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CAMP-HATCH PROPOSAL WOULD HARM LONG-TERM
UNEMPLOYED AND WEAKEN RECOVERY
Fails to Require Improvements in State Unemployment Insurance Financing
by Michael Leachman, Hannah Shaw, and Chad Stone

Legislation from House Ways and Means Chairman Dave Camp and Senate Finance Committee
Ranking Member Orrin Hatch would rescind the federal government’s commitment to provide
unemployment insurance (UI) benefits through 2011 to Americans who have been out of work for
more than half a year and are still looking for a job. Their bill would both subject unemployed
workers and their families to hardship and, by reducing the purchasing power of the unemployed,
reduce the demand for the goods and services that businesses produce — slowing the economic
recovery and limiting job creation.
Moreover, their legislation does not take any steps to require, induce, or even encourage states to
shore up their cash-strapped UI systems for the longer term. It thus would leave those systems
highly vulnerable financially when the next recession hits.
The UI system is now under major stress. A majority of states have had to borrow from the
federal government during the current economic downturn to pay unemployment insurance
benefits, and they now face the substantial cost of repaying those loans, with interest. The first
interest payments are due in less than four months, by September 30, and in most states the first
principal payments are required early next year. Under federal UI law, taxes on employers are
increased automatically in states with outstanding loans, in order to finance the loan repayments.
Raising UI taxes too rapidly poses risks to an economic recovery still struggling to gain traction.
At the same time, however, state UI systems are in financial trouble largely because most states kept
their UI taxes artificially low in the years when the economy was stronger, before the recession hit.
States are supposed to build up their trust fund reserves when times are good so they have ample
funds to draw upon when the next recession hits, but most states failed to do that. Federal
policymakers should not give states new incentives to once again fail to build up adequate UI
reserves after the economy strengthens.
Unfortunately, the Camp-Hatch legislation (the Jobs, Opportunity, Benefits and Services Act of
2011, HR 1745) follows a misguided course in all of these areas. As noted, it would renege on the
federal government’s commitment to provide UI benefits for the long-term unemployed through
2011 and would instead transfer $31 billion — the amount the federal government is currently
estimated to spend on these benefits through the rest of the year — to the states, which would be

