

Some of the results of such a federal-state system might include the
following:

e States would continue to have separate Ul laws and administra-
tion, with substantial differences between states, although ben-
efit adequacy and tax sufficiency would increase by imposing
federal minimum standards.

* Interstate and demographic equity would be increased, but some
differences would remain.

e UI reform under the federal-state approach would be the least
administratively difficult to implement of the three possible
approaches.

» Given the resistance of some states to expand their Ul programs,
increased USDOL oversight and enforcement would be critical.

Federal Program

A federal UI (and ES) program would be administered by the states
as agents of the U.S. Secretary of Labor. There would be a single set of
laws and administrative procedures that states would implement. A new
federal law would incorporate the best practices from existing state Ul
laws plus additional reforms.

* Because all states would be administering the same laws and
procedures, processes and outcomes for the states’ unemployed
workers and covered employers would be more consistent than
under federal-state administration.
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» States would continue to administer the Ul program from state
and local workforce offices.

e Because of differences in the methods of administration between
states, however, some interstate outcomes would still differ.
Nonetheless, there would be greater interstate and demographic
equity than under a federal-state Ul system.

» This approach would be more administratively and legislatively
difficult to implement than under the current federal-state system
because of the greatly increased need for the national Ul office
to provide guidance, direction, and enforcement to the states,
resulting from the significant changes in Ul administration by
the states and the need for coordination between states.

* The administrative burden on the national and regional UI staff
would increase substantially and require much more oversight
and funding than in the current program.

National Program

A national program would be administered by a federal agency,
probably the SSA because of its experience with paying benefits and
collecting taxes, actions that would become centralized and result in
greater efficiency. Many claimant and tax services provided to unem-
ployed workers and employers could be centralized or regionalized—
such as communications, adjudication, and appeals services—resulting
in increased administrative efficiency.

e There would be a single federal Ul law that would shape all
aspects of the UI program.

* In anational system, processes and outcomes would be the same
throughout the United States. Interstate and demographic differ-
ences between states would be eliminated.

* UI and ES staff would be placed in local offices around the
United States, either in existing offices or newly created ones.
All UI and ES state staff would become federal employees.

e In the short run, this approach would be most difficult and
expensive to implement because it would require establishing an
entirely new Ul system.
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* The administrative burden for the national operating organiza-
tion would initially increase dramatically with the need to estab-
lish an entirely new Ul program. Once established, however, the
program would be simpler and less costly to administer, taking
advantage of centralization and, perhaps, regionalization.

Pavosevich (2020) finds that a national Ul system with increased
costs from legislative reforms could be funded with reasonable tax rates
and an increased and indexed taxable wage base. Dube (2021) recom-
mends a national program. A more detailed discussion of the options
for administration is presented in Appendix A, and Pavosevich’s cost
estimates are found in Appendix B.

Recommendation

The administration of the UI program, both nationally and by state,
needs to be greatly strengthened. While a strong program throughout
the country and for all workers nationwide might be best served by a
national UI program, such a major change is not likely to be politically
feasible. A federal program would be a second-best solution. If neither
of these are feasible, the current federal-state Ul program should be
greatly strengthened by enacting strong federal requirements and sig-
nificantly strengthening state and national UI oversight.

WYDEN-BENNET PROPOSAL

In 2021, Senators Michael Bennet and Ron Wyden were the first
members of Congress in recent years to undertake a serious effort at
comprehensively reforming the Ul program. Their proposal was cir-
culated in April 2021 (Wyden and Bennet 2021) and included many
UI reform proposals. The April 2021 proposal was never introduced as
legislation. A more limited bill, the Unemployment Insurance Improve-
ment Act (Senate Bill 2685) was introduced on September 28, 2021,
but it was not enacted. It was more limited in scope than their original
proposal and covered fewer Ul benefit issues, eliminating a Jobseeker’s
Allowance proposal, and, like the April 2021 proposal, lacked financing
provisions (Wyden, Bennet, and Brown 2021).5 The original proposal
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contained many important reforms to the Ul benefit payment system.
Some of those proposals are discussed below as part of the discussion
of individual Ul issues and reform options. The original Wyden-Bennet
proposal, however, was not fully comprehensive, and it did not include
many of the benefit payment proposals discussed below. The following
are major omissions:

L]

Implementing a minimum benefit amount.

Dependents’ allowances: requiring states to provide a minimum
allowance (e.g., $25 per dependent) with subsequent indexing.

Employee contributions: Every state would have an employee
contribution flat rate that would pay up to half of each state’s Ul
benefit costs.

Extended base periods: Permitting the use of earlier quarters of
earnings beyond the normal UI benefit year to allow more re-
entrants to the labor force to qualify for benefits.

Balancing benefits and taxes: To keep the Ul system in equi-
librium over time would require adequate Ul benefits that are
indexed annually. To pay for these benefits, tax receipts would
have to be sufficient and increase each year. This could be
accomplished in part by raising and indexing the state and fed-
eral taxable wage bases.

Jobseeker’s Allowance: This proposal is a social welfare pro-
gram, not a social insurance program. Nonetheless, if enacted,
reasonably accurate administration would require that USDOL
receive participant earnings data to administer the program and
prevent fraud, particularly for contract workers. To accomplish
this, IRS and USDOL would have to work together to create
a searchable database available to state Ul agencies to collect
income data for contract employees and the self-employed.

While the Wyden-Bennet April 2021 proposal did not include ben-
efit financing provisions that are critical to a system that balances benefit
and tax provisions, with amendments and the addition of financing pro-
visions, it could be a useful starting point for considering comprehensive
reform.
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Notes

1. A more comprehensive list of proposed reforms to the UI program can be found in
Appendix A.

2. In New Jersey, there may be rebates on taxes paid by multiple job holders and
other factors that cause differences in total percentages. In Pennsylvania, the
employee tax is much lower than in New Jersey—between 0.00 and 0.08 per-
cent of gross covered wages. Thus, only New Jersey and Alaska have significant
employee taxes.

3. While automatic increases in Social Security taxes and benefits might be sufficient
to address Social Security’s solvency problem in the short term, periodic inter-
ventions have still been needed (Ball in NCSW 1985). Similarly, implementing
automatic increases in Ul benefits and taxes would likely also require periodic
congressional adjustments.

4. These options are discussed in greater detail in Wandner (2020).

5. The press release for Senate Bill 2865 stated that the bill was a “down payment on
reforming the nation’s unemployment insurance system” (U.S. Senate Committee
on Finance 2021).
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Regular Ul Benefits

Improving Access, Eligibility, and Benefits

This chapter and successive chapters in Part 4 address Ul reform by
describing each issue and presenting alternative possible solutions and
recommendations.

There has been a decline in access to benefits and the amount and
duration of benefits over time as measured by benefit recipiency (see
Figure 3.4), although benefit recipiency varies widely by state (see
Figure 3.5). The enormous variation among states has been illustrated
by differences in the most generous states (e.g., New Jersey) and the
least generous (e.g., North Carolina and Florida) that were discussed
in Chapter 4. The discussion below analyzes how public policy can
counter both the decline in benefits over time and the wide disparities
among states.

ACCESS TO BENEFITS

Access to the Ul program refers to the extent to which experienced
workers in covered employment receive Ul benefits when they experi-
ence involuntary job loss. The recipiency rate is the best single measure
of the ability of unemployed workers to access the Ul program. It is mea-
sured as the percentage of all unemployed workers who apply for and
receive Ul benefits. There are vast differences among the states in the
ability of unemployed workers to receive Ul benefits, as shown in Fig-
ure 3.4. With 2019 recipiency rates varying between 57 percent in New
Jersey and 9 percent in North Carolina, it is not surprising that the com-
ponents of the state programs are vastly different. Indeed, it is not clear
that states with the lowest recipiency rates can be said to be operating a
reasonable social insurance program for the unemployed.

115
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At least five factors determine access to benefits for experienced
workers who are unemployed:

1) the availability of information about how to file claims for
benefits

2) the ease or difficulty of completing and submitting an initial
and continued claims for benefits application

3) the ability of applicants/recipients to communicate with the
state Ul agency

4) state administration that either encourages or discourages par-
ticipation in the program

5) the state UI law’s provisions regarding initial and continuing
eligibility
While Ul monetary and nonmonetary eligibility criteria are
addressed separately later, what follows is a discussion of each of the
other factors that impact access to benefits and what we know about
them.

INFORMATION ABOUT THE AVAILABILITY
OF BENEFITS

Issue

Many workers who are separated from employment know little
about Ul benefits or how to apply for them. Some workers obtain gen-
eral information about the application process through their separating
employers, through informal social networks, or by searching online.
Unionized workers are commonly informed of their rights to apply
for UI benefits by their unions, but unionized workers are a small and
declining part of the labor force. For others, the U.S. system may work
for laid off workers who are well educated and computer savvy, but for
other unemployed workers—including many low-wage workers—find-
ing out how to file a claim, the eligibility requirements for benefits, and
where to apply is more difficult.
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Today, there is no widely available uniform and easy to under-
stand source of information for most U.S. workers. A more equitable
approach would be to provide all separated workers with information
about four aspects of the Ul system:

* How to apply

- call center telephone number, online URL address, and in-
person at an American Job Center (AJC) (with address and
telephone number)

* Information required when applying for benefits
- Social Security number

- name, payroll address, and telephone number of separated
worker’s last employer

- start and end dates of separated worker’s last job

- whether or not separated worker will receive vacation pay,
severance pay, etc.

- alien registration number, if applicable

- form DD-214 military release form, if served in the U.S.
military during the last 18 months

- standard Form 8 (SF-8) release form, if worked for the fed-
eral government in the last 18 months
- name(s), date(s) of birth, and Social Security number(s) of
any dependents
* Eligibility requirements for unemployment benefits
- how to demonstrate that separated worker is able to work,
available for work, and actively seeking work
* Work registration

- separated workers must register for work at a local work-
force office (provide the address and telephone number) or
online URL address

Further, all communications must use plain language—preferably,
pretested on claimants for comprehensibility—in all online and paper
applications, letters, alerts, and notices.
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Provider Options

Workers who become unemployed usually have limited informa-
tion about how to apply for Ul benefits unless they belong to unions
that encourage them to apply. Increasing the access to Ul benefits for
other workers can be assisted by the state UI agencies or by the private
sector. States and their Ul agencies can reach out to potential claimants
and explain how and where to apply (e.g., at the time of layoff to laid off
workers or later through public service announcements). There are two
ways the private sector could provide information at the time of layoff.

1)

2)

Mass Media: In general, it is not particularly efficient to pro-
vide information through the mass media. The target audience
(those workers who are about to be or who have recently been
separated from their jobs) is only a small segment of the total
audience. Nonetheless, during the COVID-19 pandemic there
were examples of successful media campaigns to alert the pub-
lic to the availability of unemployment benefits. For example,
a 2020-2021 public service announcement campaign was
sponsored by the Maryland Department of Labor and broad-
cast by Maryland public television.

As part of a statewide effort to encourage participation in
short-time compensation, the announcement encouraged both
unemployed workers and employers to apply to participate in
the program. Another smaller but still effective approach used
by states and advocacy organizations has been to use social
media sites to inform unemployed workers how to success-
fully apply for UI benefits.

Record of Employment: A broader approach to providing infor-
mation about the availability of Ul benefits and how to apply
for them would be for the federal government to require all
states and employers to provide workers with what the Cana-
dians call a record of employment (ROE) at the time of separa-
tion. The Canadian ROE is an official Employment and Social
Development Canada (ESDC) form that an employer can sub-
mit to a federal government agency either electronically or
manually. Almost all employers produce ROEs electronically
from their payroll systems. The form includes employer and
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employee names and contact information, employee occupa-
tion, dates of employment, hours worked, earnings, and the
reason for separation (ESDC 2014).

If adopted in the United States, UI applicants could submit an
ROE to their state Ul agency when applying for Ul benefits.
This form would give the separated workers information about
whether they are likely to receive benefits and would provide
the state UI agency with much of the information it needs to
determine monetary and nonmonetary eligibility. In the case
of electronic ROEs, they could be given to the separating
employee in paper form but also be transmitted directly to the
state Ul agency or to a national clearing house agency.

Manual ROEs would have to be accepted from some small
firms. U.S. adoption of an ROE would help to increase knowl-
edge about and initial applications to the UT program.! Employ-
ers already must submit employment and wage information
quarterly on their covered employees, and they submit other
information when their employees apply for UI benefits. Thus,
it should not be burdensome for employers to submit an ROE
with a final quarterly wage record to separating employees and
to state Ul agencies.

Recommendation

An ROE should be made a requirement for all state Ul programs.
The layoff employer should be required to provide each separated
worker and the state Ul program with a copy of the ROE. The use of
ROEs should increase benefit recipiency by making it easier for claim-
ants to apply for and state UI agencies to process benefits. Later discus-
sion will show how the use of an ROE could also reduce fraudulent
applications.
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INITIAL CLAIMS APPLICATION

Issue

The design and administration of the initial claims application can
make a vast difference in the percentage of initial applicants who are
able to properly complete the application. The discussion regarding
Florida and New Jersey in Chapter 4 shows sharp differences in the
ease of navigating the application process. Florida’s system is not old:
it was built in 2013, but it was difficult for UI applicants to understand
and complete. In April 2020, when Florida’s online application system
crashed, Floridians waited in long car lines to file paper applications
because the Florida agency had eliminated its telephone service to
assist unemployed workers seeking benefits, and their electronic appli-
cation had been found to be faulty by the Florida auditor in 2015 but
had not been fixed (Ghosh 2021; Lee et al. 2021; Mower 2020; State
of Florida 2019). By contrast, the New Jersey application was carefully
developed, tested, and retested to ensure that it is easy for applicants to
understand and complete.

Options

1) Assess state applications: All state benefit applications should
be easy to understand and complete, but they vary greatly.
To improve the current process, it is necessary to learn what
makes state Ul applications different. One proposal is to have
USDOL conduct studies on the ease or difficulty of complet-
ing applications, the results of which would reveal the states
that need to improve their Ul application procedures to make
the program accessible to all qualified unemployed workers.
Similar studies could assess the entire application process.

2) Standardize applications: USDOL could develop new model
application software, which would strive for uniformity across
states. Survey design experts would develop and test new
initial and continued claims questionnaires to eliminate any
phrasing that might have a negative disparate impact on cer-
tain groups. That products would be provided to state Ul agen-
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cies with technical assistance on how to implement the new
and improved applications.

Employer filing: Encouraging employers to file on behalf of
separating employees could increase completion of applica-
tions. Employers could submit the workers’ application for
benefits not only for the short-time compensation program, as
is currently done in several states, but also for other temporary
layoffs (West et al. 2016).

Rapid response filing: As part of the Workforce Innovation and
Opportunity Act (WIOA) program, statewide Rapid Response
teams are sent to worksites that are about to conduct mass
layoffs. Experienced state merit-based Ul staff could be sent
out with these teams to take UI claims before the large scale
layoffs take place, whether or not the soon to be unemployed
workers are covered by the WARN Act.? They, along with state
employment service staff, funded under the Wagner-Peyser
Act, would directly assist displaced workers being laid off in
filing their Ul initial claims applications, work registrations,
and, if the layoffs were to be permanent, obtaining placement
services and potential referrals to WIOA training.

Recommendation

To increase Ul recipiency for separated workers who have difficulty
applying for and receiving UL, initial applications should be simpli-
fied, tested, and standardized. They should be reviewed, assessed, and
approved by the national Ul office. For large layoffs, employer filing
and Rapid Response teams filing, and assistance should be encouraged.

COMMUNICATIONS

Issue

The unprecedented 2020 pandemic, which resulted in the largest
number of benefit applications in the UI program’s history, has shown
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the need for much better communication and the flexibility to rapidly
expand and field questions from vastly more unemployed workers dur-
ing severe economic downturns. When UI applicants needed to obtain
more information during the pandemic to help them apply for bene-
fits, to determine why they had not yet received benefit, or had other
questions, they were frequently stymied. Often, their calls were not
answered, even after being held in a queue for long periods of time.
The need was for states to rapidly increase their ability to communicate
beyond what they could do with their own limited staff. One promising
and unusual approach was implemented by New Jersey that handled
the crush of calls by setting up a dual call center system: they hired a
private contractor to take the easy calls and provide quick answers, and
the contractor’s employees were instructed to transfer the more difficult
questions to the state Ul agency’s call centers where experienced staff
would provide answers.

Option

Employers could better communicate with employees and provide
the answers to frequently asked questions if they were required to pro-
vide employees, at the point of separation, with written information on
how and where to apply for UI benefits. This information would be con-
tained on the worker’s ROE, like the ESDC document discussed above.

Recommendation

Employers should be required to provide separating employees and
state UI agencies with ROEs. This would increase recipiency by ensur-
ing that separating employees have information about whether they are
likely to be eligible for Ul benefits and how and where to apply. It
would also facilitate the state agency’s accurate processing of claims.
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PROGRAM ADMINISTRATION

Issue

It is difficult to measure the expansiveness or restrictiveness of a
state program’s administration. It is clear, however, that some states
use their methods of administration to either encourage or discourage
successful Ul applications and the provision of reemployment services.
The New Jersey agency makes extensive efforts to help Ul applicants
successfully apply for and receive Ul benefits, as the interview with
Commissioner Asaro-Angelo, presented in Chapter 4, makes clear (see
Note 3 on p. 76). At the same time, the collapse of the Florida ini-
tial claims application process and former Governor Scott’s bragging
about being responsible for large reductions in the number of Floridians
receiving Ul benefits while he was governor make clear that Florida has
a restrictive approach to Ul program administration that was developed
while Scott was governor and continues to this day (Oliver 2021). The
effect of the different approaches is shown in the fact that New Jersey
had the highest recipiency rate in the nation in 2019 while Florida had
the second lowest.

Recommendation
Having more consistent and equitable program administration
could be facilitated if USDOL were to greatly increase federal monitor-

ing of state program administration to ensure equitable treatment for Ul
applicants and recipients.

REFORM OPTIONS TO IMPROVE Ul PROGRAM ACCESS
AND PROGRAM ADMINISTRATION
Issue

Reforming UI benefit levels and potential durations is meaningless
if unemployed workers cannot enter the program. Yet issues about the
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ability of unemployed workers to access the UI program and work with
state UI staff to resolve eligibility issues exists throughout the United
States. Many potential administrative and legislative reforms could
improve access, and many options have been suggested. Below are sev-
eral options that lawmakers, policymakers, and analysts have advanced.
Improvements to access by their nature overlap with other UI reforms:

1) In Maryland, State Delegate Lorig Charkoudian carefully
examined the Ul access and program administration problem.
In her Maryland House Bill 1002, she made extensive propos-
als to improve access by imposing a wide range of require-
ments on the Maryland agency (Charkoudian 2021), including
requiring the Maryland agency to

» develop a call-back system for callers

» develop better voicemail messages that would make appli-
cants’ options clear

+ ensure adequate call center staffing
* ensure adequate access to language and interpretive services

» develop a system to have all agency calls show the agency
caller ID

 periodically reassess and improve public communications

» cnable claimants to track claims

« fill all open state UI agency positions

» develop a plan to invest in technology

* establish state standards for the timely processing of claims

Charkoudian’s proposal points to some of the many ways that states
can make changes that would improve and speed up the claims pro-
cess.” Some of the proposals would cost money and might be facili-
tated by increased federal funding for Ul administration. USDOL
also could develop model approaches for implementing some of these
recommendations.

2) Westetal. (2016) suggest that increased access could be facili-
tated by requiring state Ul agencies to contact the separated
employees of private firms and public agencies, notify them of
the potential availability of UI benefits, and provide informa-



3)

4)

5)

Regular Ul Benefits 125

tion on how to apply for them. They also suggest that USDOL
explore the possibility of developing a federal performance
standard requiring states to maintain a specified application
rate for separated employees. By increasing the expected
application rate, that performance measure would attempt to
raise the recipiency rate, since the rate of completed applica-
tions is low in many states.

The Century Foundation (2020) proposes improving access
and administration by improving the timeliness of benefit
payments. They would have USDOL “launch a new initia-
tive focused on timely payment of benefits, including a review
of challenges facing the states, the positioning of accessibil-
ity enforcement staff through the Employment and Training
Administration (ETA) regional offices, stronger regulations,
and new performance standards on the performance of online
systems.” This recommendation aims to ensure the timelier
payment of benefits for UI applicants who have been found
eligible for UI benefits.

Sec. 304 of the Wyden-Bennet proposal (Wyden and Bennet
2021) also sought to improve access with four provisions: 1)
require employers to provide information about claims-filing
to all workers at their time of separation, 2) have employers
inform state Ul agencies of each separating employee who
might apply for UI, 3) improve online claims-filing systems,
and 4) ensure that there are alternative approaches for filing Ul
claims by workers who are unable to file online.

The most comprehensive and equitable policy might be to have
USDOL develop a single, improved initial and continuing
claims process and ensure that all states adopt and administer
it. Such a process would be easy to administer in a federal or
national Ul system with a single, uniform, and carefully tested
set of data elements and questions collected across states, with
perhaps a single agency administering the program. Within
the current federal-state administrative system, states could be
encouraged (or required) to adopt a model system developed
by USDOL with supplemental Ul administrative funds to aid
the transition.
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6) Access to the Ul program might also be improved by develop-
ing a federal access goal or standard. States could be encour-
aged or required to raise their recipiency rate to some mini-
mum level. Given that the average recipiency rate has fallen
below 30 percent, a minimum rate could be set at perhaps 30,
40, or even 50 percent.

7) Access might also be improved by having USDOL monitor
access by assessing applications, communication systems,
state Ul legislation, and other factors that affect the level of UL
access.

Recommendation

Because access to the Ul program is so limited, and because there
are numerous issues preventing U.S. workers from entering the pro-
gram, many of the above options should be considered and tried. The
current low Ul recipiency rate in most states demonstrates the need for
increased access to Ul benefits by separated workers by trying a variety
of approaches to have a fair, equitable, and robust UI program.

MONETARY ELIGIBILITY: BENEFIT AMOUNTS
AND DURATION

Issue

The oldest UI reform proposals are federal benefit standards. They
date back to 1939 and were proposed by Presidents Roosevelt, Truman,
Kennedy, and Johnson (Haber and Murray 1966). National benefit stan-
dards also were proposed by the ACUC in the 1990s. More recently,
there have been renewed calls for benefit standards. To recap, the three
traditionally proposed standards are

1) areplacement rate of 50 percent of prior wage

2) a maximum weekly benefit amount of two-thirds the state
average weekly wage
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3) potential benefit durations of at least 26 weeks

While these have been the proposed standards for eight decades,
recently more generous standards also have been proposed, including
minimum weekly benefit amounts. The next section sets out several
options for minimum weekly benefit amounts, replacement rates, maxi-
mum weekly benefit amounts, and maximum durations.

Missing from some proposals is a fourth benefit standard. It would
create a minimum weekly benefit amount set as a percentage of the
worker’s average weekly wage or as a percentage of the maximum
weekly benefit amount. Such a federal standard would counter some
states’ low minimum benefit amounts that have not increased over time.
These low minimums disproportionately adversely affect low-wage
workers who can receive only low weekly benefit payments.

Options

A minimum benefit amount federal standard would raise the mini-
mum in some states and, by annual indexing, would ensure that the
minimum does not decline in real terms over time. Eight states cur-
rently set the minimum in this manner. Kansas is the most generous,
setting the minimum at 25 percent of the state’s average weekly wage.

USDOL advocated in the Kennedy administration for a minimum
weekly benefit amount tied to states’ average weekly wages (USDOL
1962). The Wyden-Bennet proposal, however, did not include a mini-
mum weekly benefit amount. Bivens et al. (2021) would set the mini-
mum weekly benefit amount at 30 percent of the state average weekly
wage.

