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PAYROLL TAX CUT AND EMERGENCY UNEMPLOYMENT
INSURANCE STILL NEEDED TO SUPPORT THE RECOVERY
By Chuck Marr, Chye-Ching Huang, and Chad Stone
Among the various tax and spending measures scheduled to expire at the end of this year, the
temporary payroll tax cut enacted in 2010 and emergency federal unemployment insurance (UI) are
among the most cost-effective at supporting the economic recovery without endangering efforts to
control long-term deficits and debt. Given the state of the economy, policymakers should extend
both of them for another year.
If the payroll tax cut ends abruptly as scheduled on December 31, the paychecks of the average
working family will shrink by roughly $1,000 over the course of 2013, putting downward pressure on
consumer spending when the economy remains vulnerable. Goldman Sachs estimates that this
alone would slow next year’s economic growth rate by 0.6 percent.1 Slower growth, in turn, would
put upward pressure on unemployment. For these reasons, Larry Summers, former director of the
National Economic Council under President Obama, stated last week that “this is not the right
moment to repeal the payroll tax cut.”2
Emergency UI benefits, delivered through the Emergency Unemployment Compensation (EUC)
program, have a particularly high “bang-for-the-buck.” Roughly 2 million people receive an average
of $300 per week in EUC benefits; abruptly ending the program at the end of the year would take
critical spending out of the economy. (While EUC originally allowed people to complete whichever
of the four benefit “tiers” they were in when the program expired, Congress’s latest extension of the
program calls for a “hard” cut-off that ends benefits immediately for all recipients at the end of
December.) Policymakers have created a temporary federal UI program in every major recession
since 1958 and have never allowed it to expire when the unemployment rate was higher than 7.2
percent.
The economic recovery is still struggling to gather momentum because demand for goods and
services has been growing too slowly. Weak sales growth has deterred businesses from creating jobs
1 On a Q4/Q4 basis. Joe Weisenthal, “GOLDMAN: A Significant Tax Hike Is Coming, And Neither Party Is Even
Talking About Stopping It”, Business Insider, October 9, 2012, http://www.businessinsider.com/goldman-on-fiscalretrenchment-2012-10.
2 Damien Paletta, “Summers Calls for Extending Payroll Tax Cut,” Wall Street Journal Washington Wire, October 11,
2012, http://blogs.wsj.com/washwire/2012/10/11/summers-calls-for-extending-payroll-tax-cut/.

and the unemployment rate remains too high.3 The payroll tax cut and emergency UI raise the
incomes of those who are likely to spend most of it: working families and unemployed workers.
Without these measures, spending would be lower and job creation would be weaker.
Both the payroll tax cut and the emergency UI program are emergency measures designed to
expire once the economy is stronger, and they should remain strictly temporary in nature. The cost
of emergency UI will fall as the economy recovers and state unemployment rates improve, since
fewer unemployed workers will need extended benefits. Because payroll tax receipts go into the
Social Security trust funds, some are understandably wary of any extension of the payroll tax cut.
However, offsetting contributions to the trust funds from general revenues have held the trust funds
harmless from the reduction in payroll taxes. This arrangement does not pose a danger as long as it
remains strictly temporary; the greater risk is the economic damage that an abrupt expiration would
cause.
Background
As part of a bipartisan agreement in late 2010 that extended expiring tax cuts and emergency
federal UI, policymakers replaced the Making Work Pay Tax Credit (targeted to low- and middleincome working households, who are most likely to spend additional increments of income) with a
two-percentage-point reduction in the employee share of the Social Security payroll tax, from 6.2
percent to 4.2 percent. The measure offset the loss of Social Security revenues with transfers from
other government accounts, so the Social Security Trust Fund was not affected. Policymakers later
extended the measure for 2012.
The non-partisan Urban-Brookings Tax Policy Center estimates that the average tax cut for
working families was $921 in 2012.4 Table 1 shows the impact on people in various illustrative
occupations.
Policymakers created the EUC program in June 2008 in response to the most recent recession.
When unemployment is high during recessions and in the early stages of recoveries while
unemployment remains high, the federal government has historically funded additional weeks of
emergency benefits for workers who have exhausted their regular state-provided UI benefits.
Policymakers have since extended EUC several times; under the most recent extension, which
reduced the maximum number of weeks of additional benefits available through the program, it is
scheduled to expire at the end of 2012.

Statement by Chad Stone, Chief Economist, on the September Employment Report, Center on Budget and Policy
Priorities, October 5, 2012, http://www.cbpp.org/cms/index.cfm?fa=view&id=3847.
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4 Tax Policy Center Table T12-0033,
http://www.taxpolicycenter.org/numbers/displayatab.cfm?Docid=3291&DocTypeID=1.
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Table 1

Impact of 2012 Payroll Tax Cut
Occupation
Cashier
Home health aide
Hairdresser
Truck Driver
Machinist
Plumber
Electrician
Nurse
Computer Programmer
Real Estate Broker
Marketing Manager

Average Salary5
$20,230
$21,820
$26,460
$39,830
$40,520
$51,830
$52,910
$69,110
$76,010
$83,830
$126,190

2012 Tax Cut
$405
$436
$529
$797
$810
$1,037
$1,058
$1,382
$1,520
$1,677
$2,2026

Source: Bureau of Labor Statistics, CBPP analysis.