Recommendation

A minimum benefit standard also should be set at perhaps 25-30
percent of the state’s average weekly wage. Alternatively, although no
states currently tie minimum benefits to the current maximum, a mini-
mum standard could be between 25 and 30 percent of the maximum.
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REPLACEMENT RATE

Issue

The UI program replaces a portion of a Ul recipient’s lost wages,
expressed as a percentage of the worker’s prior wages, generally 50
percent. Most states, however, pay a higher replacement rate for low-
wage workers.

Options

1) 50 percent: The consensus at around a 50 percent replacement
rate has been based on past benefit adequacy and consump-
tion smoothing studies (East and Kuka 2015; Gruber 1997;
O’Leary 1998) that have found that level to be sufficient to
maintain consumption during a short period of unemployment.

2) Other than 50 percent: With declines in temporary layoffs,
laid-off workers now are likely to be permanently displaced
and need to find a new job. Increasing displacement is related
to an upward trend in long-term unemployment. These labor
market changes call into question the adequacy of a 50 percent
replacement rate during longer spells of unemployment.

The Wyden-Bennet’s proposal’s response to the perceived inade-
quacy of a 50 percent replacement rate for longer spells of unemploy-
ment was to propose a 75 percent replacement rate, while for Bivens et
al. (2021), the replacement rate would vary with past wages, with high
replacement rates for lower-wage workers.

The Wyden-Bennet proposal would have created the three tradi-
tional federal standards discussed above, but it also would have raised
the replacement rate to 75 percent in normal times and 100 percent dur-
ing public health emergencies or other major disasters or emergencies.

Biven et al. (2021) also would provide for more generous bene-
fit standards. The replacement rate would depend on need and would
decline from 85 percent for the lowest-income workers to 50 percent
for the highest-income workers. The maximum weekly benefit amount
would be set at 150 percent of the states’ average weekly wage. The
potential duration for the regular program would be 26 weeks and would
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have a wage-based replacement rate. This proposal would move the Ul
program from a social insurance program to a social welfare program.

During past recessions, while Congress has extended the duration
of benefits, it has never increased the replacement rate. There was the
expectation that workers could search for and find work reasonably
quickly such that higher replacement rates were not required.

The COVID-19 pandemic changed that assumption, as seen in
research cited in Chapter 6. Because whole sectors of the U.S. economy
were shut down to protect the health of the country, some members of
Congress wanted to increase the replacement rate. State Ul agencies,
however, informed Congress that their inflexible IT systems could not
be programmed to make such a change in their UI benefit payment sys-
tems, and the result was a benefit payment supplement that was initially
$600 per week, but later reduced to $300. It seems clear that in planning
for the future, state Ul benefit payment systems should be improved
such that states can flexibly and temporarily raise the wage replacement
rate.

Recommendation

The UI replacement rate during periods of low unemployment
should remain at 50 percent. Consideration should be given to raising
that replacement rate during periods of high, long-term unemployment
if UI recipients are unlikely to find new jobs in the near term. Based on
benefit adequacy studies, a 50 percent replacement rate is likely to be
adequate during good economic times or during mild recessions.

MAXIMUM WEEKLY BENEFIT AMOUNT

Issue

While the maximum weekly benefit amount must be limited, the
ceiling for high-wage workers varies widely among states. Some states
have high maximums and others low. Some states infrequently raise
the state maximum, while other states increase the maximum annually
by tying the maximum to a percent of the states’ average weekly wage.
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Options

1)

2)

The long-standing proposal for a maximum benefit standard
that has been included in most UI reform proposals would set
the maximum at two-thirds of the state average weekly wages.
At present, 14 states have met or nearly meet that standard with
maximums of 63 percent or greater, not counting dependents’
allowances.* USDOL policy could encourage other states to
adopt the two-thirds of the state average weekly wage maxi-
mum weekly benefit amount.

Alternatively, a federal requirement for the maximum weekly
benefit amount could be enacted and would increase the maxi-
mum each year along with the increase in average state wages. A
state-based indexed taxable wage base would not be a uniform
wage base across the United States. Rather, it would result in
different taxable wages between states as determined by varia-
tion in their average wages. This would be a dramatic change.
Today most states do not have high maximums, although 31
states currently have some form of automatic annual increase.

Recommendation

Congress should set the maximum weekly benefit in all states at
a minimum of two-thirds of each state’s average weekly wage. States
should not be permitted to override these annual increases. The current
maximum in many states results in most recipients being cut off by the
maximum and receiving a very small percentage of their prior wage.

MAXIMUM POTENTIAL DURATION OF
REGULAR BENEFITS

Issue

In 1935, the Committee on Economic Security’s actuaries suggested
that the initial maximum duration of benefits should be approximately
15 weeks. This low maximum was set because it was expected that there
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would be high levels of unemployment resulting in a very large demand
for Ul benefits from the Unemployment Trust Fund. That high level
of demand, however, never materialized. By the late 1940s, President
Truman proposed that every state provide benefits for 26 weeks to all
eligible workers at all benefit levels, with additional benefits for depen-
dents. Based upon program experience in the United States, policy-
makers determined that under normal conditions a six-month duration
was sufficient to provide income for nondeferrable expenses—such as
food, rent/mortgage, car payments, and medical bills—through tempo-
rary spells of unemployment (Harry S. Truman Presidential Library &
Museum 1950; USDOL 1962). After the recession of 1974—-1975, the
National Commission on Unemployment Compensation (NCUC) re-
examined the question of benefit duration, and in 1980 it once again
recommended that states provide potential durations of 26 weeks
(NCUC 1980).

Despite the failure of successive administrations to obtain from
Congress a compulsory federal Ul duration standard, USDOL policy-
makers encouraged states to increase their maximum potential dura-
tions, and by the mid-1970s, the standard became at least 26 weeks in
all states (see Table 4.2). What appeared to be a state consensus of a
26-week maximum remained for nearly four decades but ended in 2010,
when some states began reducing their maximum durations, sharply
in some cases, in response to the 2007-2009 recession. These states
opted to reduce benefits rather than to replenish their state trust fund
account balances with tax increases. Today eight states have durations
of less than 26 weeks (AL, AR, FL, GA, MI, MO, NC, SC), and that
number has been increasing since the pandemic crisis has ended (Gwyn
2022; USDOL 2020). Conversely, two states (Illinois and Kansas) that
had reduced their durations below 26 weeks after the Great Recession
reversed course and now again provide 26 weeks of benefits.

Options

There are several proposals for setting maximum potential durations.

1) Congressional action: Requiring all states to establish and
maintain a maximum potential duration of 26 weeks would
require an amendment to federal law requiring a standard for
benefit duration. The Obama administration FY 2017 budget
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2)

3)

4)

legislative proposal that was not enacted would have required
all states to offer at least 26 weeks of benefits.

USDOL action: Alternatively, USDOL could encourage states
to amend their own state laws and provide model language to
help them to do so.

Uniform maximum duration at 26 weeks: In most states, the
potential duration of benefits varies with the past earnings
of new Ul beneficiaries. Some states, however, have uni-
form durations such that all Ul recipients are eligible for up
to 26 weeks. West et al. (2016, p. 60) recommend a uniform
maximum duration in all states, which would help low-wage
workers who are likely to be eligible for less than 26 weeks
of benefits. However, unless recipients’ total benefit entitle-
ment were increased, a uniform duration of 26 weeks could
mean that low-wage workers’ weekly benefit amounts might
be lower over the duration period compared to the weekly ben-
efit amounts under a variable duration.

Increased maximum duration: Bivens et al. (2021, p. 6) would
increase maximum benefit duration in normal economic times
to 30 weeks, arguing that increasing the duration provides
benefits that last long enough to alleviate economic insecurity
until workers can secure jobs at decent wages.

Recommendation

Congress should require all states to have a maximum potential
duration of at least 26 weeks. Durations should uniformly be 26 weeks,
regardless of the past wages of the recipients, aiding low-wage workers
during periods of unemployment. All states had at least that maximum
until 2010. The reductions below that level were enacted to keep taxes
low rather than to take care of the needs of Ul recipients.
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DEPENDENTS ALLOWANCES

Issue

As a form of social insurance, Ul covers and pays individual work-
ers. Benefits are based on the individual’s prior wages, not on the size
of the household in which the worker lives. As a result, additional ben-
efit amounts for dependents are a form of unemployment assistance
and are not based on insurance principles. Dependents’ allowances are
an aspect of an expansive Ul program, with the allowances added to
the worker’s Ul regular benefit amount. The formula for dependents’
allowances is generally independent of the formula for regular bene-
fits. In the late 1950s, USDOL studied benefit adequacy and found that
heads of households with dependent families who received Ul benefits
needed to have their weekly benefits increased by one-third to meet
their nondeferrable expenditures (Becker 1960). As a historical matter,
USDOL has supported dependency allowances, and those allowances
have been paid in some state Ul programs for many years. Such an
allowance reflects the states’ concern about the unemployed worker’s
entire household, not just the unemployed worker him or herself.

Congress encouraged states to adopt dependents’ allowances in
2009 with the enactment of the American Recovery and Reinvestment
Act (ARRA), which made $7 billion in incentive grants available to
states to modernize their unemployment insurance programs, including
by adding dependents’ allowances. Seven states had dependents’ allow-
ances in place in 2010, and since then the program has expanded to 13
states, mostly in higher recipiency rate states. The states that currently
have dependents’ allowances are Alaska, Connecticut, Illinois, lowa,
Maine, Maryland, Massachusetts, Michigan, New Jersey, New Mexico,
Ohio, Pennsylvania, and Rhode Island.

Options

1) Given the limited state adoption to date, the Wyden-Bennet
proposal would have required all states to pay dependents’
allowances of $25 per dependent per week. A dependents’
allowance would be indexed to the increase in the Consumer



134 Wandner

Price Index. The federal government, rather than state UI trust
funds, would pay for the allowances.

2) Bivens et al. (2021) would support a dependent allowance
indexed from $35 per week per dependent.

Recommendation

States should be encouraged to establish dependents’ allowances as
part of their regular state UI programs. If they do so, the dependents’
allowance should be set at $25 or more per dependent per week and that
payment should then be indexed over time to keep up with inflation.
Consideration should be given to limiting the total number of permitted
allowances per household.

QUALIFYING FOR UI BENEFITS

Issue

For claimants to qualify for benefits they must demonstrate suffi-
cient labor force attachment. In almost all states, this is accomplished
by having a certain level of earnings in a year-long (base) period before
applying for UI benefits. Most states require work in two calendar quar-
ters and focus on the amount earned in the two highest earnings quarters
of the base period—because this most closely reflects full-time work.
These requirements put low-wage workers at a disadvantage, especially
restaurant workers and others who may be earning a sub-minimum
wage. An alternative that would be more equitable to low-wage work-
ers, especially in low-wage states, would be to have an hours-worked
requirement instead of an earnings requirement. Two states use hours
worked to demonstrate labor force attachment: in Washington, workers
with 680 hours and earnings of at least one dollar in base period earn-
ings qualify, while Oregon uses two qualifying methods, one based on
earnings and an alternative qualifying requirement of 500 hours.
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Options

Congress could increase equity in qualifying for Ul benefits by
requiring states to collect, in addition to earnings, quarterly hours worked
within a certain period, for example, several years from the federal stat-
ute’s effective date as part of the employer’s quarterly wage report to the
states. Bivens et al. (2021) support an hours-worked requirement.

Recommendation

Following the Washington or Oregon approaches, states should
be required to either 1) use an hours-worked requirement or 2) use an
hours-worked requirement as an alternative to their earning-based qual-
ifying requirement.

BASE PERIOD

Issue

The traditional state Ul base period is a lagging four-quarter period,
calculated as the first four of the last five completed quarters. This base
period can lag for up to six months prior to an unemployed worker’s
application for UI benefits. Such a base period is sufficient for unem-
ployed workers who had a steady, long period of employment before
being laid off.

The rigid traditional base period was developed before modern
computerized data systems were developed. Other approaches can be
used today that can better accommodate current labor force behavior.
Specifically, the traditional base period does not work well for relatively
new entrants to the labor force who may have had much of their work
experience during the lag period. It also may not work for reentrants
to the labor force who may have had their last employment prior to the
traditional base period.

An “alternative base period” exists in 40 states. It generally is used
to compute a more recent base period—the last four completed quarters.
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Its wide adoption indicates that states believe that experienced workers
with only recent earnings should be able to collect UI (Vroman 1995).

An “extended base period” exists in nearly half of the states. It
allows the Ul applicant to use more distant quarters of wages. It is only
permitted if unemployed workers do not have sufficient wages in the
traditional base period. Currently this option is only available to work-
ers who were injured on the job and could not work during the tradi-
tional base period.

Options

If the extended base period were expanded to permit reentrants to
the labor force to use wages from periods before they left the labor
force, eligibility for returnees to the labor force—who historically have
been mostly women—would increase. Several base period proposals
have recently been made.

1) The Wyden-Bennet proposal would have created both an alter-
nate base period and an extended base period of an additional
four prior quarters for workers who were not physically capa-
ble of work or took family leave.

2) West et al. (2016) suggest extending the base period back 18
months for individuals with erratic work histories.

3) Bivens et al. (2021) suggest using a six-quarter base period.
An extended base period also could be offered to any reentrant
to the labor force, regardless of their reason for exiting the
labor force.

Recommendation

An alternative base period and an extended base period should be
required for all state UI programs under the Social Security Act, making
them a conformity requirement. It exists in most states, and it helps sep-
arated workers who have entered the labor force reasonably recently.
States with alternative base periods have been found to administer it
without difficulty.
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WAITING WEEKS

Issue

Waiting weeks delay payment to eligible workers for one or more
weeks after their filing an initial claim for UI benefits and are designed
to reduce Ul benefit costs. In 1935, the Committee on Economic Secu-
rity recommended a four-week waiting period based on their concern
for UI solvency rather than for any programmatic reason. Thereafter,
waiting weeks declined as it became clear that they were not needed to
keep state trust fund accounts solvent. In the early 1980s, however, cost
saving reductions in the UI program mandated by federal law included
a requirement of at least one noncompensated waiting week. The pen-
alty imposed in federal law for state noncompliance is that there is no
Federal share reimbursement to states for the first week of EB for all EB
recipients.’ All but seven states (CT, GA, 1A, MD, MI, NJ, WY) con-
tinue to impose a one-week waiting week for the regular UI program.

Option

Today, other than cost savings to state trust funds, there is no pro-
grammatic reason for maintaining waiting weeks. The Wyden-Bennet
proposal would have required all states to eliminate waiting weeks.

Recommendation

Waiting weeks should be eliminated in all states. They primarily
have been cost reduction efforts, delaying and reducing adequate ben-
efits. Waiting weeks should not be needed as a cost cutting effort in an
adequately funded state UI program.



138 Wandner

PENSION OFFSET

Issue

Pension offset provisions were first enacted in the 1976 Ul amend-
ments. The offsets were enacted out of concern that older workers were
collecting UI benefits after retiring and permanently leaving the labor
force. The provisions were to prevent “double dipping,” such that fully
retired workers would collect their pensions at the same time as col-
lecting UI benefits (Hamermesh 1980). In their final reports, both the
NCUC (1980) and the ACUC (1996) recommended repealing these
provisions.

Recommendation

A federal requirement that states repeal any pension offset, includ-
ing those for Social Security benefits, is even more compelling today
given the substantial increase in the labor force participation rate of
workers over 55 since the mid-1990s. With virtually no defined ben-
efit pension plans in place in the United States, as well as low Social
Security benefits and low savings rates, many older workers cannot sur-
vive on Social Security alone and will have to search for new career
or bridge jobs after they become unemployed. It makes little sense to
deprive older workers of Ul benefits when they remain attached to the
labor force.

PARTIAL EARNINGS DISREGARD

Issue

While the goals of the Ul program itself are both to provide tempo-
rary, partial income support to workers and to be an automatic stabilizer
to the U.S. economy, it is equally important to the Ul program to help
Ul recipients return to work. One way to encourage the return to work
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is to provide incentives for individuals to return to work part-time while
they search for work that will provide them with greater income.®

Options

)

2)

3)

One incentive to return to work is to disregard a portion of the
individual’s part-time earnings, so that the individual can col-
lect the full amount of his/her weekly UI benefits while also
working part-time. Earnings disregards are set by states in
three ways: as a dollar amount, a percentage of the individual’s
weekly benefit amount (20-60 percent), or a fraction of their
wage (one-fourth to one-third of wages). Setting the disregard
as a percentage of the average weekly benefit amount (or of
prior wages) prevents the development of low dollar disre-
gards that can discourage the return to work. The higher the
earnings disregard, the greater the incentive to return to work
and to seek more hours of work.

West et al. (2016) recommend a federal requirement setting
the earnings disregard at 50 percent or greater of the aver-
age weekly benefit amount. In this way, allowing claimants
to disregard a higher percentage of their part-time earnings,
the UI program encourages work and allows claimants to be
rewarded for searching for work opportunities.

Bivens et al. (2021) would allow part-time workers to keep up
to 110 percent of their pre-layoff average weekly wage from
combined UI benefits and earnings from part-time work. In
May 2021, the Biden administration announced that USDOL
would be encouraging states to raise the income threshold on
partial earnings so that workers can both work and receive a
higher percentage of their regular UI benefits (White House
2021).

In addition, studies have shown that an additional incentive to work
more is to not have a fixed maximum disregard after which earnings are
taxed dollar for dollar. Greater work effort can be encouraged by taxing
further earnings at less than 100 percent.
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Recommendation

A partial earnings disregard should be set nationally as a percent of
the recipient’s weekly benefit amount, perhaps at 50 percent. Earning
disregards encourage Ul recipients to return to work, even if they can
only find part-time work.

NONMONETARY ELIGIBILITY

Issue

There are a wide range of nonmonetary issues, divided into those
relating to job separation and nonseparation. Many of them are not con-
troversial and are basic to the operation of the UI program as a social
insurance program. Others present potential reform issues that have
been implemented in some states.

What most of the potential reform issues have in common is that they
reflect a perceived need to adjust eligibility to reflect the many changes
in the U.S. economy and labor force that have occurred over time. These
reforms tend to be related to issues such as the large-scale entry of women
into the labor force, the continued employment of older workers beyond
age 65, the increase in part-time work, the widespread existence of multi-
earner households, worker and household mobility, transportation issues
related to work in geographically large labor markets, and the need for
many workers to provide child, elder, and sick care.

Some states have chosen to accommodate aspects of the changed
workforce. Others have not. When these changes have been accommo-
dated by the UI program, it has been with the understanding that many
of these separation and nonseparation issues are beyond the control of
workers, and that accommodation can help to keep workers attached to
the labor force, improve long-term labor market outcomes, or encour-
age the return to work. For example, dual-earner couples moving to
new jobs can increase employment rates and earnings of both partners
(Venator 2021) by allowing the “following spouse” or partner to collect
UI while looking for new work after their relocation, while the transi-
tion of older workers from full-time career jobs to part-time “bridge”
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jobs can keep these workers productively in the labor force (Wandner
etal. 2015).

Disputes regarding the entitlement to benefits when an employee
separates from a job can be divided into 1) voluntarily leaving work,
and 2) discharge for misconduct connected with work. For the most
part, misconduct issues have not been of reform concern, because it is
generally accepted that Ul is paid to workers unemployed through no
fault of their own. On the other hand, the scope of eligibility for vol-
untarily leaving a job has been expanding in state Ul programs and has
been proposed as a subject of federal reform. Some of the separation
issues that are presently taken into consideration by states or considered
for further Ul reform include voluntarily leaving a job for compelling
reasons such as

¢ domestic violence
e sexual harassment

» domestic obligations to care for the illness or disability of a fam-
ily member

 relocation of an individual’s workplace or that of the individual’s
spouse

* loss of child care

» unusual risk to health or safety

* irregular work schedules or unpredictable pay
 transportation issues

Nonseparation issues are divided into whether the recipient is able,
available, and actively seeking work and whether the recipient has
refused suitable work. Some of those key issues are

* lack of availability because of illness or disability

» search for only part-time employment

« refusal of work for person/family reasons

* lack of availability while in training

 refusal of referrals to job openings or refusals of suitable work

» work search requirement
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The able-to-work and available-for-work requirements are designed
to demonstrate that the claimant is currently attached to the labor force.
And, federal and state laws/rules explicitly state that claimants must
be available for suitable work for any given week.” As a policy matter,
USDOL has long held that an active search is a necessary component
of availability, and that states should include it in their laws, though
there is no specific number of federal work search contacts required for
the regular UI program.® Traditionally, states have required that claim-
ants who are permanently separated from employment should be active
candidates for jobs as a condition for receiving benefits. The test of
availability, however, is tempered by taking economic conditions into
consideration, for example, business conditions and the availability of
jobs in the local area. Most states require claimants who are job-ready
and permanently separated from employment to engage in two or more
work search activities or job contacts each week,” unless the require-
ment is waived. In addition, state agencies are required to give claimants
necessary and appropriate assistance in finding suitable employment by
providing job finding, placement, and other employment services. '

During the last two decades, USDOL has instituted the Worker
Profiling and Reemployment Services and Reemployment Service and
Eligibility Assessment programs, which have been shown to effectively
assist claimants in obtaining suitable employment and reduce Ul benefit
durations through proactive job-finding and placement services. Unfor-
tunately, these programs are underfunded, and sufficient funding likely
is dependent upon an increase in revenues from the FUTA Employment
Security Administration Account, requiring an increase in the federal
taxable wage base. According to West et al. (2016) and Balducchi and
O’Leary (2018), the effectiveness of these programs underscores why
adequate funding of the Wagner-Peyser Act Employment Service is
vital. The program aids claimants, particularly unemployed low-wage
workers, in their job search activities, including providing staff-assisted
interviewing, testing, counseling and referral to suitable job openings.

Options
Many individual state Ul laws reflect the reality of the changing

labor force by taking the above issues into consideration and encourag-
ing a more flexible approach to UI eligibility. Policymakers, thus, have
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recommended expanding eligibility with respect to many or all those
bases. Optional reforms include the following:

1))

2)

3)

4)

S)

USDOL could encourage expansion of the reasons for volun-
tary quits for compelling reasons in all states.

Congress could require the states to implement many of the
compelling need voluntary quit eligibility provisions discussed
above.

Congress could offer states financial incentives to enact
improved eligibility provisions, similar to the incentives
offered by the Ul Modernization provision of the ARRA (von
Wachter 2020).

Bivens et al. (2021) would extend eligibility to separating
employees who leave work for several reasons beyond com-
pelling personal or family reasons including: seasonal, tempo-
rary, and home health care workers whose work ends; work-
ers participating in strikes or other “concerted activities”; and
workers whose rights are violated in the workplace or whose
safety is threatened. They also would consider extending eligi-
bility to undocumented workers.

The Wyden-Bennet proposal would have addressed a range
of these issues with federal requirements. It would have: 1)
prohibited states from denying workers benefits because they
worked part-time or were seeking part-time work; 2) prohib-
ited states from denying benefits to workers who quit for com-
pelling personal reasons including domestic violence, illness
or disability of a family member, sexual harassment, relocation
of the worker’s workplace or the worker’s spouse’s workplace,
loss of child care, unusual risk to health or safety, irregular
hours, or unpredictable pay; and 3) expanded eligibility to cer-
tain student workers.

Recommendation

State UI programs should be required to 1) significantly expand eli-
gibility for workers separated for compelling personal reasons, 2) per-
mit eligibility for workers previously working part-time work and seek-
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ing part-time work. These requirements would significantly improve
access to Ul benefits, especially for women and older workers.

Notes

1. Recently, Wisconsin has instituted an ROE similar to Canada’s. “Beginning Nov.
2,2020, all employers covered by Wisconsin’s Unemployment Insurance (UI) law
must provide employees with written notice regarding the availability of UI ben-
efits upon separation from employment. The notice must include specific informa-
tion summarized below” (Godfrey & Kahn 2020).

2. The WARN Act requires employers with 100 or more full-time employees (not
counting workers who have fewer than six months on the job) to provide at least
60 calendar days advance written notice of a worksite closing affecting 50 or more
employees, or a mass layoff affecting at least 50 employees. A WARN Act notice
must be given when there is an employment loss, and a temporary layoff or fur-
lough that lasts longer than six months is considered an employment loss.

3. The bill also calls for the Maryland Department of Labor to “examine and con-
sider any report or recommendations made by the National Academy of Social
Insurance Unemployment Insurance Task Force of 2021.”

4. Having a statutory maximum weekly benefit amount at or near two-thirds of the
state average weekly wage does not mean that the actual maximum is at that level.
Several states, like Louisiana with a maximum of around $200 have an override
based on their state trust fund reserves, and their stringent financing systems fre-
quently constrain the level of their reserves.

5. Section 204 of the Extended Unemployment Compensation Act provides that
a state shall not receive reimbursement for the first week of EB if its state Ul
law does not include a waiting week. However, Section 4105 of the Emergency
Unemployment Insurance Stabilization and Access Act of 2020 provides 100 per-
cent funding of the first week of EB in states with no waiting week. This provision
was initially in place through December 31, 2020, but it was extended by both the
Continued Assistance for Unemployed Workers Act of 2020 and the American
Rescue Plan Act of 2021 (which expired on September 6, 2021).

6. Lee et al. (2021) show that it is more efficient to raise the UI disregard than to
lower a partial benefit earnings reduction rate. It can be an incentive for part-time
work if a state availability for work rule allows part-time work and seeking part-
time work.

7. Under the Middle Class Tax Relief and Job Creation Act of 2012 (Public Law
112-96), an individual must be able to work in any given week. Specifically, sec-
tion 303(a)(12) of the SSA also requires an applicant to actively seek work as a
condition of eligibility for benefits.

8. P.L. 96-499 (1980) created a “sustained and systematic” search for work require-
ment only in the Federal-State extended benefits program (see 20 CFR Part 604,
Unemployment Compensation — Eligibility; Final Rule, January 16, 2007).
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9. In most states, the job contacts can be made in-person, online, by mail, or by fax.
10. A USDOL-sponsored demonstration project (2004—2005) in Wisconsin, the pre-
cursor of the Reemployment Services and Eligibility Assessment program, dem-
onstrated the effectiveness of reemployment services. During the demonstration,
UI and ES staff jointly assisted UI claimants, conducted eligibility reviews, and
provided extra employment services and staff-assisted referrals to suitable jobs.
They also urged claimants to make additional job contacts per week. The great
majority of claimants made additional work search contacts beyond the two
required per week and returned to work sooner than the control group (Almand-
smith, Adams, and Bos 2006).






9
Ul Benefit Coverage, Taxation,
and Extended Benefits

While nearly all wage and salary workers are covered under U, the
COVID-19 pandemic made clear that during a recession as severe as
the 2020 pandemic recession, other workers will need financial protec-
tion when they become unemployed, even if not as part of the regular
UI program. The Pandemic Unemployment Assistance (PUA) program
covered gig workers, contract workers, and the self-employed. Under
the regular UI program, however, these workers are not covered. Policy-
makers must decide whether to permanently cover these workers under
some social welfare program or to cover them only during periods of
extreme economic conditions.

GIG WORKERS/CONTRACTORS

Issue

UI coverage for gig/contract workers is a highly political issue.’
Employers have been increasing the number of workers they clas-
sify as contract workers, while employee organizations have pushed
back. Nonetheless, gig work has increased rapidly rapidly—between
2005 and 2015, employment in independent contracting grew 30 per-
cent (BLS 2017; Katz and Krueger 2017). The politics of the coverage
issue first became clear with the promulgation of a regulation during
the Trump administration excluding gig workers from the definition of
“employees” potentially entitled to Ul benefits (USDOL 2022a). The
Biden administration then rescinded the rule in May 2021.

States also have become involved in the issue of whether to treat
the increasing number of contract and gig workers as employees, and
thus are covered by and eligible for Ul benefits. A small number of
states have sought to deem them covered by the Ul program. California,

147
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Washington State, New York, and New Jersey are among the states that
have attempted to cover these workers.

Large companies that use the majority of these workers, however,
have resisted. In 2017, in response to California enacting legislation
covering gig workers, Uber, Lyft, and other gig employers responded
by committing $200 million to develop a ballot initiative, Proposition
22, that excluded ride-hail and gig workers from state UI program cov-
erage. The proposition was approved in 2020.

Nevertheless, gig workers and many other Form IRS-1099 workers
would be considered employees under the “ABC” test that is already
used in some states and is generally considered to be a better measure
of employee attachment to the labor force. Under the three-part ABC
test, a worker is considered to be an employee, and not an independent
contractor, unless the hiring entity satisfies all three of the following
conditions:

1) The worker is free from the day-to-day control and direction
of the hiring entity in connection with the performance of the
work, both under the contract for the performance of the work
and in fact.

2) The worker performs work that is outside the usual course of
the hiring entity’s business.

3) The worker is customarily engaged in an independently estab-
lished trade, occupation, or business of the same nature as that
involved in the work performed.

New Jersey uses the ABC test to determine employment status. In
2019, the New Jersey Department of Labor and Workforce demanded
that Uber pay Ul and disability insurance back taxes for 20142018,
the first time a state agency had made such a demand. While Uber con-
tinues to insist that its workers are independent contractors, in 2022,
the New Jersey agency announced that Uber paid $100 million in back
taxes for those five years (Metz 2022). Clearly, the battle over Ul cover-
age for gig workers will continue.

Options

Many gig and other contract employees are not employees under
current state laws, although they would be if the states used the ABC
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test. While some states will likely continue to press for Ul coverage
for these workers, the issue may have to be resolved by broader, more
comprehensive federal legislation. Some analysts have suggested fully
treating gig workers as employees.

1)

2)

3)

4)

Krueger and Harris (2015) suggest an intermediate solution.
They would create a new class of independent workers who
would receive some, but not all, of the protections and benefits
of employees. Independent workers would include a broad
group of online and “offline” (e.g., taxi drivers) workers, espe-
cially those who use intermediaries to identify customers to
whom they provide services.

Like the Kreuger-Harris proposal, in 2021 the British deter-
mined that Uber drivers are “workers,” an employee status that
gives Uber drivers some but not all the benefits of “employ-
ees.” In response, there have been calls for federal legislation
in the U.S. to recognize gig workers as employees. Interna-
tional pressure by other countries on gig companies may put
further pressure on the United States to take action to recog-
nize gig workers as employees.

Biven et al. (2021) would require the application of the ABC
test, which has been adopted in several states, and, according
to the authors, is a simpler and more protective legal test for
ensuring employee rights as it presumes that a worker provid-
ing a service to a business is an employee.

The Wyden-Bennet proposal also would have amended Sec-
tion 3304(a) of the Internal Revenue Code such that all states
would be required to apply the ABC test to determine whether
workers are employees covered under Ul law.

The proposed Protecting the Right to Organize Act (H.R. 842
in the 117th Congress) would have made the ABC test univer-
sal through its definition of an employee for purposes of fed-
eral labor law, although its goal was to better protect workers’
rights to organize and collectively bargain.
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Recommendation

Congress should adopt the ABC test to determine whether workers
are employees for federal employment purposes, including for UI cov-
erage, because such a requirement would provide a strong legal test for
determining employee status. In the meantime, states should legislate or
enforce the ABC test as the determination of UI coverage to gradually
have gig workers covered by the UI program.

SELF-EMPLOYED WORKERS

Issue

Over the history of Ul, state programs have failed to find an effective
way to cover self-employed workers. Only California provides optional
coverage for the self-employed. Its method of coverage is to have the
self-employed be “reimbursing employers.” This approach, however,
provides little real protection to the self-employed as it is essentially
only a short-term loan. Although self-employment coverage has been
part of California law for many years, it has been little used.

Options

While the California experience suggests that a reimbursable self-
employment program is impractical, the United States could develop a
self-financing self-employment Ul program, either optional or required,
that would pay Ul benefits to the self-employed after they make contri-
butions of a requisite dollar amount to the Unemployment Trust Fund.

1) A self-employment Ul program could provide coverage to
the self-employed if they paid into the system for a requisite
period of time, paying a specified amount of taxes. Requir-
ing the self-employed to pay into the system for a significant
number of quarters would reduce any adverse selection if par-
ticipation in the program were optional. The potential benefits
paid, however, likely would be relatively low in both amount
and duration because of the relatively short history of low
contributions.
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For example, Canada has a small, voluntary self-employment
Ul program. In 2020, to be eligible, self-employed workers had
to have earned at least $7,279 in the prior year (2019) and paid
UI taxes on those earnings at the same rate as employers of
salaried employees for at least one year. The self-employment
UI benefit, however, was lower than that for wage and salary
workers. In 2020, there were only about 30,000 people regis-
tered in the self-employment program. Nonetheless, it is an
attempt, albeit weak, at a social insurance program that pro-
vides future protection to self-employed workers who enroll
in the program (Canada Employment Insurance 2021). The
United States could adopt a voluntary system like Canada’s.
Alternatively, it could create a stronger program that would be
a true social insurance program by making participation man-
datory, covering all self-employed workers, and requiring all
self-employed workers to pay into it.

2) Alternatively, self-employed and other independent work-
ers could participate in a private Ul program organized by an
intermediary (von Wachter 2020).

3) Conceptually, Whittaker (2021) suggests the following options
for financing a program for the self-employed (and contract)
workers:

* tax self-employed workers as if they were employers (anal-
ogous to their treatment under Social Security)

 set the tax rate on self-employed workers as if they were
reimbursable employers by requiring self-employed work-
ers to repay benefits after periods of unemployment

» federal-state-worker cost share
* tax advantage individual unemployment accounts

Based on the experience in California, it seems unlikely that a vol-
untary repayment/reimbursable approach would work for most self-
employed workers. The tax-advantaged individual unemployment
account would be more of a private savings account than a social insur-
ance program, paying benefit amounts and durations that would make
the program self-financing but not necessarily equal to the prior con-
tribution. Thus, to create a program that is more like social insurance,
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the choice for financing a self-employment program appears to be a
flat-rate tax (as in Canada) or an experience-rated finance program that
looks like a modified Ul program.

Recommendation

Congress should enact a nationwide, voluntary self-employment
program like the Canadian program. It would be funded by contri-
butions from the self-employed and would be available only to self-
employed workers who have made sufficient contributions to qualify
for benefits when they become unemployed. Because this program is
unproven in the United States, if enacted, it should be evaluated within
five years, and a report should be submitted to Congress for possible
changes. While coverage for all self-employed workers is desirable,
it’s hard to enact and implement a mandatory program, so it would be
worthwhile to devise a feasible voluntary program.

NEW ENTRANTS AND REENTRANTS TO THE
LABOR FORCE

Issue

Unemployed individuals who have not recently worked in covered
UI unemployment are not eligible to receive UI benefits. Nonetheless,
there has been a public policy effort to devise a new program to try to
provide some of these workers with Ul (social insurance) or unemploy-
ment assistance outside of the Ul program. There are limitations that
prevent most of these workers from receiving Ul as a social insurance
program. There may be ways to revise the UI program to allow some of
these workers to receive Ul. Others could only receive benefits from a
new social assistance program that is not part of UI.

New entrants are workers who enter the labor force but have not
previously worked in covered employment. As such, they have no base
period earnings in a recent four-quarter period. They cannot be eligible
for UI benefits under a social insurance framework.
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Reentrants are workers returning to the workforce who have had
previous covered employment, but even if they had worked in covered
employment before, their prior employment may not have been during
either the state Ul base period or alternative base period.

Both types of workers are in the labor force, but they either have not
yet found employment or have worked for such a short time during their
base period—even if that work was in covered employment—that they
would not be eligible for benefits under state Ul laws. Under the current
rules of the Ul program, neither new entrants nor most reentrants would
be eligible for UI benefits. Some reentrants, however, would become
eligible for benefits if states adopted a new extended base period that
includes prior wages reaching back to earlier base periods.

Option

New entrants have not worked in covered employment and can-
not receive Ul as part of a social insurance program. They could only
become eligible for a social assistance program such as the proposed
Jobseeker’s Allowance.

Some reentrants, however, could receive Ul benefits if Congress or
the states enacted a time-extended base period that considered wages
older than the regular UI base period of the first 4 of the last 5 com-
pleted calendar quarters. Thus, workers with older experience working
in covered employment might be eligible for Ul if an extended base
period could go back more than 5 or perhaps 8 or 10 quarters. Because
states collect and store quarterly wage records, they could be required to
store records for at least 8 or 10 quarters, and they could look back more
than the current 5 quarters if unemployed workers did not qualify for
UI benefits using first 4 of the 5 five calendar quarters of wage records.

Recommendation
Congress should enact an extended base period to encourage work-

ers who move in and out of the labor force, especially women, to return
to the labor force and to assist them during their period of job search.
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PREPARATION FOR ANOTHER EMERGENCY
EXPANSION IN COVERAGE: CREATING A SEARCHABLE
DATA SYSTEM

Under the PUA program, contract workers were able to receive
PUA benefits, but the Ul state agencies had difficulty verifying the earn-
ings of applicants to this program. In the event of another program like
PUA, the UI program should be better prepared to pay benefits rapidly
and more accurately.

Thus, if nonwage and salary workers, such as contract workers who
receive the IRS Form 1099, do not otherwise become covered by the Ul
program, state Ul agencies could prepare for a possible future tempo-
rary extension of coverage to these workers by obtaining access to their
earnings data. The reason to make these preparations is to make timely,
accurate payments and to avoid future fraud or erroneous payments.
The PUA program was rife with integrity problems, sometimes because
of the applicants’ unfamiliarity with program requirements, resulting in
non-fraud errors and overpayments, especially for unemployed workers
who were not previously covered by the UI program. Frequently, how-
ever, PUA was subject to widespread fraud, particularly by criminal
enterprise groups that obtained access to stolen identification informa-
tion through large-scale hacking. One way to limit such fraud in the
future would be to provide state Ul programs with access to the latest
wages of uncovered workers.

Data from SSA or IRS could be used to create a searchable database
that only the state UI staff could search. It could work like the UI Inter-
state Connection Network (ICON), which allows states’ UI agencies
to request applicants’ interstate wages. To verify that they are making
a legitimate claim, applicants would be required to provide earnings
information that legitimate applicants would have but that individuals
making fraudulent claims likely would not.

Whether there are policy initiatives for recessionary coverage of
the uncovered, as in the PUA program, or a permanent program such as
Jobseeker’s Allowance that covers gig, contractors, and self-employed
workers, a searchable data system that would collect earnings data of
these workers would be essential if a benefit assistance program were
going to be administered with minimal amounts of fraud. For such pro-
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grams, the eligibility of nonwage and salary workers could be deter-
mined on a calendar year basis using their 1099 or tax data. As discussed
above, another approach that could reduce fraudulent UI claims would
be for the United States to require that all employers issue Canadian-
like records of employment for all separating employees, whether W-2
wage and salary employees or IRS Form 1099 contractors.

JOBSEEKER’S ALLOWANCE

Issue

A Jobseeker’s Allowance has been proposed since 2016. Such
allowances would vastly increase the coverage of the Ul program to
include workers who are not currently covered when they become
unemployed. Newly covered workers would include the self-employed
and contract workers. It also would include workers who have little
or no recent employment. As such, the program would not be a social
insurance program. Rather, it would have to be an unemployment assis-
tance program funded by federal general revenue with benefits paid out
by state Ul programs. Implementing a Jobseeker’s Allowance program,
however, could provide a further impetus for states averse to paying Ul
benefits to further reduce their own state UI program.

Options

There have been several recent proposals for creating a Jobseeker’s
Allowance program, including federal legislation.

1) West et al. (2016) advocate for Jobseeker’s Allowance as a
method to permanently expand Ul coverage beyond experi-
enced wage and salary workers who are normally the only
workers covered by the Ul program. This expanded coverage
would be offered to a variety of unemployed workers who oth-
erwise would not be covered under even the most expansive
UI eligibility requirements. These workers would include

» workers entering the labor force for the first time (new
entrants)
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2)

3)

4)

» reentrants to the labor force who are searching for work but
whose previous work history may be prior to the Ul base
period that usually reaches back no more than the last year
to year and a half

» contract and self-employed workers who have not worked
in Ul-covered employment

* Intermittent workers and UI exhaustees

These authors urge a means-tested unemployment assistance
benefit in the fixed amount of $170 (indexed), available for
13 weeks but for longer during periods of high unemploy-
ment. Both benefits and program administrative costs would
be funded from appropriated federal general revenue. Partici-
pants would be required to engage in employment services,
with options for career training and subsidized employment.
The estimated annual cost of the program in 2016 was $18.9
billion per year (West et al. 2016).

The Century Foundation (2020) recommends a similar Job-
seeker’s Allowance program. They suggest the enactment of
a program that would provide basic benefits and employment
services to those who are looking for work but are not eli-
gible for Ul benefits. The allowance, financed through federal
appropriations, would be equal to one-half of the regular Ul
benefit and would be available to gig workers and new entrants
not covered by the regular Ul program.

Bivens et al. (2021) also support a broad Jobseeker’s Allow-
ance program that would support job seekers newly entering or
reentering the labor force but with a fixed allowance of $200
per week or 20 percent of the state’s average weekly wage.

The Wyden-Bennet proposal also advocates a Jobseeker’s
Allowance. Under their proposal, the program would provide
a federal weekly benefit to unemployed workers who are seek-
ing work but are not covered by Ul or are eligible for only a
small Ul payment. This would include coverage for workers
newly entering the labor force and self-employed workers.

Under their proposal, the allowances would be 100 percent
federally financed. To be eligible, workers would have to
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* be unemployed or partially unemployed

* have no right to regular unemployment compensation or be
eligible for unemployment compensation in an amount less
than the amount of the Jobseeker’s Allowance

* Dbe able to work, be available to work, and be actively seek-
ing work

* be at least 19 years of age (or at least 18 in the case of
foster youth) or have earned a high school diploma or the
equivalent

* have an adjusted gross income less than the Social Security
taxable wage base

The amount of a Jobseeker’s Allowance under the Wyden-
Bennet plan would be $250 per week (indexed annually for
inflation), minus any weekly unemployment benefit for which
the individual is eligible. For individuals seeking work for less
than 20 hours per week, the maximum amount of the weekly
allowance would be reduced by 50 percent. Individuals would
be entitled to 26 times the weekly benefit amount (meaning
most individuals would qualify for 26 weeks of payments). The
number of weeks for which the Jobseeker’s Allowance would
be available could increase in times of high unemployment, like
Extended Benefits. When unemployment is above 7.5 percent,
a narrower group of individuals claiming an allowance—only
those who have a documented history of self-employment—
could claim a supplement to their weekly allowance such that
their total allowance would replace roughly 75 percent of their
average weekly earned income in the most recently completed
tax year (Wyden and Bennet 2021).

Recommendation

A Jobseeker’s Allowance program should not be considered as part
of UI reform. Rather, it should instead be considered on its merits as a
new, separate social welfare program. It also has the potential negative
effect of providing an incentive to states, especially those with weak Ul
programs, to further cut their regular UI program with the Jobseeker’s
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Allowance program taking up the slack. Such a program would be dif-
ficult to enact.

FEDERAL TAXATION OF UI BENEFITS

Issue

Ul benefits have been fully subject to federal income taxation since
the enactment of the Tax Reform Act of 1986. The taxation of UI ben-
efits by federal and state governments, however, has had the effect of
reducing the recipient’s benefits at a time of low wage replacement rates
(Whittaker 2015). Congress recently excluded a portion of UI benefits
from taxation as part of the American Rescue Act of 2021. For tax year
2020, the first $10,200 of UT benefits was excluded for taxpayers with
incomes less than $150,000. It has been argued that income from leisure
(i.e., unemployment) should not be taxed at a lower rate than from work
(Feldstein 1978), but the concept of unemployment as leisure has less
cogency for permanently dislocated workers, especially in an era of low
and declining Ul wage replacement rates.

During the COVID-19 pandemic, the adverse effect of taxation
became apparent when the number of Ul claimants increased enor-
mously, many of whom had never collected UI benefits before. Not
understanding that UI benefits are taxable, many Ul claimants did not
voluntarily have the state UI programs withhold taxes on their benefits.
Near the end of 2020, many UI claimants suddenly faced a large tax
liability that had to be paid to the IRS.

As the tax year 2020 tax preparation season began, the media
explained to the public that a $1,200 stimulus check was not taxable
but one’s Ul benefits were (Carrns 2021). The news about the taxation
of Ul benefits for tax year 2020 was not received well. The result was
that Congress enacted a one-time exclusion from the taxation of some
benefits for some workers. Some journalists took a closer look at the
history of the taxation of UI benefits, and at least one recommended the
permanent end to the taxation of UI benefits (Singletary 2021).



UI Benefit Coverage, Taxation, and Extended Benefits 159

Options

There are several potential approaches to taxing Ul benefits.

1) The Advisory Council on Unemployment Compensation
(1996) recommended ending the taxation of Ul benefits. Con-
gress could follow the ACUC’s recommendation and stop tax-
ing benefits altogether. The effect would raise the net value of
the UI benefits that claimants receive.

2) Since the federal taxation of benefits is effectively a reduction
in net benefits, the taxation could be retained, but recipients
could receive an offsetting increase in weekly benefits.

3) Bivensetal. (2021) recommend eliminating the tax on benefits
for low-wage workers but retaining it for high-wage workers.

From a policy perspective, the political advantage of eliminating
the federal tax on benefits is that it would invisibly reduce general rev-
enues without raising the ire of employers by directly raising their UI
tax costs. By contrast, raising benefits for Ul recipients would require
raising Ul taxes across the United States and would be resisted by
employers.

Recommendation

UI benefits should not be subject to federal taxation. Taxation of Ul
benefits was introduced for the first time in the 1980s as a method of
reducing net UI benefits that were already inadequate at that time. To
make UI benefits more adequate, Ul benefits should not be subject to
federal taxation.

EXTENDED BENEFITS AND TEMPORARY
EMERGENCY BENEFITS
Issue

Extending UI benefits during recessions has been a key component
of U.S. countercyclical macroeconomic policy since 1958, but it has not
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worked well. Nonetheless, after much research, there is broad agree-
ment about the general structure of a new and improved UI recession-
ary policy. The discussion below fleshes out the need for reform and
options for implementing it. Chapter 6 considers the behavioral effects
of extending UI benefit durations.

Beginning with the 1958 recession, Congress recognized that 26
weeks of Ul benefits were inadequate when the unemployment rate was
high. Accordingly, Congress enacted a temporary emergency unem-
ployment compensation program, and it has continued to do so in every
recession since then.

Believing that temporary emergency programs should be elimi-
nated and replaced by a program that is more responsive to increases
and decreases in unemployment rates, Congress enacted the permanent
Extended Benefits (EB) program in 1970, effective January 1, 1972.
From the beginning, EB did not work effectively in recessions with
respect to either timeliness or sufficiency. It has been a triggered program
that originally triggered on and off based on measures of the insured
unemployment rate (IUR)—that is, the number of insured unemployed
workers divided by the number of workers in covered employment—
with both state and national triggers, although the latter was eliminated
in the 1980s. The IUR triggers have been shown to be nonresponsive to
changes in overall unemployment, and because there has been a down-
ward trend in Ul recipiency, the IUR has been trending downward for
decades, making it an even worse EB triggering mechanism.

To address the nonresponsive IUR trigger, Congress offered the
states an optional, more responsive triggering mechanism that uses
the BLS total unemployment rates (TURs). Adopting the TUR trigger,
however, increases the Ul costs to the states because they have to pay
half of the costs of the extended benefits that are paid after the first 26
weeks of regular Ul benefits. Instead, most states have chosen not to
enact the optional trigger and rather wait for Congress to enact tempo-
rary legislation in which the federal government pays 100 percent of the
benefits beyond week 26. As a result, today only about one-third of the
states have adopted the TUR trigger. Because of its low adoption rate,
in recent recessionary extensions of Ul benefits, Congress has federal-
ized EB benefits and paid for them out of federal general revenue.