Extension of the Payroll Tax Cut Has Received Little Attention But Would Deliver CostEffective Stimulus
While the House and Senate have debated extending various tax provisions set to expire at the
end of the year— most notably the income tax cuts first enacted in 2001 — neither party has
proposed to extend the payroll tax cut, in part or in full. This has raised concerns:


Jan Hatzius, chief economist for Goldman Sachs, noted last week that “We are surprised that
neither party has seriously challenged the case for near-term fiscal retrenchment. In particular,
the expiration of the $126bn payroll tax cut (1% of disposable income) is almost universally
accepted. This expiration alone is likely to shave 0.6 percentage point[s] from 2012 growth.”7



Larry Summers, former director of the National Economic Council under President Obama,
stated last week that “this is not the right moment to repeal the payroll tax cut” and “$120
billion put in the hands of middle-income families is $120 billion injected into the economy.”8

Indeed, despite all the attention paid to the high-income Bush tax cuts, the payroll tax cut is a
much better value as economic stimulus. Extending the high-income tax cuts would cost $83 billion
in 2013 but would expand the economy by only $40 billion that year, according to Mark Zandi of

5

Bureau of Labor Statistics 2011 National Occupational Employment and Wage Estimates,
http://www.bls.gov/oes/current/oes_nat.htm#45-0000. Figures are mean average annual wages in 2011. These
figures are used as a proxy for 2012 income to estimate the payroll tax effect.
6 The provision affects two percentage points of the employee share of the Social Security payroll tax. The amount of
wages subject to this tax is capped at $110,100 in 2012. This implies a maximum tax cut under the provision of $2,202.
7 Joe Weisenthal, “GOLDMAN: A Significant Tax Hike Is Coming, And Neither Party Is Even Talking About Stopping
It,” Business Insider, October 9, 2012, http://www.businessinsider.com/goldman-on-fiscal-retrenchment-2012-10.
8 Damien Paletta, “Summers Calls for Extending Payroll Tax Cut,” Wall Street Journal Washington Wire, October 11,
2012, http://blogs.wsj.com/washwire/2012/10/11/summers-calls-for-extending-payroll-tax-cut/.
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Moody’s economy.com.9 In other words, the
high-income tax cuts provide less than 50 cents
of economic boost per dollar of cost. (See
Figure 1.)

Figure 1
Payroll Tax Cut Delivers More Than Twice
The Economic Benefit of High-End Bush Tax
Cuts in 2013 for Only Modestly Greater Cost

As for the payroll tax cut, extending it in 2013
would cost $115 billion, and Zandi estimates
this would boost the economy by $100 billion
— which means the payroll tax cut’s economic
bang-for-the-buck is nearly twice that of the
upper-income tax cuts. The reason is simple:
much of the payroll tax cut goes to low- and
middle-income households, whose spending
rises more in response to increases in their
income than does wealthier people’s.10
Extending the emergency UI program
delivers even greater economic stimulus per
dollar of budgetary cost. Mark Zandi estimates
that at a cost of about $40 billion for 2013,
extending EUC would boost the economy by
$58 billion next year.11 Depending on the state
of the labor market at year-end and the specific
provisions in any extension legislation, the cost
could be less, but the bang-for-the-buck would
be the same.

*Bush income tax, capital gains, and dividend tax cuts on incomes
greater than $250,000 (married filing jointly) and $200,000
(single); estate tax parameters. Fiscal cost is current policy
compared to current law.
Source: Tax Policy Center based on Congressional Budget Office
and Joint Committee on Taxation estimates; Congressional
Research Service, based on Mark Zandi of Moody’s Economy.com.

Extending Measures Would Help Recovery But Pose No Long-Term Fiscal Risk
These realities suggest a policy approach that would balance short- and long-term economic and
fiscal factors. Allowing the high-end Bush tax cuts to expire would pose little near-term economic
risk and be a good first step toward addressing long-term deficits, because extending those tax cuts
would cost nearly $1 trillion over the next decade alone. Meanwhile, extending the payroll tax and
emergency UI benefits for one more year would provide cost-effective support for the economic
recovery but pose no long-term fiscal risk because both provisions would end, rather than becoming
permanent parts of the fiscal landscape.
Mark Zandi, “U.S. Macro Outlook: Policymakers Must Get It Right,” Moody’s Economy.com, July 16, 2012,
http://www.economy.com/dismal/article_free.asp?cid=232471&src=mark-zandi.
9

The Making Work Pay credit was even better targeted to low- and moderate-income families than the payroll tax cut
and therefore had even higher bang-for-the-buck.
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Mark Zandi, “U.S. Macro Outlook: Policymakers Must Get It Right”, Moody’s Economy.com, July 16, 2012,
http://www.economy.com/dismal/article_free.asp?cid=232471&src=mark-zandi. See Chad Stone, “To Avoid Fiscal
Cliff, Let Bush Tax Cuts Expire,” US News Economic Intelligence, October 11, 2012,
http://www.usnews.com/opinion/blogs/economic-intelligence/2012/10/11/to-avoid-fiscal-cliff-let-bush-tax-cutsexpire.
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