During recent recessions, the United States has had three duration
levels: the regular Ul program, EB, and a temporary emergency com-
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pensation program. The system has not worked well over time, and
it still does not work well. With most states not adopting TUR trig-
gers, when recessions occur, many states do not pay extended benefits
until Congress federalizes the EB program. While Congress eventu-
ally enacts a temporary emergency benefit program, enactment often
is considerably delayed such that many workers exhaust their UI ben-
efits, remain unemployed, and do not receive additional benefits until
Congress acts. Further, when a temporary emergency program is finally
enacted, it tends to expire after a short period. Congress must enact
further extensions, and gaps frequently occur between extensions. This
means that Ul beneficiaries have gaps in their receipt of benefits while
state Ul agencies must deal with the administrative burden of turning
the program on and off multiple times.

Options

Because of dissatisfaction with the current program, analysts have
generally agreed that the EB program needs to be reformed. Such
reforms might include

 restoring a national trigger

 adopting the more responsive TUR trigger

» phased increases in EB benefits, with multiple phases

* triggering on benefit phases using TUR rates from 5 to 10 percent

e additional weeks of EB benefits as unemployment increases,
generally in 13-week increments

» federal funding of all UI benefits after week 26

Table 9.1 shows six recent proposals. They tend to be similar in
their goals, but they use different numbers of phased increases, differ-
ent levels/ranges of weeks of benefits paid, and different trigger rates to
trigger each phase.

Thus, there is agreement among many analysts that there should
be an EB program with a responsive TUR trigger that pays increas-
ing durations of benefits up to at least 52 weeks. There also is general
agreement that a national trigger should be restored such that when a
recession is nationwide, EB benefits also should be paid throughout the
United States.
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Table 9.1 Extended Benefits Reform Proposals
Number Range of extended  Range

of phased benefits reform of rates National
Proposer increases  durations (weeks) (%) trigger
Wyden-Bennet 4 13-52 5.5-8.5 Yes
Obama 4 13-52 6.5-9.5 Yes
West et al. 4 13-52 6.5-9.5 Yes
Dube 6 8-72 5-10 Yes
Bivens et al. 6 3-68 5-10 Yes
O’Leary and 5 7-52 6.5-10 Yes
Wandner

SOURCE: Wyden-Bennet Ul reform discussion draft bill (April 2021); President
Obama, 2017 budget in Simonetta (2018); West et al. (2016); Dube (2021); Bivens et
al. (2021); O’Leary and Wandner (2018).

While strengthening the permanent EB program with one of these
proposals, Congress could still later intervene during an individual
recession and provide new or modified benefits. In addition, Congress
would remain able to create new temporary emergency programs when-
ever it sees fit. The advantage of the above EB proposals is that they
would provide timely and proportionate benefits, depending on the
nature and depth of each recession.

Recommendation

Congress should enact a tiered EB program with increasing dura-
tions as unemployment rates rise. It should be similar in design to one
of the recent proposals presented above after simulating the likely out-
come of each proposal. A tiered program is needed largely because
recessions often occur rapidly, and it is necessary to adjust the num-
ber of additional weeks of benefits upward as recessions become more
severe.
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Notes

Gig workers enter into formal agreements with on-demand companies to provide
services to the company’s clients. They are generally treated as a subset of contract
workers who receive federal 1099s at the end of the year rather than W-2s.

. Nonprofit and state and local government agencies were brought under UI cover-
age in 1972 with the option of being either contributing or reimbursing employers.
As contributing employers, they face the same experience-rated tax rates as other
employers in the state. As reimbursing employers, they must repay benefit charges
dollar-for-dollar in the calendar quarter following the benefit charges.






10
Improving Financing

Options and Recommendations

UI taxes have not been sufficient to fund benefits for at least five
decades. The funding shortfall is a result of federal and state policy that
stems from weak federal and state law and policy. The problem can be
seen from the discussion of Figures 3.1, 3.2, and 3.3.

From a public policy perspective, Ul taxes must be sufficient to
pay for Ul benefits. While it is hard to define “sufficiency” because Ul
finance is a dynamic process over many business cycles, Vroman et
al. (2018, p. 212) provide a definition: “While there is no single uni-
versally accepted definition of successful funding, we have taken it to
mean maintenance of a healthy trust fund balance and avoidance of
prolonged and large-scale indebtedness to the U.S. Treasury following
a recession.” Unfortunately, very few states engage in successful fund-
ing of adequate benefits largely because of the prevalence of the low
taxable wage bases and low tax rates that hamper the accumulation of
adequate reserves during good times to allow sufficient funds to pay
benefits in bad times (forward funding). On the other hand, funding is
not “successful” from a policy perspective if it does not fund a reason-
able Ul program. Some states have reduced benefits enough through
some combination of restrictive access, low maximum benefit amounts,
and shortened durations that they can “successfully fund” only very low
levels of benefits.

Benefit financing issues include

» taxable wage bases: level and indexing
* tax rates

* experience rating

e forward funding

* employee contributions

* reinsurance

Each is addressed in turn.
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TAXABLE WAGE BASE: LEVEL AND INDEXING

Issue

The taxable wage base is the level of annual earnings on which Ul
taxes are levied. Initially, the Ul taxable wage base was total wages. In
1939, it was reduced to $3,000. Since then, the federal Ul taxable wage
base has been increased only three times in the history of the UI pro-
gram. It has remained at $7,000 since 1983. The federal taxable wage
base determines the ability of the federal Ul reserve accounts to fund
the federal portion of Ul benefits and Ul and benefit administration.
It also affects state Ul financing by setting a floor on the state taxable
wage base. Thus, if Ul benefits and Ul and ES administrative funding
are to be made adequate, Ul financing reform must start by significantly
increasing the federal taxable wage base and then increase it each year,
with annual increases calculated in a manner like the annual increments
in the Social Security annual taxable wage base. While Ul is a federal-
state program and Social Security is federally funded, public finance
principles require both programs to have tax rates and a taxable wage
base adequate to fund the benefits paid out. In addition, Congress origi-
nally set the taxable wage base for both programs at the same level. It
then has responsibly increased the Social Security taxable wage base
annually but failed to do so for the UI program for the past four decades.

The UI tax is intended to fully fund the payment of Ul benefits.
Vroman (2016) and Lachowska, Vroman, and Woodbury (2020) find
that state UI benefits are more likely to be fully funded if states have an
indexed taxable wage base.

The lesson learned from comparing the UI program with Social
Security is that a social insurance program cannot pay benefits that keep
pace with the cost of living unless revenue also increases frequently
over time (see discussion in Chapter 5). While Social Security pay-
ments and revenues have not remained in balance without occasional
legislative revisions—and such a revision is needed now—the Social
Security program has performed vastly better than the UI program.

At present, few states have an indexed taxable wage base as high as
any of the options presented below, although nearly half the states index
their bases annually.
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As a new federal requirement, the federal and state taxable wage
bases do not have to be the same. One option is to establish two differ-
ent indexed tax bases so that the state taxable wage base would yield
revenues sufficient to pay for benefits under a reformed state Ul sys-
tem, while the Federal Unemployment Tax Account (FUTA) taxable
wage base would yield revenues sufficient to pay the federal cost of
both extended benefits and Ul and ES administration.

Most analysts recommend a partial or total offsetting of any increase
in the federal taxable wage base by adjusting the federal tax rate to
raise sufficient federal funding without having revenues become exces-
sive. Full offsetting might be possible without major UI reform, but if
major UI reform increases the administrative role of the Ul program
and increased reemployment services and the Ul work test responsibili-
ties of the ES, the result would be sharply increased benefit costs, and
responsible financing would only partially offset the tax base increase.

Options

An increase in the taxable wage base and indexing could be accom-
plished either, in part, through USDOL encouraging states to raise their
taxable wage bases, or, more realistically, by setting a federal standard
both for the taxable base and indexing the base. Most recent proposals
call for both a higher federal taxable wage base and indexing, such that
the taxable wage base increases each year, adjusted by a factor such as
the increase in wages. Increasing the federal taxable wage base also
affects the range of state Ul rates that states must have.

1) West et al. (2016) call for raising the taxable wage base in six
annual increments to 50 percent of the Social Security wage
base.

2) O’Leary and Wandner (2018) recommend a base of 33.33 per-
cent of the Social Security wage base, although they offer an
alternative measure of 26 times the national average weekly
wage in covered employment.

3) Bivens et al. (2021) support a taxable wage base of 100 per-
cent of the Social Security taxable wage base.

4) The Obama administration FY 2017 budget proposal would
have raised the taxable wage base to $40,000 in 2018 and then
indexed each year after that (Simonetta 2018).
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5) The Wyden-Bennet proposal did not spell out its FUTA tax-
able wage base provisions, but it also indicated that the taxable
wage base would increase and be indexed for inflation, while
the FUTA tax rate would decline to keep the federal tax take
unchanged.

6) In 1980, the NCUC was concerned about the decline of the fed-
eral taxable wage base as a percent of the U.S. average annual
wage in Ul covered employment. Despite a significant number
of objections by a minority of members, the NCUC proposed
increasing the taxable wage base as a percentage of the aver-
age annual wage in four steps between 1984 and 1990 to 50,
55, 60, and 65 percent. That increase would have resulted in a
1990 taxable wage base of $16,100. Today, 65 percent of the
U.S. average annual wage would yield a taxable wage base of
approximately $40,000.

Recommendation

The taxable wage base should be indexed such that it increases each
year. Indexing could be accomplished by having the taxable wage base
set at 50 percent or more of the Social Security taxable wage base.
Alternatively, the taxable wage base could be indexed to wage growth
in covered employment. The higher wage base should be phased in over
a period of approximately five years. To finance an adequate Ul benefit
program, tax rates need to be higher than they are today and must keep
up with benefit amounts that also should be adjusted upward each year.

STATE TAX RATES

Issue

Given their taxable wage bases, the tax rates in many states are
inadequate to fund their state programs. Some state Ul financing sys-
tems appear to be designed to underfund their UI programs with low
minimum and maximum rates and an insufficient number of tax rates in
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each of their tax schedules. For example, see the case studies of Florida
and North Carolina in Chapter 4.

Options

Some of the options for raising sufficient state Ul revenues through
tax rates in the states include

* requiring a nonzero minimum tax rate

* raising the lowest state maximum tax rate above the current 5.4
percent by raising the federal tax above 6.0 percent

» ending the practice of states overriding their own tax laws and
not allowing their UI program to move to a higher tax rate sched-
ule when the state of their trust fund would require it under state
law

Below, three options are examined for minimum and maximum tax
rates and for state legislatures overriding statutory state tax provisions.

Minimum tax rates

Although many states have low or zero minimum tax rates, higher
minimum rates can be critical for paying for Ul socialized costs—that
is, costs not assigned to individual employers—and improving the sol-
vency of the states’ trust fund accounts.

Recent research indicates the need for a higher minimum rate.
Thus, in states that experience rate with a benefit-ratio system (ben-
efits charged divided by employer’s payroll), most employers are at the
minimum rate in most years because of zero benefit charges against
them in the preceding three or four years, while a large percentage of
employers in reserve ratio states (taxes minus benefits charged divided
by payroll) are also at the minimum rate in most years (Vroman et al.
2017). Minimum taxes need to take into consideration that experience
rating does not cover all charges assigned to employers. As a result, all
employers must pay “solvency” or “socialized” taxes due to ineffective
charges (employers consistently paying the maximum tax) and inactive
accounts (firms that close without paying the benefit charges to their
account).
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Options

1) The NCUC (1980, p. 93) concluded that zero rates are “not
appropriate” for the Ul program and that every state should
have a minimum rate of greater than zero.

2) The Obama administration’s FY 2017 Budget proposal would
have required all states to have a minimum UI tax of at least
0.175 percent (Simonetta 2018).

3) Jeff Robinson, manager of labor force statistics at the Wash-
ington Employment Security Department, partially attributes
Washington State’s Ul financing success to imposing a 0.5 per-
cent “social cost factor” on all employers, as well as having
the highest taxable wage base in the country (Robinson 2021).
Having more (or all) states adopt such a social cost factor
would end zero rates, have all firms pay for socialized costs,
and contribute to trust fund solvency. States could be encour-
aged to enact minimum nonzero rates by USDOL, or Congress
could require all states to have some specified nonzero mini-
mum rate.!

Maximum tax rates

Under federal Ul law, states must have a tax rate in all their tax
schedules that is at least as high as 5.4 percent. For many states, how-
ever, that floor has become a ceiling, and states sometimes do not have
rates higher than 5.4 percent. That is because if states did not have Ul
laws, all their employers would have to pay a 6.0 percent tax. Since all
states have “voluntarily”” adopted a Ul law, all employers must pay a 0.6
percent federal tax plus an experience-rated state tax that must be set by
the states at between a minimum employer tax of zero and a maximum
tax of at least 5.4 percent.

Options

1) Inresponse to rate problem, West et al. (2016, pp. 32-33) rec-
ommend that federal law raise the lowest maximum rate that
states must charge from 5.4 percent to 7.0 percent to increase
the effectiveness of experience rating.
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2) Congress could mandate some other rate that is higher than 5.4
percent. States, of course, can raise their maximum tax rates
above 5.4 percent on their own initiative. Thus, an alternative
to a federal requirement would be to have USDOL encourage
states to impose higher maximum rates, but that is likely to be
less effective.

Ending state overrides

As state Ul trust fund accounts decline or become negative and the
state must borrow from the U.S. Treasury, state Ul laws have tax tables
with triggers that raise more taxes by moving to a higher tax sched-
ule. Resistance by employers frequently means that the state legislature
overrides the statutory tax mechanism and keeps the state at a lower tax
schedule than called for by state law. This issue could be resolved by
enacting federal legislation that makes it a conformity requirement to
have tax schedules meet certain criteria and prohibiting those tax sched-
ules from being overridden.

Options

Federal law could require that state Ul programs have reasonable
and responsible tax tables and that, once established and approved by
USDOL, cannot be overridden by changing state Ul laws.

Recommendation

State UI tax rates should be made sufficient by having provisions
with respect to the issues discussed above to ensure sufficient funding
for the program.

1) All employers should be required to pay a minimum, nonzero
tax.

2) While the federal tax rate should be adjusted downward to pro-
vide sufficient funds for federal UI purposes when combined
with a much higher federal tax base, nonetheless, states should
be required to set their maximum tax rate at a level consider-
ably higher than the current requirement of a maximum of at
least 5.4 percent. Thus, the federal required setting of states’
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maximum tax rates should be set independently of the federal
tax rate.

3) States should be required to establish reasonable tax tables
approved by USDOL, and they should move to higher and
lower schedules, depending on state economic conditions,
without the ability to override the movement to new schedules.

EXPERIENCE RATING

Issue

States finance their UI programs by having employers assigned to
tax rates that vary depending on employers’ layoff experience. Within
each tax schedule, there are multiple rates to which employers are
assigned. State laws contain multiple tax schedules that raise varying
amounts of revenue, and state Ul tax systems move to higher tax sched-
ules as their trust fund reserves decline.

Assigning employer tax rates based on employers’ past layoff expe-
rience is mandated by federal law. The purpose of experience rating is
to allocate costs to employers who engage in layoffs and to incentivize
employers to minimize layoffs. Research has found that experience rat-
ing helps to stabilize employment when states have tax systems that are
responsive to benefit charges, especially in the case of temporary cycli-
cal and seasonal layoffs (Levine 1997; Vroman and Woodbury 2014).
For example, many firms that hire workers seasonally and lay them off
at the end of the season are encouraged by experience rating to revise
their human resources policy to try to limit seasonal hires and, there-
fore, to control their UI costs. There are other factors that determine the
effectiveness of experience rating of benefit financing beyond having an
appropriate range of state tax rates and the effectiveness of charging Ul
benefits to individual employers. Lachowska, Vroman, and Woodbury
(2020) find that having an indexed taxable wage base is important, since
states with flexible wage bases have approximately twice the reserves
of states that do not. Vroman (2016) finds that, to have their systems
in balance, indexing the taxable wage base is needed in states that also
index their maximum benefits. Thus, while having high indexed taxable
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wage bases leads to a less regressive method of taxation, indexing alone
helps to maintain the solvency of state trust fund accounts.

There are two main experience rating approaches: reserve ratio and
benefit ratio systems. Reserve ratio systems measure reserves (cumu-
lative contributions minus cumulative benefits) divided by the aver-
age taxable payroll over the history of the firm. Benefit ratio systems
measure benefit charges over the previous three-year period divided by
taxable payroll over the same period. Because it only looks at a firm’s
more recent history, the benefit ratio system has been found to be more
responsive in helping depleted trust funds recover quickly after a reces-
sion (Lachowska, Vroman, and Woodbury 2020). The benefit ratio sys-
tem could be made less disruptive to state Ul financing after a recession
if the ratio were based on four or five previous years rather than just
three. Miller and Pavosevich (2019) find weaknesses in both systems
and are concerned that both approaches create an adversarial relation-
ship between employers and employees as employers try to minimize
their UI costs.

Options

It is important to have a range of rates in every tax schedule that
finely reflects differences in employers’ past layoff experiences. Some
states have strayed far from this approach, frequently having few rates.
Maintaining only a small number of rates is not real experience rating.

1) O’Leary and Wandner (2018, p. 153) recommend requiring
states to have at least 10 rates in every state tax schedule. Some
larger number of rates also could be considered. States could
either be required or encouraged to adopt such a system.

2) Miller and Pavosevich (2019) recommend abandoning both
reserve ratio and benefit ratio systems and replacing them
with one of two methods that end the adversarial relationship
between employers and employees. These alternative meth-
ods would not consider layoff behavior but rather variations in
either employment or payrolls, rewarding employers that have
the highest growth rates with the lowest taxes.

3) Bivens et al. (2021) would experience rate based on hours
worked. States could either be required or encouraged to
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develop such experience rating systems. One problem with
these alternative rating methods is that they could greatly
impact small employers from year to year because, based on
these measures, a small change in employment or payrolls
could have very large increases or decreases in Ul tax rates.

4) While employers should be charged for costs related to the
layoffs they conduct, should they be charged for separations
beyond their control? Many good-cause separations for per-
sonal reasons are beyond the control of an employer. West et
al. (2016, pp. 32-33) recommend that non-job-related good-
cause separations should not be charged to employers. Non-
charging, however, results in socialized costs that must be paid
by all employers. That is why there would have to be a “social
cost factor” noted above to fund benefits that are noncharged.

5) West et al. (2016) are concerned about the wide differences
in experience rating systems among states because some sys-
tems are inadequate for providing the program with sufficient
funding. They recommend the enactment of a federal standard
that would harmonize experience rating provisions across the
states.

6) Vroman et al. (2017) examined alternative methods of experi-
ence rating and reported extreme tax rate volatility for small
employers.

7) While no other industrial country has experience rating by
firm, some countries vary contribution rates by industry.
Such an approach would tend to allocate UI costs to individ-
ual employers by using the broader measure of UI costs of
their industry. Such industry experience rating would be far
simpler to administer than the U.S. system, which currently
assigns new individual tax rates to each employer every year,
and it would reduce the confrontational relationship between
employers and their former employees.

Recommendation

The current experience rating system needs to change. It does not
work well, and it creates an adversarial relationship between employ-
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ees and employers because more benefit payments to former employ-
ees result in higher tax rates for the employer. A comprehensive study
should be conducted that analyzes and compares the proposals consid-
ered here to help design an alternative system.

FORWARD FUNDING

Issue

The UI program is intended to be forward funded, to collect taxes
from firms when they can most afford to pay them, and to minimize Ul
tax contributions during and immediately after recessions, when firms
can least afford them. A forward-funded system would accumulate
reserves in each state Ul account in the U.S. Treasury’s Unemployment
Trust Fund such that the accounts generally would be sufficient to allow
the states to pay benefits through each normal recession without having
to raise taxes quickly at the start of the recession’s recovery.

To encourage forward funding, before the onset of a recession,
states are supposed to have reserves sufficient to pay 12 months of
benefits, measured as a percentage of their highest past annual cost—
a “high-cost multiple” of 1.0.2 An earlier measure of state trust fund
account sufficiency set a goal of a high-cost multiple of 1.5, such that
states could withstand an 18-month recession as severe as the highest
past recessionary cost they had experienced. Because many states are
reactive and do not build up their state trust fund account balances,
most states at the onset of recent recessions do not meet the 1.0 target,
much less the earlier 1.5 target.

The NCUC (1980, p. 93) supported the concept of forward funding
by states such that they “provide adequate reserves and sufficient replen-
ishment capability without neglecting countercyclical considerations.”

Options
To encourage state forward funding, most policy recommenda-

tions have consisted of either positive or negative incentives to states to
maintain adequate reserves before the onset of a recession.



176 'Wandner

1) The Obama administration’s FY 2017 budget proposal
(Simonetta 2018) would have imposed a financial penalty on
states for not meeting a minimum standard of solvency.

2) Other analysts also have suggested imposing penalties for
having insufficient trust fund balances during expansions (von
Wachter 2020; West et al. 2016).

3) The ACUC (1996) recommended that the federal government
provide financial incentives to encourage forward funding.
They proposed that an interest premium be paid to states for
the excess funds that they have in their state trust fund accounts
above a measure of past high benefit costs. They also recom-
mended that short-term interest free loans to states with nega-
tive balances and preferential interest rates on loans be restricted
to states making satisfactory progress toward forward funding.
Other analysts also have recommended providing financial
incentives to states to create forward-funding tax systems.

Recommendation

States should be encouraged to forward fund their UI programs by
a combination of substantial financial incentives to achieve trust fund
adequacy and substantial financial penalties for not doing so. At the
same time, states should be encouraged to provide adequate Ul benefit
programs with respect to program access, benefit levels, and durations.

EMPLOYEE CONTRIBUTIONS

Issue

In 1935, a Committee on Economic Security report indicated that
states could pay for Ul benefits by employer and/or employee contribu-
tions. In fact, employee contributions have not played an important role
in state UI programs, and today Ul benefits are funded almost exclu-
sively by employers. Only three states (Alaska, New Jersey, and Penn-
sylvania) have employee contributions, while only in Alaska and New
Jersey do employees pay a significant percentage of benefits.
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What is the effect of employee contributions? The New Jersey
agency says that state employees are aware of their contribution to the
Ul program. They can see what they are paying on their pay stubs right
next to their contribution to Social Security. As a result, employees feel
a sense of ownership of the program. The New Jersey agency believes
that a sense of ownership encourages an expansive Ul program and is
one of the reasons why New Jersey has the highest recipiency rate in
the United States. See the summary of an interview with Commissioner
Asaro-Angelo in Chapter 4. Bivens et al. (2021) raise the potential of a
phased-in employee tax that would both increase worker awareness of
the Ul program and create a sense of program ownership by workers.

In most other industrial nations, employee taxes are an important
part of UI revenue. In those countries, like in New Jersey, employee
contributions give employees a significant voice in the governance of
their countries’ program through their employee representatives, and
their Ul programs are generally far more generous than that of the
United States.

Options

1) To increase the use of employee contributions, USDOL could
encourage wider state adoption of employee contributions and
provide technical assistance about how to implement this new
form of Ul taxation.

2) Alternatively, employee contributions could be made a fed-
eral requirement. Dube (2021) recommends joint funding by
employers and employees.

Recommendation

All states should be required to impose employee contributions set
at approximately 50 percent of the employer contribution. Employee
contributions would make it easier to raise sufficient funds to finance an
adequate UI program. They also would tend to depoliticize the UI pro-
gram by making employees an equal partner in the making of UI public
policy decisions. Politically, however, such a large employee contribu-
tion may not be politically feasible.
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ADMINISTRATIVE FINANCE: FUNDING
FEDERAL FUNCTIONS

Issue

While states pay for their regular programs with funds from their
state unemployment trust fund accounts, the federal tax is used to pay for
three functions and are paid into three separate accounts—the Employ-
ment Security Administrative Account, the Extended Unemployment
Compensation Account, and the Federal Unemployment Account—that
pay for the following services, respectively:

* administration of the Ul and ES program, mandated by the Social
Security Act and the Wagner-Peyser Act, respectively, and other
functions such as funding for labor market information

» extended benefits
* loans to states when they become insolvent

Federal functions are paid for by a flat 0.6 percent tax on all employ-
ers on the first $7,000 of their employees’ wages. While the 0.6 percent
tax may have been sufficient in the past, it is inadequate today, espe-
cially for funding UI and ES administration.

The federal tax is essentially a head tax of $42 per worker per year
(0.06 x $7,000 = $42). It is highly regressive as a fixed percentage on
a very low taxable wage base. Since the federal tax base sets the min-
imum for state tax bases, most state Ul taxable wage bases are low
and state benefit financing is often very regressive. Insufficient UI state
administrative funding is due both to inadequate annual congressional
appropriations and the structural difficulty under the Reed Act of trans-
ferring excess federal trust fund monies to the states that could be used
for administrative and other purposes (Balducchi and O’Leary 2018).

Options

1) The regressiveness of the federal Ul tax on the first $7,000 of
wages and salaries each year could be reduced by increasing
the federal taxable wage base and reducing the federal tax rate
by a fully offsetting amount, resulting in no increase in tax
revenues.
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2) Alternatively, if, as part of a reform proposal, the increase in
the taxable wage base were not fully offset by a decrease in
the federal rate, administrative funding for UI and ES could be
increased from the federal tax. Thus, the partial offset (reduc-
tion) in the federal rate could accommodate the increase in
administrative costs, and the reduction would not fully offset
the increase in the taxable wage base.

If a federal administrative capital account were created to pay for
improvements in and replacement of state UI hardware and software,
a federal tax increase would have to accommodate the creation of such
an account.

Recommendation

Federal UI administrative funding should be substantially increased
for 1) ongoing increases in federal, regional, and local UI and ES staft-
ing; 2) funds to pay for an enhanced extended benefits program during
recessionary periods; and 3) funds for loans to states. These functions
have been severely underfunded, and a reformed UI program cannot
operate without substantial increases. An adjusted federal tax rate and
increased taxable wage base should be used to pay for these administra-
tive needs. These tax increases should also be used to create a federal
administrative capital account.

REINSURANCE

Issue

Reinsurance is widely used in supporting the primary insurance
markets in housing, life, auto, property, and financial instruments.* In
a typical reinsurance plan, each member of a group of insurers con-
tributes, through an assigned premium, to a central fund that is used to
support the needs of any member that is having an extraordinarily unfa-
vorable experience. Reinsurance relieves all the participant insurers of
the necessity to maintain excessively large reserves sufficient to meet
an occasional catastrophic event. In essence, the reinsurer aggregates
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a larger number of participants, which allows the financing (primarily
of the riskiest participants) to be broken into small affordable portions.

A reinsurance program could be adopted for the UI program. Indi-
vidual states would still be the active insurers of individual employees,
while the federal reinsurer would become the insurer of a portion of
each individual state’s Ul benefits. The application of reinsurance prin-
ciples would act as protection for the states against recessionary periods
or other periods of high unemployment.

If states were covered by a Ul reinsurance plan, each state would
not have to maintain as large a reserve balance against the possibility of
the worst economic conditions. Reinsurance decreases the possibility
of having to borrow large amounts of funds during the worst economic
times. Reinsurance also increases the overall underwriting capacity by
freeing up the capital of the primary insurers. In the case of the UI pro-
gram, reinsurance could allow a state to provide more benefits to more
claimants.

To obtain reinsurance, states would have to pay an annual premium
into a reinsurance fund that is separate from their state UI trust fund
reserves in the federal Unemployment Trust Fund. Premiums would
vary depending on the likelihood of future state financing crises. If
adopted, an issue that would have to be resolved is the extent to which
reinsurance would replace the current Unemployment Trust Fund loan
fund and repayment system.

From the early 1960s to the early 1980s, there was substantial sup-
port for the adoption of reinsurance in many fields, including UI. Pro-
posals were offered as congressional bills during that period. Interest
in adopting a new reinsurance program arose, in part, because of the
1973—-1975 recession that at the time was the worst in the history of the
UI program and resulted in very high levels of state indebtedness.

Options

1) Proposals during the late 1970s were structured to pay ben-
efits when the state reached a specified level of unemployment
(or benefit payments), with the funds coming from the FUTA.
Employers could pay for reinsurance as a flat federal Ul tax in
a newly created Reinsurance Account.
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2) More recently, Rob Pavosevich, former chief actuary of the
national Office of Unemployment Insurance, offered a plan
that—rather than insuring a portion of the Ul benefit pay-
ments—would have the federal government insure a state’s
UI trust fund account above a specified amount. That is, if a
state used up its entire reserve during a specified period, the
federal government would pay all the amount that would oth-
erwise have to be borrowed to pay benefits. The NCUC (1980)
reviewed four Ul reinsurance plans and recommended the fed-
eral enactment of a new reinsurance program.

Recommendation

Before establishing a reinsurance program for UI, proposals should
be subject to a comprehensive study to better understand their implica-
tions. A report should be sent to Congress for its consideration.

Notes

1. Socialized costs accrue mainly from ineffectively charged benefits (employers at
maximum tax rates for successive years) and inactive accounts (employers go out
of business).

2. The high-cost multiple is a ratio of two ratios. It is the end-of-year state trust fund
balance divided by covered wages for the year, then divided by the highest cost
benefit payout period payout for a year as a percentage of covered wages for the
same period.

3. Rob Pavosevich, former chief actuary for the Office of Unemployment Insurance
at USDOL, developed this reinsurance proposal.
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Special Programs

Options and Recommendations

SHORT-TIME COMPENSATION

Issue

Short-time compensation (STC), often referred to as work sharing
or shared work, is a program that allows firms to reduce workers’ hours
of employment rather than lay them off. Employees who are placed on
reduced hours receive a pro rata share of their weekly Ul benefit pay-
ments for the reduction in hours worked.

STC began in Europe and exists there as a program to prevent
unemployment. In Europe, it is a form of unemployment assistance, not
paid from unemployment compensation taxes. The program is available
to firms in lieu of layoffs and is used most heavily during recessionary
periods. However, it also has been used to prevent more structural types
of unemployment, such as when Germany used it in Eastern Germany
in the 1990s after reunification (Wandner 2010). With the onset of the
COVID-19 shutdowns, much of Europe again used STC or wage sup-
plements to prevent unemployment (Birnbaum 2020).

A small program in the United States, STC is treated as an optional
UI program, with 28 current state programs. Even in states with pro-
grams, STC is little used. The incentives for firms and workers to par-
ticipate is limited because, unlike in Europe, employers in the United
States pay for STC benefits just as they do for UL. Employers who do
participate in the program do so because it is frequently difficult to
replace skilled workers after a recession, a significant problem after
the pandemic layoffs. STC benefits also reduce participating workers’
future eligibility for UI benefits.! In addition, STC is administratively
cumbersome. An attraction for participating workers is that they con-
tinue to receive fringe benefits, which they would not if unemployed.

183
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The COVID-19 recession has shown the sharp differences between
the United States and European STC programs. In the United States, the
size of the program has been small, but employers who have used STC
like it and have high repeat usage (Balducchi et al. 2015). Nonethe-
less, most employers lay off workers rather than place them on STC. In
Europe, by contrast, STC use has been widespread.

Williams (2020), in an article in the Economist, contrasted the
approaches in the United States, Canada, and Ireland with that of most
of Europe and Australia. Williams calls the first group “Protectors,”
who engage in layoffs and then provide Ul and other stimulus payments
to protect unemployed workers. The second group is “Preservers,” who
extensively use STC and other wage supplements that prevent workers
from losing their jobs. During the pandemic, the Economist’s writers
tended to endorse the Preservers’ policy, but they worried about the
negative effect on labor mobility, since STC might discourage workers
from looking for new, more productive jobs. In editorials about STC
in recent years, the Economist has supported STC in the short run as
superior to the Protector approach but was concerned that, once imple-
mented as a countercyclical policy instrument during a recession, STC
should not remain in place for long periods of time. Although its role
as a Preserver has been limited, STC in the United States did contribute
to reducing unemployment during the 2007-2009 recession (Abraham
and Houseman 2014).

The United States must determine what its policy should be in
future recessions. Does it want to remain a Protector or does it want to
become a Preserver? To become more of a Preserver, the United States
would have to enact a much more robust, national STC program, requir-
ing states to implement an STC program and encourage employers and
workers to participate in the program. This approach would have the
advantage that employers retain their workers and do not have to train
new employees when the economy rebounds.

Options

Potential changes in the STC program could include integrating
STC into the state UI benefit payment programs, simplifying employ-
ers’ initial applications and weekly filing for benefits, and eliminating
the charging of STC benefits against employers such that they do not
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pay a Ul tax for their program participation. Similarly, employees would
be encouraged to participate by not charging their STC benefits against
their total entitlement to benefits during their benefit year. Alternatively,
STC could become a national program separate from the Ul program,
like the European approach. Below are five studies that offer sugges-
tions for improving STC participation and administrative simplicity:

1) Dube (2021) recommends streamlining the STC program by
allowing employers to submit online applications and using
employer payroll records to determine payments.

2) Both Dube (2021) and von Wachter (2020) recommend that
employers pay STC benefits directly to their employees, with
government reimbursement for the program costs.

3) Dube (2021) and Houseman et al. (2017) recommend a major
information campaign to encourage participation.

4) West et al. (2016) recommend that STC become a manda-
tory program in all states, with the federal government fully
funding the program. While federal funding would incentiv-
ize employers to participate, employee participation would
be encouraged by having STC benefits not reduce their future
total entitlement to benefits during their benefit year. States
could simplify STC administration by automating the program
with federal grants and making STC part of their automated Ul
benefits system.

5) O’Leary and Wandner (2018) recommend requiring every
state to have an STC program and giving states initial imple-
mentation funding to relieve employers of the cost of STC.

Recommendation

The STC program should be a federal requirement for all state Ul
programs because it can help many firms and workers weather reces-
sions without layoffs. STC should be automated and integrated into the
state Ul benefit payment system. To encourage employer participation,
STC benefits should not be charged to employers using the program
whenever unemployment is high, such as when the state is using the
EB program.
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SELF-EMPLOYMENT ASSISTANCE

Issue

Self-Employment Assistance (SEA) is a program that allows tar-
geted Ul recipients to receive self-employment allowances in the same
amount as their Ul weekly benefits while they work to establish their
own small businesses. Participants must engage in entrepreneurial
training while they are establishing their businesses to increase the like-
lihood of business success.

SEA is a small program, authorized in only eight states—Delaware,
Pennsylvania, New Hampshire, New Jersey, New York, Maine, Ore-
gon, and Rhode Island (USDOL 2022a). Because of staffing and fund-
ing limitations, the program is only active in the latter four. Like STC,
SEA originated in Europe and is widely available there.

In 1994, SEA was enacted into federal law as an optional Ul pro-
gram after experimental testing found the program to be cost effective,
and especially effective for older workers (Benus et al. 1991, 1995).?

Options

SEA could be expanded if the program were better integrated into
and supported by the Ul and federal training programs and if admin-
istration of the program could be simplified. This improvement in the
SEA program would require increased funding for entrepreneurial
training, the lack of which has proved to be a key roadblock to bringing
the program to scale in the eight SEA states (Wandner 2010, Chapter 8).

1) Westet al. (2016) recommend expanding SEA by requiring all
states to participate in the program.

2) O’Leary and Wandner (2018) recommend a nationwide pro-
gram with entrepreneurial training funded by USDOL and
provided by the national Small Business Development Cen-
ter network at locations around the United States. All workers
would be able to participate in the program after filing their
UI claims, and the work search requirement for obtaining Ul
benefits would be waived.
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Recommendation

SEA should be a required program in every state. The WIOA pro-
gram should pay for the entrepreneurial training, but the SEA program
should have its own performance measurement system, separate from
other training programs. This is a valuable program for getting unem-
ployed workers back to work, and it is particularly helpful for older
workers who have difficulty finding new wage and salary employment.

REEMPLOYMENT BONUSES

Issue

For over four decades, policymakers have experimented with pro-
viding reemployment bonuses to unemployed workers as a method of
speeding the return to work for permanently separated Ul claimants.
The experiments assumed that dislocated workers were searching for
work but that a cash incentive might help speed up their return and pre-
vent a decline in wages in their new job. Several randomized controlled
studies were conducted and evaluated. An analysis of the experimental
results found that a bonus of approximately three times the individual’s
weekly benefit amount offered for reemployment within 12 weeks of
job loss was the bonus offer most likely to be cost effective. It was
found to speed the return to work without reducing the earnings of
bonus recipients (O’Leary, Decker, and Wandner 2005).

Reemployment bonuses, much like those recommended by O’Leary,
Decker, and Wandner (2005), based on estimates of hypothetical tar-
geted reemployment bonuses using data from Pennsylvania and Wash-
ington State experiments, were included as an optional state program in
the proposed Reemployment Act of 1994. That bill, however, was not
enacted (Wandner 2010).

In response to concerns about the potential work disincentive effects
of federal pandemic Ul benefits, several states, including Montana,
sought early termination of their agreements with USDOL to continue
federally funded supplementary Ul benefits that Congress extended
into September 2021. As an alternative to federal benefits, however,
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Montana Governor Greg Gianforte announced that his state would offer
Ul recipients a Return-to-Work Bonus of $1,200. Thus, Montana would
offer a reemployment bonus to workers in approximately the amount
that researchers consider optimal. The governor ended the $300 weekly
Federal Pandemic Unemployment Compensation payment and offered
the $1,200 Montana employment bonus after four weeks on the job.

However, Montana’s Return-to-Work Bonus is different from the
experimental reemployment bonuses conducted four decades ago. Those
experiments offered bonuses to dislocated workers early in their spells
of unemployment with the hope that it would speed their search for and
return to work. The Return-to-Work Bonuses assume that UI recipients
are not searching for work and need to have their Ul benefits reduced
or eliminated to encourage them to look for work, and that only then
would a bonus act as an incentive to search for and find employment.
Nonetheless, this new effort should remind policymakers that the older
bonus experiments worked and deserve consideration as part of a Ul
reform effort.

Options

1) Congress could enact legislation that either offers states the
option or requires them to provide reemployment bonuses as a
method of speeding Ul recipients’ return to work.

2) O’Leary and Wandner (2018) recommend that the United
States enact an optional state reemployment bonus program
targeted to the UI recipients most likely to exhaust their Ul
benefits.

Recommendation

Congress should enact a reemployment bonus as an optional pro-
gram for state Ul programs. While the program has been shown to speed
the return to work in rigorously evaluated demonstration studies, public
policy should ensure that it works as a national program. An evaluation
of the new program should be federally funded with a report due to
Congress within five years. Congress could then use the evaluation to
determine whether to enact a mandatory, permanent program.
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WAGE INSURANCE

Issue

Permanently displaced workers often suffer earnings losses because
they lose the value of their firm-specific human capital. Sometimes they
also are forced to change industry and/or occupation, such that, when
they return to work, they are at the bottom rung of a new job ladder.
One potential response to this wage loss is a proposal called “wage
insurance,” which actually is a social welfare program rather than a
social insurance program. It is designed to encourage workers to take a
job even if the wage is below their previous wage level by having the
federal government pay for a portion of those workers’ wage losses for
a fixed period while they build new firm-specific human capital. Ana-
lysts at the Brookings Institution have promoted wage insurance for
many years in many publications (Wandner 2016). Wage insurance cur-
rently exists in the United States only as a small federal program, called
Reemployment Trade Adjustment Assistance, that is part of the overall
Trade Adjustment Assistance (TAA) program. Like the TAA program,
this wage insurance program is a social welfare program paid for by
the federal government. The federal government pays workers aged
50 and older a wage supplement out of federal general revenue. Since
its inception in 2002, participation has been low; in 2020, only 13.9
percent of TAA participants received Reemployment Trade Adjustment
Assistance benefits. Because of the low take-up rate, this program has
not been evaluated (Wandner 2016).

Options

1) To better understand whether to proceed with wage insurance
as a public policy initiative, the United States could conduct a
rigorous randomized controlled trial experiment to better under-
stand the net impact of such a program on displaced workers.

2) West et al. (2016) argue that wage insurance should be consid-
ered as an option, but only in combination with a broader effort
to protect working families.
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3) The Obama administration FY 2017 budget proposal included
a wage insurance program to encourage the return to work
(Wandner 2018). It would have provided benefits to work-
ers who had been employed by their prior employers for at
least three years. If their new job paid less than $50,000 per
year, they could receive payments of up to half of the differ-
ence between their new and prior wage, up to a maximum of
$10,000 over a period of two years.

Recommendation

Because no U.S. wage insurance program has been run as a large-
scale program and provided to a wider group of dislocated workers, its
effectiveness is unproven. Thus, USDOL should initiate a major experi-
mental wage insurance demonstration project to determine the benefits
and cost of an ongoing program. USDOL should submit this evaluation
report to Congress.

THE EMPLOYMENT SERVICE AND
REEMPLOYMENT SERVICES

Issue

Throughout the history of the UI program, the Employment Ser-
vice (ES) has been the main provider of reemployment services to a
significant percentage of Ul claimants. For example, in 2014, ES staff
registered 5.4 million Ul claimants and provided 1.8 million of them
with job search activities (USDOL 2014). While high-wage dislocated
workers (and employed workers) may find jobs either on their own or
through private search firms that list job openings, lower wage workers
who need reemployment services to assist their return to work mostly
cannot turn to private firms to provide that assistance.

As documented by biannual BLS dislocated worker surveys since
the 1970s, in recent decades, Ul recipients’ need for these services has
increased as a much larger percentage of them have become perma-
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nently displaced, have been subject to long periods of unemployment,
and have needed job search assistance to return to work. Rigorous
research has shown that such job search assistance is highly effec-
tive in helping workers speed their return to work without any decline
in wage and salary levels (Wandner 2010, Chapter 5). Based on this
research, Congress in 1993 enacted, as amendments to Title III of the
Social Security Act, the Worker Profiling and Reemployment Services
program and the Reemployment Services and Eligibility Assessment
program in 2018. Both programs are designed to provide intensive
reemployment services to Ul claimants.

Over the past four decades, Ul claimants have experienced an
increased need for employment services, while overall funding for the
ES has declined sharply. Although ES grants to states have been rela-
tively stable in nominal terms at roughly between $600 and $800 mil-
lion since 1984 (Wandner 2015), most of ES’s costs are for staffing, and
staffing has plummeted as indicated by the decline in real ES grants
(O’Leary and Wandner 2018). The decline in funding has resulted in a
sharp decrease in effective in-person, one-on-one services by ES staff.
Instead, when job seekers go to a local job center for help with finding a
job, they tend to be referred to a resource room where they sit at a com-
puter terminal and use programs to conduct self-assessments, develop
resumes, and access labor market information. While these automated
tools may be useful for the computer-savvy, they are less so for less-
educated and English-as-a-second-language job seekers. Nonetheless,
state UI agencies report that automation of employment services accel-
erated sharply after the 2007-2009 recession (Wandner 2013) and con-
tinues today. The decline in funding also has resulted in a sharp, steady
decline in the number of local job centers where job seekers can go to
receive job search assistance from 3,582 at the end of 2003 to 2,287 on
May 16, 2023.3 Most of the declines in the availability of services have
been in less populated areas of the United States, a geographic inequity.

From the enactment of the Wagner-Peyser Act of 1933 until the
1990s, all state ES staff were merit staffed (Balducchi, Eberts, and
O’Leary 2004). The decline in ES merit staffing has not had a positive
effect (Jacobson et al. 2004). In April 2022, USDOL issued a Notice
of Proposed Rule Making to permanently reinstate ES merit staffing
nationwide (Federal Register 2022). Merit staffing is discussed in more
detail in Chapter 12.
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Options

The sharp decline in real ES funding since the 1980s (see Figure
3.9) and the corresponding decline in the provision of services have
resulted in calls for more in-person, one-on-one services that will
require increased funding. Increasing the provision of ES services in
local workforce offices would enhance coordination of the of Ul and
ES programs through improved reemployment services and Ul work
test integrity (Balducchi, Eberts, and O’Leary 2004; Balducchi and
O’Leary in Wandner 2018).

1)

2)

One option is to resurrect the USDOL national office organiza-
tion, the United States Employment Services (USES), which
was eliminated in the early 2000s. It would have to be reestab-
lished to provide coordination with the UI program’s national
office in the provision of reemployment services and payment
of UI benefits. This coordination would be enhanced if USES
and the national Ul program were either administered together
under an organizational arrangement like the defunct Bureau
of Economic Security (1939-1969) or their administration
were otherwise closely coordinated. The reestablished USES
also would require an administrator and must be fully staffed.

Another option is to restore the ES within local workforce
offices such that the ES could provide similar but updated
types of services as it did in the early 1980s. Achieving that
goal would require substantially increased ES funding to
restore the real funding levels it had four decades ago. Balduc-
chi and O’Leary (2018) recommend restoring ES funding to its
real 1984 funding level; in FY 2015, that would have required
funding of $1.5 billion instead of the congressionally appropri-
ated $600 to 700 million, an increase of approximately $800
million. West et al. (2016) recommended adding $1.0 billion to
the then-existing $680 million appropriation to bring the total
appropriation to $1.68 billion.

Providing UI recipients with reemployment services is relatively
inexpensive, costing only a small fraction of the cost of career training,
yet it can return workers to productive employment. A report from the
Brookings Institution (Jacobson 2009) estimated that, in 2009, provid-
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ing staff-assisted assessment and job search assistance services to Ul
claimants would cost $360 per claimant. Thus, if the ES budget were
increased by $1 billion adjusted upward for inflation, at approximately
$500 per claimant in current dollars, two million UI claimants could
receive intensive job search assistance services.

Recommendations

Reestablish USES within USDOL. Increase the overall ES budget
to approximately $1.5 billion and then adjust for inflation to pay for the
increases in wages over time. While the ES program should serve all
workers seeking assistance in finding a job, it should target assisting
Ul beneficiaries return to work. In addition, all state ES staff should be
merit staffed.

Notes

1. Nonetheless, in a 2012 tax statute, the CARES Act, and the American Recov-
ery Act, the federal government temporarily funded STC benefits. This tempo-
rary effort might indicate Congress’s willingness to permanently fund the STC
program.

2. SEA was enacted temporarily as part of the North American Free Trade Agree-
ment Act (P.L. 103-182) and was made permanent in 1998 by P.L.105-306.

3. www.servicelocator.org (accessed May 16, 2023).






12
Modernizing Information Technology

BACKGROUND

The history of the automation of the federal-state Ul system has
been rocky and has resulted in vast differences in the effectiveness of
state Ul application, benefit payment, and tax collection systems. The
reporting and data systems associated with UI program operations also
have tended to be seriously neglected.

During the early years of the Ul program in the late 1930s, ben-
efit payment and employer account processing were primarily manual
tasks. By the mid-1950s, many states had migrated to the extensive use
of automatic business machines for most Ul functions. In the 1960s,
mainframe computers were introduced, and in the early 1970s, states
used computer punch cards to process benefit payments and microfiche
readers to assess the status of benefit payments, first in administrative
offices, and later in local offices.

Technology advances and the severe 1973—1975 recession drove
policymakers to support new methods of state administration that incor-
porated high speed computer systems to upgrade states’ UI benefit and
tax processing systems. In 1975, USDOL launched a $3 million project
to develop a model online benefit payment system. The goal of the sys-
tem was to make possible a computerized claims-taking and adjudica-
tion procedure in all states, drawing on the experiences of four pilot
states.

In 1976, the Employment and Training Administration announced
an ambitious five-year Employment Security Automation Project
(ESAP). The objective was to coordinate the development, implementa-
tion, and operation nationwide of automated employment security sys-
tems, both UI and ES programs. ESAP was designed to implement sev-
eral systems—job service matching systems, Ul online benefit and tax
systems, and the consolidation of nationwide Ul data systems. ESAP’s
final estimated cost was $250 million, with projected UI operational
costs of $134 million, scheduled for completion in 1984. However, in

195
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1981 the incoming Reagan administration halted project implementa-
tion. The program expired, incomplete and without full funding.

Since the early 1980s, financial support for IT at USDOL has been
episodic and limited. By 1985, a budgetary Ul Automation Support
Account had been established to upgrade the technology of existing
state Ul benefit and tax systems. Thereafter, under different federal
technology priorities, annual budgetary appropriations, and ETA solici-
tations, states have submitted proposals to compete for limited tech-
nology funds to expand or redesign their mainframe-based Ul tax and
benefit systems architectures or link them to statewide local-based com-
puter networks.

Until the 1990s, filing initial and continued Ul claims was an in-
person process, with claims submitted in local workforce offices. In
1995, the Ul program rapidly began leaving local workforce offices.
This move occurred after the 1994 creation of One-Stop Centers, which
would house all agencies in workforce centers. This decision aimed to
prevent the Ul program from becoming the principal funder of the local
One-Stop Centers across the country. The move began with state Ul
staff taking initial and continued claims from call centers. Soon after,
computer claims-taking began. The Ul national office provided grants
to states to assist with the transition to telephone and computer claims-
taking. The effort, however, was rushed and not well organized. The
new claims-taking processes varied greatly by state. With few UI staff
remaining in the local workforce offices, Ul became a “telephone on
the wall” at local workforce offices. Ul claimants were forced to adapt
to the new technology (Wandner 2010), and many were unsuccessful
because often there were no Ul staff to help them apply for benefits. In
addition, the number of local workforce offices declined sharply, par-
ticularly in rural areas where workers could not easily drive to local
workforce offices and did not have ready access to computers (Dunham
et al. 2005; Wandner 2015).

With the sharp decline in staffing in the UI national office, the
number of staff devoted to IT dropped from an inadequate 28 full-time
equivalent in 1976 to a totally inadequate 17 in 2015 (see also Table
2.3). Given the IT needs at the state Ul agencies, USDOL now out-
sources almost all its IT work, funding the National Association of State
Workforce Agencies to operate the Ul Information Technology Sup-
port Center and more recently the Interstate Connection Network. The
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Information Technology Support Center provides states with a variety
of IT services, including information, software tools and products, and
consultation. The Interstate Connection Network system allows state
Ul agencies to request and receive data for use in the filing and process-
ing of Ul claims and related information. The system provides for the
exchange of data between state workforce agencies and their federal
partners. Despite requests by researchers over many years for similar
access to interstate data for research purposes, states have been unwill-
ing to provide the data for those purposes.

Issue

IT systems vary greatly among states. With limited funding, many
states have not updated their systems for decades, and some that have
upgraded did so in a way that is not claimant-friendly. One study indi-
cates that only 22 states modernized their UI IT systems between 2001
and 2018 (Simon-Mishel et al. 2020). More recently, as part of their Ul
benefit systems IT modernization projects, 24 states have completed a
modernization, 10 are under development, 9 are working on acquisition,
and 10 are still in the planning stage. The American Rescue Plan Act of
2021 provided $2 billion to ensure timely, accurate, and equitable Ul
payments, including provision of IT funding (USDOL 2020b).

Some states have been forthright about the problems they face. For
example, in 2017, Pennsylvania’s Secretary of Labor stated: “Our cur-
rent 50-year-old computer system is working, but it’s held together with
chewing gum and duct tape” (Ghosh 2021). Problems with UI IT sys-
tems are not only related to their age. Even some newer systems have
significant problems. In 2019, Florida’s state auditors informed Gover-
nor Ron DeSantis that its Ul applicant website, updated in 2013, had
major problems, including more than 600 system errors that needed to
be fixed. The auditors had previously pointed to the same problems in
2015, but the state had not fixed them. By the end of March 2020, when
the COVID pandemic began, the Florida system was failing under an
unprecedented level of Ul claims, and many of Florida’s unemployed
were unable to apply because the site kept crashing. For a while, Florida
UI staff were forced to hand out paper claims forms to unemployed
workers lining up in their cars in front of Florida workforce offices
(Ghosh 2021; Mower 2020; State of Florida 2019).
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Options

1)

2)

3)

Adopting states’ best practices. A major study of state Ul IT
calls for updating systems using best practices from the states
that have already modernized (Simon-Mishel et al. 2020).
The authors call for a customer-centered design and user-
experience testing as the core of systems that serve unem-
ployed workers well. They find that less than half of states
had modernized or were in the process of modernizing. They
provide best practices from the modernizing states they stud-
ied, as well as advice about how to conduct the moderniza-
tion at the planning, design, and implementation stage. They
also point to several things that all states can do in the short
run and give advice for the design and implementation of sys-
tem improvements. They recommend replacing old, slow, and
ineffective IT systems—often on mainframe computers—with
modern systems using cloud computing. The enormous delays
in paying state Ul benefits and federal COVID-19 UI assis-
tance which began in 2020 has renewed the call for modern-
izing UL IT systems.

Proposals for IT modernization. Modernizing state UI IT sys-
tems across the country would be expensive. The Century
Foundation (2020) has called for a $2 billion investment in
UI IT. The Wyden-Bennet proposal would update state UI IT
systems using a modular approach that could be adopted by
any state that wishes to participate. The proposal would be to
appropriate $500 million for USDOL to create a modular set
of components to modernize state Ul technology. States would
be able to choose which pieces to implement, ranging from
components focused on claims filing, eligibility determina-
tions, and tax systems. The proposal would require a study to
identify the states’ current technology needs, including ensur-
ing program accessibility and addressing equity issues (Ghosh
2021).

Components of Ul modernization. Most efforts to modernize
state UL IT systems have dealt with the back end of the system:
the benefit payment and tax collection systems. Frequently
neglected have been the front-end systems that include not
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only initial claims and continued claims-taking, but also pro-
viding information to claimants, communication by telephone
and email, and the availability of UI staff to assist claimants in
workforce local offices. In addition, almost always neglected
in the updating of UI benefit and tax systems are the data and
reporting systems to be used for reporting, performance mea-
surement, and research and evaluation purposes. An important
contribution to improving the UI programs and increasing Ul
recipiency rates would be front-end quality control and the
standardization of information, communication, and applica-
tion systems, as well as improved reporting and standardiza-
tion of data systems.

Sharing of interstate data for research and evaluation purposes.
In addition to program administration, Ul data are valuable for
both UI research and other types of research. Because states
have resisted this expansion in the use of interstate data, fed-
eral legislation is required if deidentified interstate data is to be
shared with USDOL and researchers and evaluators.

Updating and improving modernization projects. Another
problem with past efforts to update UI IT systems has been that
they frequently were built by for-profit firms that had limited
knowledge of the Ul program and its administration. These
firms generally do not continue to update and improve the new
systems once they are built. An alternative could be to use one
or more nonprofit organizations under long-term contracts that
would learn the Ul system, build new systems, and continue to
improve those systems over time.

An alternative to the use of for-profit IT firms could be the
establishment of a new USDOL federally funded research and
development center (FFRDC), such as the Rand Corporation,
using a long-term contract. FFRDCs are used by many fed-
eral agencies, but not by USDOL’s ETA. An FFRDC could
not only develop and maintain IT systems, but it could also be
a repository for UI and other workforce development agency
data, ensuring the quality of the data, and conducting research
and analysis that would be useful for the state agencies and for
the federal government (Lane 2020).
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6)

IT support. Over the years, the Ul national office staff has been
decimated and needs to be rebuilt and greatly expanded. Espe-
cially since most of the IT software and hardware develop-
ment is provided by for-profit firms, USDOL must ensure that
its federal IT funds are well spent. USDOL should hire more
IT knowledgeable staff. Better contracting out should avoid
past weak products and lack of ongoing support from for-profit
firms. Consideration might be given to having a nonprofit
organization support the Ul national office. This support could
be given by an FFRDC, other nonprofit organizations, or state
research universities.

Recommendation

The UI computer system desperately needs to be modernized and
maintained and improved over time. Many of the options suggested
above should be adopted to deal with woefully out-of-date systems.
These new and improved systems should be done efficiently and effec-
tively by providing funding, but only with rigorous oversight and
management.

NATIONAL UI DATA STANDARDS: CREATING
CONSISTENT DEFINITIONS

This section considers four ways of improving the Ul data systems:

1)
2)
3)

4)

Create national Ul data standards with a single set of defini-
tions that are consistent between states.

Increase data collection for programmatic, economic, and
research uses.

Expand the use of state longitudinal data to improve and eval-
uate the Ul program.

Improve state data systems and reporting to the Ul national
office.
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Issue

Currently each state Ul law defines covered employment, employ-
ment and wages, and unemployment in its own way. The lack of consis-
tency creates problems for employers, employees, USDOL, statistical
agencies, and researchers and analysts:

* For multistate employers, inconsistent and idiosyncratic defini-
tions mean that employers must treat each state as a separate
unique program with respect to the benefit and tax sides of the
program.

* Employees and Ul claimants have difficulty navigating each
state’s unique program and definitions, especially if they become
UI claimants with wages in more than one state.

* USDOL has difficulty evaluating state program performance and
individual state programs compared to other states.

* Researchers and analysts have difficulty conducting interstate
research and evaluations.

Lack of consistency has been a concern throughout the history of
the Ul program, but little has been done about it. For example, in 1996,
the ACUC recommended that the Ul national office, with advice from
BLS, “design the elements of a comprehensive information system
of Ul data that are comparable in definition and format for all states”
(ACUC 1996, p. 36). The ACUC gave a long list of data elements that
should be rigorously defined, including coverage and eligibility; labor
market attachment; levels and duration of benefits paid; the extent and
cause of nonmonetary determinations; labor market information at the
federal, state, and local levels; and federal and state program adminis-
tration. The ACUC recommended that “(e)ach state should maintain its
database in accordance with U.S. Department of Labor requirements so
that statistical standards, definitional comparability, and easy computer
access for all users can be maintained” (ACUC 1996, pp. 34-37).

In response to the adverse effect on employers of the continuing
lack of national UI data standards, the U.S. Chamber of Commerce
Foundation and the T3 Innovation Network conducted a study (2021)
that developed proposed employment and earnings records standards
(including data elements, definitions, and reporting guidelines) and rec-
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ommended that state agencies adopt these standards for use in collect-
ing quarterly wage and earnings data from employers and for improv-
ing federal and state data collection and labor market information. This
comprehensive report includes a conceptual model, a data dictionary,
and more detailed technical specifications and other documentation to
implement the standards.

The report demonstrates employers’ concerns regarding Ul data and
especially pertaining to state UI quarterly wage records. Employers use
these records for their business planning and management of human
resources. Employers also report the data required by each state. The
lack of consistency between states imposes a large cost on multistate
employers, which must adapt their UI reports to each state’s require-
ments, and the resulting data for all the states in which they operate are
not consistent. The goal of the Chamber’s effort is to reduce employers’
reporting and data collection costs and improve data quality in a manner
that it thinks would provide substantial benefits to employers, govern-
ment, and other stakeholders. Another objective of the Chamber’s rec-
ommendations is to improve labor market information used by employ-
ers, job seekers, policymakers, and the public. In the Chamber’s view,
better data can be provided more economically by reducing the number
of reports while still improving labor market information.

Options

Improvements suggested by the ACUC, the U.S. Chamber of Com-
merce Foundation, and others could be accomplished in several ways.

1) Under the current federal-state UI system, states could vol-
untarily work together to develop quarterly wage records and
other UI data systems with common definitions. This is the
approach the Chamber is currently undertaking as it works
with the National Association of State Workforce Agencies to
encourage state cooperation.

2) Congress could enact common definitions and specify the con-
tent and format of quarterly wage records.

3) As the ACUC recommended, USDOL could promulgate reg-
ulations specifying data definitions and data collection and
maintenance methods that states would be required to use.
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4) Under a national Ul system, wage reporting would be con-
ducted using a single national format and definitions. In the
case of a national system, not only would employers use com-
mon definitions, but they would report wage and employment
data only once to the federal government, rather than sepa-
rately to each state UI agency.

Recommendation

Congress should mandate common definitions, and USDOL should
be given the authority and resources to develop the standardized defini-
tions and oversee their accuracy and consistency. The use of consistent
definitions and a common data system across states would not only help
the UI program assess state performance, it would benefit other public
data systems that use Ul data for research and private employers for
whom it would be more economical to work with a single system rather
than 53.

INCREASED DATA COLLECTION AND
DATA INTEGRITY

Issue

Ul data are critical for the Ul program, but also for many other
purposes. The U.S. Department of Commerce uses Ul wage data as
an important factor in calculating the wage and salary component of
the U.S. national income accounts (e.g., GDP). Ul data also are impor-
tant indicators about the health of the U.S. economy. For example, the
Commerce Department considers Ul initial claims to be a leading eco-
nomic indicator, while Ul continued claims are a concurrent indicator.
Because of the importance of this information, the weekly initial claims
data are reported to chair of the Federal Reserve System and to the
Council of Economic Advisors at 8:30 a.m. on Wednesday mornings,
a full 24 hours before the data are released publicly, so that economic
policymakers can make an early assessment of what is happening in
U.S. labor markets.
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Ul data systems could be an even more important source of eco-
nomic data. For many decades, data analysts and researchers have
called for improved labor market data by increasing the data collected
with Ul quarterly wage records. Recently, the BLS Workforce Infor-
mation Advisory Council (2020) also expressed eagerness for more Ul
data for labor market information.

While USDOL provides guidance about definitions of UI data ele-
ments, there is little oversight to ensure that definitions are consistent
within and between states over time. Researchers and policy analysts
find inconsistencies in Ul data that make it difficult to oversee the
program, measure performance, and evaluate the effectiveness of pro-
grams. Thus, the quality and integrity of UI data need to be enhanced.

Options

1) With respect to the sensitive economic data produced by the
UI program, USDOL could provide greater oversight over
the quality of many key Ul data elements and better maintain
the security of these data before they are released publicly.

2) With respect to labor market information data, the USDOL
Workforce Information Advisory Council (2020) recommends
adding the following items to the quarterly wage report:

* hours worked, allowing for the calculation of hourly earn-
ings and changes in hours worked

* job title, which BLS could use to improve occupational data
by converting job titles to a Standard Occupational Classifi-
cation via text analysis

» work location, because some employers’ accounts cover
multiple work sites

» demographics, such as race, ethnicity, sex, education, and
age to promote inclusion

State UI agencies and many employers and employer organizations
have traditionally opposed the addition of labor market information ele-
ments to the data they collect. They have been interested in minimizing
the burden on the UI system, even if additional data might improve
the UI program and provide important labor market information. Hours
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worked, however, could be used by Ul agencies to determine mone-
tary eligibility in a manner that would more accurately measure labor
force attachment and be more equitable to low-wage workers. Job title
and work location also would be useful for improving labor market
policy and not too difficult to collect. A standardized auto coder could
be used to add an occupation code to the data reported. Demographic
data already are collected on the Ul initial claims form, but the data are
not uniform. Standardizing initial claims data, demographic definitions,
and formats, and making the data available for labor market informa-
tion purposes would increase data quality and uniformity. Demographic
data are already collected from the state Ul agencies and reported on
the federal ES-203 report. The current report is not reliable, but it could
be improved significantly with reporting changes and increased federal
monitoring (O’Leary, Spriggs, and Wandner 2021).

Recommendation

USDOL should require increased Ul data collection, including
hours worked and other key variables for Ul and labor market informa-
tion purposes. These data could be used to monitor and evaluate the
UI system and help to make it more equitable for low-wage workers,
improve labor market information, and be useful in a variety of ways to
private sector employers.

MAKING USE OF STATE LONGITUDINAL
DATA SYSTEMS

Issue

For many decades, the Ul program has recognized that state Ul
aggregate reporting data are insufficient for many purposes, including
program measurement and management, economic data analysis, labor
market information, and research and evaluation. USDOL has sup-
ported several efforts to make use of UI program administrative micro-
data. The first effort was launched in the 1960s, followed by three major
efforts:
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1))

2)

3)

Continuous Wage and Benefit History was a 1970s project
funded by the national Ul office providing grants and tech-
nical assistance to 16 states as they assembled longitudinal
administrative databases consisting of Ul benefit and wage
data. The program was cancelled in the early 1980s. Of the
16 states, only Washington State maintained and expanded its
Continuous Wage and Benefit History program. Washington
currently maintains a longitudinal administrative data system
that includes many programs other than UL

The Administrative Data and Research and Evaluation Proj-
ect (ADARE) began in 1998, when USDOL brought together
researchers from state research universities (and the W.E.
Upjohn Institute for Employment Research) who already had
access to state microdata, consisting of Ul and other work-
force data, to conduct research and evaluation for their states.
The original participating states were Florida, Georgia, Mary-
land, Michigan, Missouri, and Texas, later joined by Illinois,
Washington, California, and Ohio. The partners produced
many research papers (Stevens 2012) and two books (King
and Mueser 2005; O’Leary et al. 2019). Most of the participat-
ing research institutions are still active. While ADARE federal
funding ended, all but one former ADARE state, Georgia, has
received one or more Workforce Data Quality Initiative grants
that have substituted for ADARE funding.

The Workforce Data Quality Initiative was an initiative that
began in 2010 and gave its eighth set of grants to states in 2021.
It was designed to help states create, improve, and make use
of the workforce longitudinal databases in conjunction with
the Department of Education’s State Longitudinal Administra-
tive Data System. Together the two systems follow individuals
from school through their work lives.

The problem with creating and using state UI and other workforce
data is the unevenness in states’ ability to create and maintain these lon-
gitudinal data systems, which makes it difficult to use them for admin-
istrative, research, and evaluation purposes. As a result, most states
do not have active, useful data systems, and those that do are mostly
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dependent on outside researchers—usually at state universities—to
analyze the data and use it for research and evaluation purposes.

Options

Solutions to these problems vary.

1)

2)

3)

USDOL could establish an FFRDC like those established by
many other federal agencies (Lane 2020). As discussed earlier
in this chapter, an FFRDC could serve many purposes with
respect to improved IT and data systems. In addition, it could
create, improve, and maintain state longitudinal data systems
as well as analyze data and provide findings to individual states
and to the federal government. It also could make deidentified
data available to outside researchers. Using an FFDRC would
result in the creation of a nationwide system of state longitu-
dinal data sets, with an organization that could use the data for
analysis, research, and evaluation providing for the needs of
both individual states and the federal government.

A system of regional data centers could be created. Since a
relatively small number of states have the capacity to develop
strong longitudinal data systems and conduct their analyses, a
smaller number of states could work with other states in their
region to gather and organize state data and conduct analyses.
Most of this work could be done by 1) state research universi-
ties, 2) one or more FFRDCs, or 3) other nonprofit research
institutions. One nonprofit, the Coleridge Initiative (Lane
2020), is already working with several state workforce agen-
cies to use their microdata for program and policy purposes.

The perceived failure of the state data systems available in
2020 to inform COVID policy making has been raised as one
reason to improve Ul data systems. Sean Simone (2021) calls
for the creation of such state systems and making them avail-
able to the federal government. To accomplish this, he makes
the following recommendations:

* Enact federal or uniform state legislation permitting research
and analysis using deidentified state data.
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* Conduct a review of all federal laws that limit the sharing of
data across program areas and states.

* Encourage activities that increase research capacity within
state governments.

The critical issue for creating state longitudinal data systems is
whether the systems created should be state specific, regional, or
national. State systems are strong in some states but weak or nonexis-
tent in others. Regional systems could ensure that all states have access
to their own state longitudinal data and the capacity for its analysis. For
some national public policy purposes, however, a national data system
would be needed.

Recommendation

USDOL should ensure that all states have consistent longitudinal
data systems for program management and research and evaluation pur-
poses. States should be encouraged to develop, maintain, and use their
own systems. USDOL also should fund an FFRDC to house, clean, and
make use of the data systems for use by the states and the federal gov-
ernment. The improved data and analysis can be used to better under-
stand the UI system and other public workforce systems. They also can
be used for evaluation and analysis purposes.

IMPROVED NATIONAL DATA AND REPORTING
SYSTEMS AND STAFFING

Issue

The national Ul reporting and data team at USDOL operates with
only a small staff. Those staff issue reporting instructions to the state
Ul agencies, receive state data, produce and analyze state and national
data, and protect and provide the data used as economic indicators that
are used as inputs to the U.S. national income accounts. While the staff
are highly professional and are known for the high quality of their work,
the resources available to them are inadequate, limiting data analysis
and risking the security of sensitive information.
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Ul data are needed for purposes beyond Ul program administration
and performance measurement. UI data are used to develop labor market
information used by state and national governments. The Department of
Commerce’s economic indicator series, for example, uses initial claims
as a leading indicator and continued claims as a concurrent indicator.
Because of the importance of initial claims as a leading indicator, the
USDOL chief economist, the chairman of the Federal Reserve, and the
macroeconomist at the Council of Economic Advisors receive initial
claims data 24 hours in advance of its release each Thursday at 8:30
a.m. The national income accounts uses Ul wage data as an important
input.

With increased resources, the Ul data reporting teams could
improve the quality of UI data, better monitor the data, provide more
data for program administration and performance measurement pur-
poses, strengthen data security, and better support other federal agen-
cies that use the data. At present, there are significant weaknesses in the
UI data systems and innovation is limited.

Options

1) An increase in reporting and IT staff and resources would
greatly improve national data and reporting systems. With
greater resources, state data could be made more secure, quali-
tatively improved, further analyzed, and be more productively
utilized.

2) The UI national office data development and data analysis
capacity also could be improved with outside assistance, such
as with support from the BLS, a new federally funded research
and development center, or a research university.

Recommendation

The Ul national office should be given the staff and other resources
to oversee and maintain Ul data and reporting systems to allow for
improved data and data analysis for the Ul programs as well as for other
private and public uses.
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RESEARCH, DEMONSTRATION, AND EVALUATIONS

Issue

For a large social insurance program that pays billions of dollars
in benefits to millions of unemployed workers each year, the national
research budget is tiny, especially compared to funding for other social
insurance programs administered by the SSA. Funding for Ul research
at the federal and state levels has been declining for decades. Indeed,
there is no line item in the USDOL budget for Ul research.

There are no longer dedicated Ul research staff at USDOL. The
already small national Ul research unit was eliminated in the mid-
1990s. Their numbers declined steadily from nearly 30 individuals in
the early 1970s to just a few staff members. The remaining staff were
transferred to the ETA research office into which they were absorbed
and assigned research dealing mostly with issues other than UI. Then
the ETA research budget also was eliminated, so that the only research
budget in all of USDOL that can be used to fund UI research is in the
department-wide Office of the Chief Evaluation Officer. Thus, the UI
program must now compete for limited research funds with all the other
USDOL subagencies.

In the 1980s and early 1990s, the national Ul office ran a series
of 11 rigorously evaluated reemployment demonstration projects that
searched for cost-effective ways to help permanently separated Ul recip-
ients return to work. Some of these experiments had positive outcomes
and resulted in the enactment of two new federal programs, the Worker
Profiling and Reemployment Services initiative and Self-Employment
Assistance (Wandner 2010). By the mid-1990s, however, the demon-
strations were ended, and staff were transferred to other functions. No
new demonstration projects have been initiated in three decades.

The state workforce agencies also can conduct only limited
research—it is so limited that the state workforce agency research offices
are, in fact, called labor market information offices, because their main
source of funding is from BLS to create labor market information data.
While state agency research staff would like to conduct more research,
they not only have insufficient funds, but they frequently have no access
to statistical or database software packages. They also typically do not
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have easy access to Ul administrative microdata either. Responding to a
2012 nationwide survey, state research directors asked USDOL to pro-
vide a wide variety of assistance, including software, database manage-
ment systems, and training in research methods (Wandner 2013).

Options for State UI Research

There are several alternative models for reinvigorating state Ul and
state workforce research.

1)

2)

3)

Internal research by the state workforce agency. Washington
State is the premier example of a state that conducts its own
research and evaluations internally, mostly using state funds
rather than federal grants. Having built on and expanded its
Continuous Wage and Benefit History data efforts of the 1970s
with a longitudinal data system, Washington makes its data
available to analysts in three state agencies: the workforce
development agency, a research and evaluation group in the
state treasurer’s office, and a program performance measure-
ment agency. Each organization maintains its own capability
to conduct research and analysis. The state also contracts out
some research (Chocolaad and Wandner 2017).

Long-term contracts with a state university. Ohio’s state work-
force agency has had a successful relationship with Ohio State
University’s Center for Human Resource Research. It shares its
data with the Center, and the Center organizes, maintains, and
ensures the quality of the data. Center staff regularly conduct
analyses for the agency, as well as research on selected topics.
Under tight confidentiality arrangements, outside researchers
are given access to deidentified Ohio data. Other state agencies
also have contractual arrangements with the Center (Choco-
laad and Wandner 2017).

Sharing data with a state university. This approach is an exten-
sion of the ADARE approach where microdata is shared, gen-
erally with a single state university, and university research-
ers conduct analysis, research, and evaluations for the state
workforce agency. The state university is generally a research
university in the state. California has broadened this approach
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4)

5)

through its working relationship with the California Policy
Lab located at the University of California at Los Angeles.
The lab conducts research and analysis for California state and
local governments dealing with many policy areas, making use
of experts throughout the University of California system.

National research center or regional research centers. Another
option for all states, but particularly useful for states with
limited resources, is to share data with a national research
organization that would conduct research and analysis for the
individual states and for the federal government. A national
research center also would have access to data from all states,
allowing national research to be conducted with state adminis-
trative data. One option for creating a national research center
is for USDOL to establish a new FFRDC, like other cabinet
department FFRDCs that provide research services. Alterna-
tively, USDOL could fund several regional research centers
that might be located at state research universities.

These and other models for research centers and other resources
to support the state agencies also would require that states ded-
icate their own resources to conducting state research, either
using their own funds or funds provided by USDOL. Having
additional state agency research staff, training for those staff,
and research funds would be necessary to expand this effort.
State agency research directors expressed their eagerness to
participate in research if they had more resources (Chocolaad
and Wandner 2017).

Reemployment Services and Eligibility Assessment (RESEA)
evaluations. States must conduct annual evaluations of their
own RESEA programs, and those that are effective as judged
by causal evidence are eligible for a grant from USDOL.
While all states conduct evaluations to one degree or another,
the quality of these evaluations could be improved. To do so,
USDOL could provide technical support to individual states
and convene regions or other groupings of states to discuss evi-
dence from evaluation studies. Several studied interventions
could be evaluated, including behavioral nudges to encourage
participation in reemployment services.
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Options for Federal UI Research

1)

2)

3)

4)

5)

The national UI office could reestablish a research office with
substantial staff and funding. As in the past, it could contract
out research, demonstration, and evaluation projects. It also
could resume testing new approaches for helping the unem-
ployed return to work.

It is difficult for USDOL to secure data to conduct federal
research and evaluation projects. Conducting these projects
would be greatly enhanced if Congress enacted federal legisla-
tion that permits the use of deidentified Ul data for research
purposes and requires states to make their data available for
research purposes. Receipt of and ensuring data confidentiality
could be the responsibility of USDOL, a federal statistical or
research agency, or a national Ul research organization, such
as an FFRDC.

One function of a national Ul research office could be to help
states with their research efforts. USDOL could provide fund-
ing to states for specific research projects or for a series of
projects.

USDOL could resume funding of the Workforce Data Quality
Initiative effort, with increasing emphasis on funding research
and evaluation projects as longitudinal administrative data-
bases are better established.

Not all states are likely to establish strong systems of state lon-
gitudinal databases and internal research capacity. Given econ-
omies of scale and issues with small state research capacity,
USDOL might consider funding regional research data centers
at research universities or an FFRDC that could serve many
states, especially for those states that do not have substantial
research capacity. Regional or national research data centers
could encourage expanded research by making deidentified
state longitudinal data available to academic or other research-
ers for reviewed and approved projects.
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Recommendation

UI research and evaluation should be supported at the state and
national levels. States should be encouraged to conduct research by
themselves and by sharing their data with state research universities. At
the federal level, USDOL should conduct research and evaluation, mak-
ing use of an FFRDC, state research universities, and contract research
organizations. Such research and evaluation could be used to improve
the UI program and other government programs.

FEDERAL AND STATE UI STAFFING

Issue

Understaffing of the Ul program exists at the local, state, regional
and national levels. If the federal government is to once again become
a strong and effective federal partner in rejuvenating the federal-state
Ul program, staffing and other resources would have to be greatly
increased.

Options

1) National office. The national UI office has been working with
sharply declining staff for over four decades. As a result, fed-
eral leadership of the UI program has greatly diminished. The
national Ul office cannot provide effective leadership and
guidance unless it has more staff. While national office staff-
ing has always been inadequate, full-time equivalent staffing
declined from 325 in 1980 to 66 in 2015, and it continued to
decline until recently (see Figure 2.1 and Table 2.3). The cur-
rent staffing level of well under 100 cannot perform national
office functions for a multibillion-dollar program.

To create a more effective national office, USDOL must sub-
stantially increase the number of staff, regardless of how the Ul
program is administered. Staffing needs would increase much
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more sharply, however, if the Ul program were to become a
federal or national program.

2) Regional offices. In the six USDOL regional offices, some
staff were formerly dedicated to working on Ul issues and pro-
viding periodic Ul state program reviews. That effort is now
much reduced. To have effective regional oversite of state Ul
programs, a significant increase in dedicated Ul regional staff
is needed. Travel funding also would have to be substantially
increased so that the regional staff can monitor, assess, and
provide technical assistance to the states.

3) State staffing. At the state and local level, more staff are
especially needed to assist claimants access the Ul program.
Returning more in-person resources to the local offices would
help unemployed workers who have difficulty using remote
application and job search systems. The vision that the Ul
national office had in the mid-1990s that UI would essentially
leave the local workforce offices and become ““a telephone on
the wall” has not worked well, particularly for those claimants
who have more difficulty negotiating computer and telephone
claims-taking, such as older workers, workers with disabili-
ties, workers with limited English language skills, low-wage
workers, workers with less education, and workers with lim-
ited computer skills (Wandner 2010).

There should be sufficient state Ul staffing to maintain a working
organizational structure. Staffing cannot be entirely caseload-driven
since many Ul functions must be performed regardless of the caseload.
One option is for each local workforce center to have at least four full-
time ES staff along with some UI staff. While some staff can provide
services from remote call centers, others would have to be in the local
workforce centers. Local office staffing could also be strengthened if UL
and ES staff were cross-trained and able to fill in for each other depend-
ing on the number of Ul claimants and unemployed workers needing
reemployment services.

There have been no recent studies of Ul and ES staffing. The NCUC
(1980) and the ACUC (1996) examined this issue several decades ago,
and both found that UI and ES staffing was greatly underfunded. For
UI, both the NCUC and ACUC recommended that Congress appropri-
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ate large increases in funding from increased FUTA revenue, paid for
by raising the federal taxable wage base. The NCUC recommended
a large increase in ES funding, with staffing set at four staff for each
10,000 members of the civilian labor force. Given the January 2023
civilian labor force of 165.8 million, the NCUC recommendation would
result in 66,000 ES staff nationwide, vastly more than current staffing.
None of these recommendations have been implemented.

Recommendation

Staffing must be increased at the national, regional, state, and local
levels to address the needs of unemployed workers. In local offices, Ul
and ES staff need to be cross trained so that they can support and fill in
for each other. Much of the weakness of the current UI program is due
to inadequate staffing at the local, state, and federal levels.

MERIT STAFFING

Issue

Ever since the enactment of Wagner-Peyser Act of 1933 and
the Social Security Act of 1935, the state ES and UI programs were
required to be administered by merit-system employees of state gov-
ernment. That requirement was abandoned, however, during the Trump
administration.

The Committee on Economic Security (CES) believed that it was
essential that state Ul office staffing (and by implication the ES program)
utilize a merit-based personnel system. In fact, the CES recommended
that states be required to accept the provisions of the Wagner-Peyser
Act, which included merit staffing as a condition for ES grants-in-aid.
The CES report stated: “ . . . the Federal Government should aid the
States by granting them sufficient money for proper administration,
under conditions designed to insure competence and probity. Among
these conditions we deem the selection of personnel on a merit basis
vital to success” (National Conference on Social Welfare 1985, p. 19).
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Merit staffing mostly continued for state UI and ES staffing until
it was challenged in 1997, when the state of Michigan attempted to
privatize the delivery of Wagner-Peyser Act ES services under an unau-
thorized reorganization of the state workforce agency. USDOL decerti-
fied the state’s ES program and withheld a part of its Wagner-Peyser
Act grant-in-aid. Michigan sued USDOL in federal district court, and
in 1998, the court concluded that USDOL had properly exercised its
authority under the Wagner-Peyser Act to require the delivery of ES ser-
vices by merit-based government staff (Balducchi and Pasternak 2004).

In 2020, however, the Trump administration upended nearly nine
decades of public administration by allowing private entities to deliver
ES and UI services. In January 2020, states were permitted to use a
variety of staffing models to provide Wagner-Peyser Act ES funded
activities (USDOL 2020a). Thereafter, the CARES Act of 2020 also
permitted states to temporarily be relieved of the requirement to use
only merit-staffed employees to deliver Ul services (USDOL 2020b).
The latter provision was enacted to meet the staffing needs projected
to result from the enormous job losses associated with the COVID-
19 pandemic. In most states, state workforce agencies could have
requested temporary emergency hiring authority under existing state
civil service rules. The Continued Assistance for Unemployed Workers
Act of 2020 nevertheless renewed the temporary waiver of the merit
staffing requirement for UI functions (USDOL 2020c). While the 2020
legislation was designed to give states flexibility while dealing with
the extreme demands on the Ul and ES programs during the pandemic,
the effect has been to undermine the principles of merit staffing, which
promotes the impartial and unbiased professional delivery of Ul and ES
services by public officials.

One potential problem with merit staffing, however, is that it can
make it difficult for state agencies to staff up during recessions. Within
a merit-staffing framework, however, there are several options for
increasing flexibility.

1) Cross-train Ul and ES employees, so that an expanded ES staff
can support Ul claims-taking during the claims surge that typi-
cally occurs at the beginning of recessions.

2) Significantly increase the technology tools available to claims-
takers, adjudicators, and administrative law judges to allow
them to increase their productivity.
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3) Redesign the UI program’s business methods to speed pro-
cessing and decision-making. An example is the New Jersey
adjudication process of requiring employees and employers to
email their perspective on the reason for the worker’s separa-
tion from his job. This reduces the need for telephone calls if
the employer and former employee agree.

Options

In the post-COVID-19 pandemic period, there may be pressure to
continue privatization of ES and Ul staffing. Privatization, however, has
been contrary to the intent of the UI program since its inception. Elimi-
nating merit staffing would raise the possibility of inappropriate state
influence in the dispensing of job referrals and payment of benefits,
which are generally agreed to be inherently government functions. It
also would erode public trust in the impartial and unbiased delivery of
services. Three reform options could ensure the maintenance of merit
staffing:

1) USDOL could rescind the regulation that currently permits
governors to use non-merit-staffed employees of state govern-
ment to deliver Wagner-Peyser Act ES services.

2) The administration could propose amending the Wagner-
Peyser Act to require merit-staffing and include the merit stan-
dard found in Section 303(a)(1) of the Social Security Act

3) Congress could opt to not extend the current waiver of merit
staffing for the staffing of UI program services.

Recommendation

To build public confidence in the provision of services, increase
equity in the provision of services, and avoid inappropriate political
influence, Congress should amend the Wagner-Peyser Act to require
merit staffing. ES staff should be increased and cross-trained so that
they can supplement UI staff during recessionary periods. An alterna-
tive would be promulgating a rule requiring merit staffing that is cur-
rently under consideration.



13
Fraud and Overpayments

UI FRAUD

Issue

Fraud and overpayments have been ongoing issues for the UI pro-
gram as they have been for other social insurance programs.' Ul initi-
ated a quality control program in the mid-1980s that was designed to
help states assess the timeliness and accuracy of the administration of
their UI program benefit payment process. The quality control effort
developed into the current Benefits Accuracy Measurement program
and is required by federal regulation.

The current approach to measuring improper payments, however,
ignores the inherent tension between the requirement to quickly pay
benefits and to continue making weekly payments until an adequate
investigation has been completed. Staff underfunding plus the pro-
cessing of the vast number of claims that are received exacerbate this
tension.

The Improper Payments Elimination and Recovery Act of 2012,
various executive orders, and other actions require that federal benefits
be paid accurately, including requiring state Ul programs to not exceed
a 10 percent improper payment rate, but leave each program to define
what constitutes “improper payments.”

Historically, Congress has been more willing to provide adminis-
trative funding for fraud and overpayment prevention than for other
administrative needs, so there have been robust programs in place.

Nevertheless, early in the COVID-19 pandemic, Ul fraud was much
more extensive than in the past. The decision to create a Pandemic
Unemployment Assistance (PUA) program as part of the CARES Act
in March 2020 breached the safeguards in the regular UI program. PUA
covered previously uncovered workers, particularly self-employed and
contract workers. But the state Ul agencies that administered the pro-
gram had none of the quarterly wage information about these newly cov-

219



220 Wandner

ered employees’ prior employment and wages that it regularly receives
from employers covered by the regular Ul program. It was difficult for
the state agencies to determine whether, when, or why the PUA workers
became unemployed. In addition, filing online PUA claims meant that
state systems were vulnerable to domestic and foreign criminals, even
through automated bots.

Other CARES Act programs heightened the potential for UI fraud,
including in the Federal Pandemic Unemployment Compensation
(FPUC) program, which allowed eligible individuals collecting certain
UI benefits to receive an additional $600 in federal benefits per week for
weeks of unemployment (note the initial $600/week was later reduced
to $300/week). The Pandemic Emergency Unemployment Compensa-
tion program that allowed individuals who had exhausted benefits under
regular unemployment compensation or other programs to receive up
to 13 weeks of additional benefits also were rich targets. Benefits paid
through the pandemic programs and the regular Ul program greatly
exceeded amounts paid in past recessions. For example, for the five and
a half years between July 2008 and December 2013, total benefits paid
approached $602.8 billion, while for the pandemic period April 2020 to
May 2021 the amount paid was $896 billion.

The lack of employee information needed by the state Ul agencies,
combined with the ability of organized criminal groups to acquire and
use stolen information, resulted in PUA fraud levels that were vastly
greater than in the regular UI program. Six months into the pandemic,
it became clear that there were significant fraud problems, not only in
the PUA program but also in the IRS administered Paycheck Protection
Program, another component of the CARES Act that provided forgiv-
able loans to small businesses. USDOL gave $100 million in grants to
state Ul agencies to counter the fraud problem. State responses to PUA
fraud had adverse effects on both the operation of the UI program and
the validity of the UI program data. State Ul agencies began cutting
off benefits to individuals if any irregularities were detected, halting
benefits for individuals with legitimate as well as illegitimate claims.
This response to fraud in the PUA program resulted in many claimants
experiencing long delays in benefits receipt. At the same time, Ul data,
especially for the PUA program, became suspect with respect to the
number and timing of claims, with states inflating the count of claims
by including fraudulent claims. There also were delays in the process-
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ing and counting of claims when states were overwhelmed with claims,
including those they thought were fraudulent (Casselman et al. 2020).

Starting with the implementation of the PUA program, the UI sys-
tem became overwhelmed with what has been called “criminal enter-
prise fraud” (Tucker and Thompson 2021). Criminal enterprises hacked
into private and public sector repositories of individuals’ personally
identifiable information. This allowed criminals to apply for UI benefits
in the name of individuals who had no knowledge of the applications in
their names. The personally identifiable information needed to fraudu-
lently collect PUA, harvested from massive past data breaches, was
widely available for sale. These data were sufficient to file a fraudulent
claim. It generally included at least a name, address, email address,
Social Security number, and birth date. Some of the sources of hacked
data were the 2013 hack of 3 billion Yahoo accounts, the 2018 hack of
500 million Marriott accounts, and the 2017 hack of Equifax, which
affected 147 million people.

States have now identified ways to limit or reduce attacks on their
systems including by looking for

* numerous Automated Clearing House deposits linked to a single
bank account

* the use of the same Internet Protocol address to file or certify for
UI benefits across many claims

 user identification and/or passwords that are similar or follow a
particular pattern

» email addresses that following certain patterns

* Social Security numbers used to file claims in multiple states
(generally more than three)

¢ a claimant name that does not match the name on the bank
account

* a huge volume of bot attacks that overwhelm state systems but
allow a few fraudulent claims to get through

Options

With the end of the PUA program, the fraud and overpayment prob-
lems for the Ul program have significantly diminished. Preparation
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should be made, however, to prevent a recurrence of these problems
in the event of enactment of a similar temporary or permanent pro-
gram that cover uncovered workers, such as the Jobseeker’s Allowance.
Three options might help:

1)

2)

3)

Adopting a Canadian-like Record of Employment could sub-
stantially decrease organized crime fraud. Criminal groups
would not be able to apply for Ul benefits without submitting
such a record, even if they obtained stolen identification infor-
mation. For wage and salary employees, the record of employ-
ment could supplement quarterly wage records and provide the
employee’s reason for separation. In the case of 1099 workers
who might apply for a future PUA-like program, the record
of employment would be a source of separation and earnings
information, although the base period would have to be the lat-
est calendar year of 1099 data rather than four recent calendar
quarters.

The state Ul programs could be given access to the latest wages
of uncovered workers. With congressional authorization, a
database that only the state Ul staff could search might be cre-
ated using data from SSA or IRS. Access to the required data
for state agency utilization might be accomplished through
direct access to a centralized IRS data set, or perhaps by a vari-
ant of an existing system such as the Ul Interstate Connection
Network—which permits state Ul agencies to request appli-
cants’ interstate wages—to access SSA data. The key aspect of
such options would be the states’ ability to verify whether pro-
gram applicants are making legitimate claims. Obtaining these
data would significantly reduce the probability of fraudulent
claims as organized or other potential fraudsters would have
very limited access to the wage information that legitimate
applicants would have.

Fraud, including organized criminal fraud, could be reduced
by requiring face-to-face initial claims and periodic face-to-
face eligibility reviews. During periods of high unemploy-
ment, these face-to-face contacts could probably be done for
only a random sample of claimants, with samples being larger
in periods of low unemployment. This approach recognizes
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that monitoring cannot be entirely automated to eliminate or
even substantially reduce fraud. This effort would have to be
undertaken by UI staff in local workforce offices and would
require increased administrative funding to pay for sufficient
staff to carry it out.

Recommendation

USDOL should retain but improve their current fraud program.
USDOL also should anticipate needing to limit fraud in future PUA-
like or the proposed Jobseeker’s Allowance program by gathering earn-
ings data for gig/contract workers from IRS, contingent on congressio-
nal authorization.

Notes

1. James Van Erden provided substantial input to this chapter.
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Recommendations and Next Steps

As discussed in Chapters 2 through 4, the weakness of the federal-
state U.S. Ul program was foretold by the administrative structure cre-
ated by the Social Security Act of 1935. It remained weak in its early
years and has been further weakened over the past four decades. Mak-
ing the U.S. Ul program uniform state-to-state like in many other West-
ern industrial nations requires comprehensive federal legislative reform
involving nearly all components of the program. This chapter reviews
key reform recommendations for the component parts of the program.
It then suggests a path forward for comprehensive reform.

SUMMARY OF KEY RECOMMENDATIONS

Recommendations for key Ul reforms are listed below by Ul com-
ponent. The reforms generally should be mandated by Congress, but in
the absence of federal legislative reform, states should consider adopt-
ing many of these recommendations to improve their Ul programs on
their own. A more complete discussion of the options and recommenda-
tions presented below is found in Chapters 8 through 13.

Benefits (See Chapters 8 and 9)

Access and recipiency

Raising the current low Ul recipiency rate requires several changes.
Employers should be required to provide more and better information
to potential claimants about the program and how to apply for benefits.
They also should provide a Canadian-type record of employment to
each separating worker, with an electronic copy sent to the state Ul
agency. Initial and continued claims filing must be simplified, tested,
and standardized. A wide variety of additional smaller options should
be implemented to enhance access to the program.
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Benefit standards

Four benefit standards for the regular Ul program should be enacted
by Congress, including three that have been advocated in the past: a
maximum potential benefit duration of at least 26 weeks, a 50 percent
wage replacement rate during periods of low unemployment, and a
maximum weekly benefit amount of 66.67 percent of each state’s aver-
age weekly wage in covered employment. The fourth benefit standard
is a minimum benefit amount of approximately 30 percent of the state’s
average weekly wage.

To enhance access to benefits, Congress should eliminate wait-
ing weeks and pension offsets. Partial earnings disregards need to be
approximately 50 percent of the average weekly benefit amount. Con-
gress also should expand nonmonetary eligibility by increasing the eli-
gibility of workers separated from work for many compelling personal
needs.

Furthermore, Congress should increase coverage for gig/contract
workers by ensuring that workers who meet the modest ABC test are in
covered Ul employment. Relatively new entrants and some reentrants
to the labor market would become eligible by requiring states to have
alternative base periods and extended base periods. While it would be
difficult to extend coverage to the self-employed, a voluntary program
ought to be implemented, with a required evaluation and a sunset pro-
vision. New entrants to the labor force cannot be covered by a social
insurance program but could be covered by a separate social welfare
program if Congress so decides.

Extended Benefits should become a phased program, adding incre-
mental weeks of benefit duration as unemployment rates increase.
There ought to be four or five phased increases in benefit durations,
with increasing additional weeks of benefits, based on the BLS total
unemployment rate.

Finally, UI benefits should not be taxed.

Finance (See Chapter 10)

To put the Ul system on a sound financial footing, capable of pay-
ing out adequate benefits, Congress should raise the Ul taxable wage
base to at least 50 percent of the Social Security wage base, phased in
over a five-year period. Tax rates also must be made more sufficient
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by 1) ensuring that the lowest state maximum tax rate is greater than
the current 5.4 percent; 2) ensuring that administrative funding is more
adequate; 3) requiring states to have a minimum number of rates in each
tax schedule (e.g., 10); and 4) preventing states from refusing to move
to higher tax schedules as required by state law when state trust fund
accounts decline.

In addition, Congress should consider requiring employees in all
states to contribute to Ul financing in an amount up to half of UI total
funding.

Since the current experience-rating system does not work well, it
should be revised after studying several alternatives to the current sys-
tem. Congress should consider establishing a reinsurance program, but
only after a rigorous study.

The forward funding of benefits might be accomplished by enacting
substantial incentives for states to forward fund their federal Trust Fund
accounts, as well as by instituting substantial penalties for the failure to
forward fund.

The inadequate financing that pays for Ul and ES administration,
EB costs, and loans to states should be increased sharply by having
the federal UI tax applied to the new higher federal taxable wage bases
with the federal tax rate set at a level sufficient to fully fund the current
higher costs of more adequate program administration.

Short-Time Compensation (See Chapter 11)

To keep workers who otherwise would become unemployed
attached to the labor force, short-time compensation should become a
required program in all states. Neither employers nor employees should
be charged for using the program during designated periods of high
unemployment.

Self-Employment Assistance (See Chapter 11)

To help unemployed workers start their own businesses, Congress
should make Self-Employment Assistance available in all states, includ-
ing entrepreneurial training provided by the Workforce Innovation and
Opportunity Act training programs. These programs would have sepa-
rate performance measures from the regular Ul program.
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Reemployment Bonuses (See Chapter 11)

Reemployment bonuses, which have been found to speed unem-
ployed workers’ return to work, should be made an optional program,
rigorously evaluated, and if successful and cost-effective, considered
for inclusion as a permanent required program.

Wage Insurance (See Chapter 11)

Wage insurance has been implemented only as a small trade-related
program. Thus, its effectiveness is unproven for a wider range of dislo-
cated workers. It should be rigorously evaluated as part of a demonstra-
tion program.

Reemployment Services (See Chapter 11)

The U.S. Employment Service should be reestablished in USDOL.
To achieve the significant benefits of reemployment services (e.g., job
matching and job search) provided by ES to UI recipients that have
proved to be cost effective, Congress should greatly increase the ES’s
funding, bringing total funding to approximately $1.7 billion (and then
indexed), allowing for the greatly increased provision of these services
to unemployed workers.

Information Technology (See Chapter 12)

The neglected state UL IT systems need to be modernized and made
more effective. USDOL should be actively involved in ensuring that the
new systems work, are effective, and are consistent between states by
providing technical assistance and modular IT components. A nonprofit
organization such as federally funded research and development center
could provide effective IT and related services.

Data Systems (See Chapter 12)

To improve and make the Ul data systems more usable for program
assessment, administration, and research and analysis, the definitions
for the terms used in the UI program should be revisited, refined, and
uniformly used by all states. In addition, some data elements need to
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be made consistent, such as race and ethnicity, and new data elements
should be introduced, such as hours worked. The UI office in USDOL
could work with a federally funded research and development center,
the BLS and the private sector in establishing these definitions.

Congress should fund the establishment of state Ul and workforce
longitudinal data systems in all states, with support from one or more
nonprofit research organizations, probably a federally funded research
and development center that also could guide and conduct research and
evaluations. These data systems would have to be coordinated with the
systems of the U.S. Department of Education and other federal agencies
that have similar data systems.

Research and Evaluation (See Chapter 12)

Research and evaluation funding ought to be greatly increased and
administered by a newly created USDOL UI research organization.

States also ought to be encouraged to conduct their own research,
but research for the states and the federal government could be con-
ducted by a combination of state universities, nonprofit research agen-
cies, and for-profit research firms.

Administration (See Chapter 12)

The state and federal staffing levels funded by the UI federal
tax—the UI program and ES programs at the national, state, and local
levels—must be significantly increased to provide better, faster, and
more accurate claims-taking and tax administration. More staff also are
necessary to provide Ul recipients with in-person reemployment ser-
vices and referrals to training.

Both the Ul and the ES programs should be statutorily required to
operate under merit staffing rules with provisions for UI and ES staff
to be cross-trained to accommodate peak load issues over the business
cycle.

Fraud (See Chapter 13)

Traditional fraud and overpayment systems should be maintained
and improved. New approaches ought to be implemented, such as local
office staff conducting claimant eligibility interviews, developing and
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using a record of employment system to verify claimant identity and
eligibility, and statutorily creating a searchable IRS-1099 earnings data-
base that would be made available to Ul state agencies on request. This
last approach could greatly reduce fraud for a future Pandemic Unem-
ployment Assistance type of program or a Jobseecker’s Allowance, if
enacted.

CHOICES FOR THE ADMINISTRATIVE STRUCTURE
OF THE UI PROGRAM

The current federal-state Ul administrative structure is working
poorly and is the cause of many of the weaknesses in the current UI pro-
gram. That is because, lacking more vigorously enforced federal stan-
dards, the UI program has become a race to the bottom for many states,
which has resulted in inadequate benefits and insufficient financing.
To attain equity for all workers and all employers, a national program
would be the best solution, making the Ul administrative structure like
the Title II Social Security program for Old-Age, Survivors, and Dis-
ability Benefits. While this is not politically practicable, a national pro-
gram makes sense from a public administration perspective and would
be much more cost effective.

The second-best solution is a federal program based on a single
federal law but administered by the states. Because it would use the
same rules in all states, its outcomes would be more equitable. States
would continue to operate the programs, but the same program would
exist in all states.

Political reality, however, probably means that neither the Congress
nor the states are going to want to change the federal-state adminis-
tration of the Ul program. Nonetheless, whatever the structure of the
administration of the UI program, many changes are necessary to create
a stronger program. The reforms discussed here would achieve such a
stronger and more equitable Ul system.
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NEXT STEPS FOR BROAD UI REFORM

The United States deserves a Ul program that is consistent with
Congress’s intent in the Social Security Act—that is, a true social
insurance program that provides adequate UI benefits to all experi-
enced unemployed wage and salary workers who become unemployed
through no fault of their own. To achieve that goal, members of Con-
gress should develop and enact comprehensive federal legislation
for UI benefit reform that takes into account the changes to the U.S.
economy and workforce that have occurred since the program was first
enacted in 1935. The legislation also should provide for sufficient fund-
ing for the Ul program and ensure that UI benefits and taxes are indexed
such that they are in balance initially and remain in balance for many
years. Reemployment services should be improved and funded such
that permanently separated UI recipients are helped to return to work
quickly. In the absence of federal legislative reform, states should enact
legislative reform and administrative improvements to their own state
UI programs.

This book has examined many options that could be components
of comprehensive Ul reform. Congress, however, is not currently con-
sidering such reform. It needs to hold hearings and examine all the
potential components of reform. The Wyden-Bennet proposal would
be a starting point. This book suggests some of the same or similar
reforms that are in that proposal. It also proposes many alternatives to
their recommendations and suggests other reforms that would improve
the program.

In the United States, it is usually only during times of high unem-
ployment that politicians become interested in comprehensive UI
reform. By that measure, Congress should have enacted comprehen-
sive Ul reform during or immediately after the 2007—2009 or pandemic
recessions. But it did not. Given the weakened state of the current Ul
program, however, Congress should not wait for the next recession.
Rather, it should prepare now and develop comprehensive reform leg-
islation that is introduced, debated, and tweaked until the necessary
reforms are achieved.






Appendix A
A National UI Program

What It Might Look Like, How It Would Work,
and the Pros and Cons of Various Options

FEDERAL PROVISIONS AND STANDARDS FOR ALL OPTIONS
FOR COMPREHENSIVE UI REFORM

Any policy of comprehensive Ul reform, including a national program,
should apply evidence-based policy conclusions from an extensive body of
UI research (O’Leary and Wandner 2018). Reform should require improved
access to the Ul program, uniform qualifying requirements, adequate benefit
amounts and durations, and tax provisions that fully fund UI benefits through
the following:

e an application process that all unemployed workers can easily
complete online or via telephone—with in-person assistance available
as needed

* an adequate benefit amount and duration with interstate equity

e an extended benefits program that is responsive to recessionary
increases in unemployment

* a tax system that collects enough revenue to fully fund adequate
benefits and does so in a more progressive manner through a
substantially increased taxable wage base

e adequate administrative financing

* enhanced and more consistently delivered reemployment services
Access

Create parity among the states regarding the percentage of unemployed
workers receiving benefits, averaging approximately 50 percent (i.e., roughly
the average percent of experienced workers who become unemployed through
no fault of their own), although varying over the business cycle. This would be
achieved by providing

* substantial and easy-to-understand information about how to apply
for UI benefits
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Benefits

a simple UI application form with prompts to help complete the
application online or by telephone

access to individual Ul program staff who could assist with completing
the application, if needed

increased coverage of independent contractors and self-employed
workers, mostly through expanding the federal definition of the
employer-employee relationship for the UI program. (Nearly all wage
and salary employees are currently covered by the UI program.)

Qualifying for benefits: unemployed workers must have earned at
least $1,500 (subsequently indexed to wage growth) in one quarter
and have some earnings in at least two quarters during a one-year
period (the “Ul base period”).

Benefit replacement rate: 50 percent of prior wages up to a maximum
weekly benefit amount.

Maximum weekly benefit: two-thirds of state (or national) average
weekly wage.

Maximum potential duration of regular UI benefits: 26 weeks in all
states and jurisdictions.

Extended benefits would be triggered on and off by the Bureau of
Labor Statistics’s (BLS’s) measure of total unemployment, and the
weeks of benefit eligibility would increase as the unemployment rate
increases.

Increase eligibility of workers to reflect changes in the labor force,
including providing benefits for part-time workers, workers seeking
part-time employment, workers following spouses/partners to new
locations, workers quitting jobs to provide child or elder care, and
disregarding pensions for older workers remaining attached to the
labor force.

Taxes/Financing

Taxable wage base: Social Security wage base ($160,200 in 2023).

Tax rate: approximately 1.4 percent of taxable wages paid by each
employer (Pavosevich 2020), varying year by year as needed, set by
the Social Security Administration’s (SSA’s) actuarial assessment,
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or by a schedule of rates varying with Unemployment Trust Fund
solvency.

»  Eliminate or replace current experience rating: shown to be difficult
to administer and ineffective (Miller and Pavosevich 2019).

* Increase employee “ownership” of the UI program: consider splitting
the tax between employers and employees similar to the approach of
the Social Security old age insurance program.

*  When insolvent, the Unemployment Trust Fund could borrow from
the U.S. Treasury.

NATIONAL UI PROPOSAL ADMINISTERED BY THE SOCIAL
SECURITY ADMINISTRATION: HOW IT WOULD WORK

A national UI program should be adopted because the state UI programs
have been shown to be 1) ineffective in providing equitable and adequate
income replacement, 2) inefficient, and 3) slow to adapt to changing labor
markets and technology. These deficiencies are especially problematic in times
of national emergencies and when the Ul program has been called upon to
administer increasingly complex federal unemployment assistance programs.

Program Administration

* A national program could be administered by the SSA—paying
benefits, collecting taxes, administering Ul work search requirements
(the UI work test), and providing adequate self-service and staff-
assisted reemployment services.

*  The SSA would be best able to administer a national Ul program
because of its large staff with experience administering large social
insurance programs, including paying benefits and collecting taxes,
whereas USDOL has no such experience.

«  State and local UI and ES staff would become federal employees of
the SSA.

»  Ease access to the UI program by creating a simple online national UI
application form with prompts to assist applicants and the availability
of robust telephone assistance as needed.
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Regular Benefits

Improved program access and a single set of eligibility requirements
consisting of minimum earnings requirements when workers
become unemployed through no fault of their own would result in
approximately 50 percent of unemployed workers receiving Ul
benefits (the Ul recipiency rate), although the recipiency rate would
vary over the business cycle. In 2018, the recipiency rate varied
between states from a high of 52 percent to a low of 11 percent.

Replacing 50 percent of prior wages up to a maximum of two-thirds
of the national average weekly wage, such that the maximum benefit
would be the same in all states and for all individuals.

Maximum potential duration of benefits would be set at 26 weeks for
all eligible unemployed workers.

Extended and Emergency Benefits

Taxes

Extended benefits funded by federal general revenue.

Extended benefits would increase in duration as unemployment
rates rise, triggered on and off by state and national BLS civilian
unemployment rates (see O’Leary and Wandner 2018).

Emergency unemployment compensation enacted by Congress in
times of emergency.

Taxable wage base would be equal to that of Social Security
($160,200 in 2023).

Tax rate of approximately 1.4 percent (Pavosevich 2020, Appendix
3), potentially varying annually as determined by actuarial analysis or
a preestablished schedule of rates varying with Unemployment Trust
Fund solvency.

Taxes paid by employers. Alternatively, the tax burden could be
shared by workers and employers to ensure that employees have a
direct interest in program management.

Data Systems

A national UI program would have a single set of definitions for UI
benefit and tax systems, including a single definition of “employers,”
“employees,” “employment,” and “wages.”
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This shift to a single set of definitions would make it easier for multi-
state employers to file quarterly wage reports and make tax payments.
It also would improve the use of quarterly wage data for policy,
program, and statistical analyses.

Reemployment Services

A rigorous work test would be included to ensure that Ul recipients
are unemployed through no fault of their own and are available for
and actively seeking work.

Greatly expanded reemployment services would be made available
to assist in the rapid return to work, approximately doubling the
funding for the Employment Service to provide Ul claimants with
staff-assisted services to speed their return to work.

National programs for work sharing/short-time compensation and
self-employment assistance would be established.

Implementation

Phase in over five years. SSA would develop new application, benefit
payment, tax, and administrative systems, making use of the best
processes currently used by the states.

UI functions would be transferred to SSA and UI moved to co-located
local offices or to new, separate Ul offices by the end of the transition
period.

Existing state Ul staff would be given the opportunity to transfer from
state employment to working for the SSA to implement and operate
the new UI program.

TRANSITION

Starting on January 1, after the enactment of a national UI program:

.

State Ul agencies would become agents of USDOL for two years until
the SSA could take over the administration of the Ul program.

Assuming a reasonably low national unemployment rate, state Ul
staff would begin transferring to the SSA.

States would pay UI benefit recipients 50 percent of prior wages, up
to a maximum of two-thirds of the national average weekly wage.
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The maximum potential duration would be 26 weeks in all states and
jurisdictions.

*  The state UI tax would become a flat tax of approximately 1.4 percent
on employers, paid on the Social Security wage base, to ensure a
maintenance of effort by the states during the transition.

PROS AND CONS OF A NATIONAL UI PROGRAM

Pros

*  Access, qualifying requirements, benefit, and tax provisions would be
the same in all states, creating interstate and interpersonal equity in
program administration and outcomes.

*  Benefits would be more adequate and equitable for all UI recipients.

»  Taxes would be sufficient to pay benefits, and with a higher taxable
wage base for Ul taxes, taxes would be more progressive due to the
expanded wage base.

* The UI tax would be modest, raising the total employer Social
Security-Ul tax rate from 6.2 percent to approximately 7.4 percent, if
employers were to pay the entire tax, or raising the tax to approximately
6.9 percent for both employers and employees, if the tax were shared.

* Reduced administrative costs from simplifying and consolidating
administration from 53 jurisdictions.

*  More flexible and timely response to congressional enactment of
recessionary add-on federal Ul programs.

*  Improved defense and security from UI benefit payment and tax fraud.

*  More timely and reliable reporting of Ul unemployment, employment,
and wage data.

* A single set of data definitions and a single data system would be
advantageous for employers, employees, and analysts who want
to understand and use Ul program, employment, and wage data,
including for the U.S. national income accounts.

* A single national definition and wage record would make it easier
for unemployed workers to apply for Ul benefits and be certain that
all their wages would be counted since there no longer would be
interstate claims for benefits.
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Cons

e The current 53 state UI agencies would be eliminated, states would
lose direct control of the Ul system, and state Ul employees would
have to compete for jobs and transfer to the SSA.

» Likely opposition from some state governments, some members of
Congress, and some employer groups, especially in high-wage, low
unemployment industries and sectors, and employee groups opposed
to an employee tax.

e There would be a potentially disruptive transition period of
approximately five years during which time the state Ul programs
would have to continue administering their programs and maintain
their level of effort, while SSA staff would have to learn to operate
the UI program.

CONCLUSIONS

While the Ul system has been in decline for four decades, the COVID-19
recession was a wake-up call about how inadequate the current system really
is. Without a massive increase in staffing and resources, USDOL would be
unprepared to take the lead as a strong federal partner in a reformed Ul pro-
gram. It also is clear that many states have Ul programs that are so weak that
they were not able to deal with the onslaught of UI applications and new fed-
eral programs during the COVID-19 recession.

As aresult, it is time to turn to the federal government to operate a national
UI program. The SSA has effectively and efficiently run the Social Security old
age assistance program for many years—a much larger program than UI. It is
thus recommended that Congress create an effective, efficient, and equitable UL
system that would be administered by SSA with expertise they would acquire
from current federal and state Ul staff members (see Wandner and King 2021).






Appendix B
How Much Would a
National UI Program Cost?

Robert Pavosevich, Former Lead Actuary,
USDOL Office of Unemployment Insurance

Creating a single UI program in the United States and eliminating each
individual state program would simplify the assessment and collection of Ul
taxes. Under the current federal-state structure as laid out in the Social Security
Act (1935), employers pay two taxes quarterly—one a state tax that is based on
the individual experience of the employer and is used only to pay for benefits
to claimants; the second is a flat rated tax assigned to each taxable employer
and is 0.6 percent on the first $7,000 of an employee’s wages (the Federal
Unemployment Tax Act tax). Revenues from this tax pay for the administra-
tion of the Ul and Wagner-Peyser Act Employment Service programs in states,
loans to states, and the federal part of the federal-state extended benefits sys-
tem. In a national program, there would be one tax, the level of which would be
determined by the specific assumptions about how this program would operate.
This appendix describes the cost estimate for one potential national program.

ASSUMPTIONS

This cost estimate for a proposed national Ul program is based on the fol-
lowing assumptions:

*  The national program would use average cost financing, rather than
be a forward-funded program.

*  The yearly tax rate would be set at an average of the total benefit costs
(benefits divided by total wages) over the past 20 years (or inclusive
of two recessions, whichever is longer).

*  Access to the UI program would be facilitated such that on average
approximately 50 percent of unemployed workers would receive Ul
benefits across the United States.
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*  Benefits would be set nationally and would be high relative to average
wages in low-wage states and low in relation to average wages in
high-wage states.

* Al eligible claimants would receive a minimum benefit standard of
50 percent of their calculated base year average weekly wages,

- with a maximum weekly benefit that is two-thirds of the nation’s
average prior year wages,

- and be eligible for a maximum potential duration of 26 weeks.

*  The provision of enhanced reemployment services to Ul claimants
and other job seekers and the administering of a rigorous Ul work
test. Funding for the Employment Service initially would be about
doubled to approximately $1.5 billion per year.

»  Cost estimates are retrospective for the period through 2019 and do
not include extraordinary COVID-19 UI costs.

* The tax would include the amount of administrative financing
necessary to operate the program.

*  Yearly National Ul Tax = Avg. of past 20 yrs. ben. costs +
Administrative costs.

ESTIMATE

The average of yearly benefit costs (total benefits as a percent of total
wages) over the past 20 years (2000-2019) is 0.78 percent of total wages.
Benefit costs include regular plus extended benefits, but not federal emergency
benefits. Yearly benefit costs range from a low of 0.37 percent in 2019 (a boom
year) to a high of 1.8 percent in 2009 (a recession year).

If claimants were paid benefits based on a new minimum benefit standard,
then it is estimated that benefits would increase by approximately 25-30 per-
cent over their current level. This estimate is based on state laws in existence in
2019, where 1) only two jurisdictions paid less than a 50 percent replacement
rate in calculating their weekly benefit amounts (WBA), 2) eight jurisdictions
paid fewer than 26 weeks for their maximum potential duration, and 3) only
two jurisdictions maintained a maximum weekly benefit that was two-thirds of
the average weekly wage in the prior year.

The amount needed to fund administrative costs is difficult to project.
Potentially there could be tremendous savings achieved through economies of
scale in a national program by eliminating much of the duplicative effort across
states in the current program. At the same time, there would need to be some
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increase in funding to establish new computing and administrative systems
needed for a new national program and increased reemployment services, so
the current administrative funding level of about 0.11 percent of total wages
(approximately $7.0 billion in 2020, reflecting a decline in Ul administrative
costs under SSA and an increase in the provision of reemployment services),
would seem to be a reasonable level to include for administrative operations.

In total, estimating for 2020, a yearly tax rate of 1.13 percent of total
wages = (0.78% x 1.30) + 0.11 percent appears to be an adequate level to fund
a regular national UI program.

Based on historical data about U.S. business cycles, using an average cost
formula of 20 years would still allow for a sufficient buildup in the UI program
reserves to pay benefits in an average recession. For instance, a total collection
of approximately $80 billion is estimated for 2020, which is well above the
amount of benefits needed in an expansionary, nonrecessionary year (Figure
B.1).

Converting the cost estimate of a national program into a percent of tax-
able wages depends on the level chosen for the taxable wage base (the maxi-
mum amount of annual earnings taxed for the collection of the UI tax). Increas-
ing the taxable wage base from its current minimum level of $7,000 and using

Figure B.1 Estimate of National Program Tax Rate
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a yearly indexing formula will not impact the financing of the program since
the necessary corresponding tax rate will be lower for any desired amount of
tax revenue. However, a higher wage base will greatly reduce the regressiv-
ity of the tax towards low-wage employers since the proportion of their pay-
rolls would then be taxed on a similar basis as high-wage employers. And for
financing purposes, as long as the wage base is indexed each year, long-term
deterioration in program finances would be prevented.

If the program were to adopt a wage base equal to the U.S. average wage
in UI covered employment ($59,000 in 2019), then the UI tax rate needed to
raise revenue sufficient to fund a Ul program costing 1.1 percent of total wages
would be 2.3 percent of taxable wages. If the same taxable wage base as the
Social Security wage base ($160,200 in 2023) were used, then the Ul tax rate
for 2023 would be approximately 1.4 percent of taxable wages.
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The W.E. Upjohn Institute for Employment Research is a nonprofit
research organization devoted to finding and promoting solutions to
employment-related problems at the national, state, and local levels. It is an
activity of the W.E. Upjohn Unemployment Trustee Corporation, which was
established in 1932 to administer a fund set aside by Dr. W.E. Upjohn, founder
of The Upjohn Company, to seek ways to counteract the loss of employment
income during economic downturns.

The Institute is funded largely by income from the W.E. Upjohn Unemploy-
ment Trust, supplemented by outside grants, contracts, and sales of publica-
tions. Activities of the Institute comprise the following elements: 1) a research
program conducted by a resident staff of professional social scientists; 2) the
Early Career Research Award program, which provides funding for emerg-
ing scholars to complete policy-relevant research on labor-market issues; 3) a
publications program and online research repository, which provide vehicles
for disseminating the research of staff and outside scholars; 4) a regional team
that conducts analyses for local economic and workforce development; and
5) the Employment Management Services Division, which administers pub-
licly funded employment and training services as Michigan Works! Southwest
in the Institute’s local four-county area.

The broad objectives of the Institute’s activities are to 1) promote scholar-
ship and evidence-based practices on issues of employment and unemploy-
ment policy, and 2) make knowledge and scholarship relevant and useful to
policymakers in their pursuit of solutions related to employment and unem-
ployment.

Current areas of concentration for these programs include the causes,
consequences, and measures to alleviate unemployment; social insurance
and income maintenance programs; compensation and benefits; workforce
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“As Wandner clearly demonstrates, federal policymakers’ inattention to the program
has progressively weakened the crucial protection provided by unemployment
benefits. After detailing the many shortcomings of the current system, Wandner
evaluates a wide range of reforms that could help improve its performance. The
book ought to be at the top of the reading list of members of the Senate Finance
and House Ways and Means Committees. Even if these key lawmakers foolishly
ignore the volume, labor economists and students of American social insurance
would be well advised to read it and reflect on its contents.”

— Gary Burtless, Senior Fellow in Economic Studies, Brookings Institution

“Wandner surveys changes to the Unemployment Insurance system over the past
90 years, catalogs possible reforms, and provides a strong case for much needed
national direction of the Ul program. Bravo!”

— Bruce D. Meyer, McCormick Foundation Professor,
University of Chicago, Harris School of Public Policy

“Steve Wandner has written a seminal work on unemployment insurance in the
United States. He provides a vast menu of incremental improvements at the federal
and state levels. Moreover, he offers a potential blueprint for comprehensive
federal reform that he acknowledges might be politically unrealistic. Nevertheless,
it should be considered as an ambitious means to resolving the myriad of issues
that have festered for decades in the states. | highly recommend this book to
anyone who wants to improve the Ul system for the good of workers, employers,
the economy, and the United States of America.”

— Rich Hobbie, former Executive Director,
National Association of State Workforce Agencies

“For anyone seeking to understand unemployment benefits in America, Steve
Wandner’s new book offers a meticulous review of the current federal-state
system’s history, challenges, and possible reforms. For changes, he prefers
Washington-centric approaches, but offers more politically feasible state-by-state
options, too. Wandner admits his desired benefit expansions come at a price, and
details significant tax increases—including on current workers—to match. That'’s
refreshing honesty for a system that in recent years has simply shifted large new
benefit costs onto future taxpayers.”

— Matt Weidinger, American Enterprise Institute, former Staff Director,
House Ways and Means Committee’s Subcommittee on Human Resources
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