free to use the funds for a range of purposes. States could elect to use the funds to continue
providing benefits for the long-term unemployed, but they would be under no requirement to do so.
States would be permitted to stop providing these benefits altogether, even though the
unemployment rate now stands at 9.1 percent, and to use the funds to cut UI taxes on businesses
and/or to pay down their loans to the federal government.
The legislation also would lift a moratorium that currently prevents states from reducing their UI
benefit levels. Allowing states both to end UI benefits now for long-term unemployed workers and
to cut benefits for all unemployed workers who continue receiving benefits would increase hardship
for many jobless workers and their families. It also would withdraw purchasing power from the
economy at a time when the main cause of continued high unemployment and weak economic
growth is insufficient demand for the goods and services that businesses produce. The
Congressional Budget Office (CBO) has said that unemployment insurance helps preserve and
create jobs in a weak economy because it “adds to overall demand and raises employment over what
it otherwise would have been during periods of economic weakness.”1
In addition, the Camp-Hatch bill would leave the UI system vulnerable to the next economic
downturn. It does nothing to require or give incentives to states to shore up their UI systems; states
could accept the funding windfalls that the bill would confer on them while taking no action to
address their long-term UI financing problems. Such an approach would constitute a “moral
hazard” — it could lead states to believe they can continue to leave their UI systems heavily
underfunded and count on federal loans, followed by federal windfall funding transfers, to bail them
out in the future.
Federal policymakers can — and should — chart a different course, one that creates a longer-term
framework to help state UI systems prepare for the next recession, while limiting tax increases on
businesses over the next couple of years (giving the economic recovery time to gain strength) and
protecting UI payments for unemployed workers and their families.2
One such forward-looking proposal is the Unemployment Insurance Solvency Act of 2011 (S.
386), introduced by Senator Richard Durbin and a number of other senators. Unlike the CampHatch plan, the Durbin bill (which builds and improves upon a UI financing reform proposal in the
Obama 2012 budget) would both protect employers from federal UI tax increases and loan interest
payments in the next two years and create strong incentives for states to adequately fund their UI
systems in the future. Unlike Camp-Hatch, it would restore the health of state UI financing for
future recessions (and reward states already preparing properly for the future) while protecting
workers’ UI benefits from drastic and economically counterproductive cutbacks.
Also unlike the Camp-Hatch bill, the Durbin proposal would help reduce the federal deficit. 3
States hold their trust funds in federal accounts, so increases in state trust fund balances improve the
Congressional Budget Office, “Unemployment Insurance Benefits and Family Income of the Unemployed,”
November 17, 2010, http://www.cbo.gov/ftpdocs/119xx/doc11960/11-17-UnemploymentInsurance.pdf.
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See Michael Leachman, Andrew Stettner, et al., “Rebuilding the Unemployment Insurance System: A Deficit-Neutral
Plan That Limits Tax Increases and Maintains Benefits,” Center on Budget and Policy Priorities with the National
Employment Law Project, February 8, 2011, http://www.cbpp.org/files/2-9-11sfp.pdf.
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OMB has projected that the President’s proposal for UI solvency would reduce the deficit by $43 billion over ten years;
CBO estimates it would reduce the deficit by $36 billion over this period. CBO has not scored S. 386, but since the
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federal balance sheet. The Camp-Hatch proposal — which does not include measures to improve
state UI financing practices for the future— has virtually no deficit reduction impact.4
The Shift Away from "Forward-Funding"
Unemployment insurance is a joint federal-state program that helps eligible people who have been
laid off by replacing part of their wages on a temporary basis.5 States collect taxes from employers
and use the revenues to pay regular UI benefits to unemployed workers. The federal government
also collects a small tax (known as the FUTA tax) that goes into a federal UI trust fund. Money
from the trust fund is transferred to states to cover UI administrative costs, and states can borrow
from the trust fund if they do not have enough money to meet their obligation to pay benefits
during economic downturns. The federal government also steps in to provide emergency UI
benefits when unemployment is especially high during recessions and the early stages of recoveries.6
States also have their own UI trust funds, which they are supposed to build up during periods of
low unemployment and healthy economic growth and then draw upon in economic downturns to
pay up to 26 weeks of benefits to unemployed workers who lose their jobs through no fault of their
own.7 Unemployment payments sustain laid-off workers and their families, whose spending in turn
helps to support the economy at times when consumer demand is weak.
Since the deep 1981-82 recession, however, many states have discarded the fundamental
“forward-funding” premise of UI financing.8 States failed to rebuild adequate UI reserves during the
economic expansions that followed the recessions of 1990-91 and 2001 (see Figure 1), and they were
forced to borrow heavily from the federal government as their reserves ran out in the current deep
economic downturn.

Durbin proposal incorporates many of the same provisions included in the President’s proposal, it likely would also
reduce the deficit.
4 CBO estimates that the Camp-Hatch proposal would lower the deficit by only $400 million over ten years. See
Congressional Budget Office, “H.R. 1745: Jobs, Opportunity, Benefits, and Services Act of 2011,” May 23, 2011,
http://www.cbo.gov/ftpdocs/122xx/doc12208/hr1745.pdf.
5 See “Policy Basics: Unemployment Insurance,” Center on Budget and Policy Priorities, April 16, 2010,
http://www.cbpp.org/files/PolicyBasic_IntroToUI.pdf.
6 The additional weeks of temporary benefits made available to workers in the current economic downturn have been
fully funded by the federal government. For further information, please see Hannah Shaw and Chad Stone,
“Introduction to Unemployment Insurance,” Center on Budget and Policy Priorities, April 16, 2010,
http://www.cbpp.org/files/12-19-02ui.pdf.

The regular UI program typically provides up to 26 weeks of benefits to unemployed workers, though Massachusetts
and Montana offer more weeks during regular economic times and some states have recently reduced the maximum
duration of available benefits. These benefits are provided by the state in which the worker was most recently employed.
7

The Camp-Hatch bill and materials released with it misuse the term “forward funding” to describe the process of
taking away funds currently earmarked for the long-term unemployed and giving these funds immediately to states for a
broad range of possible uses. For more on the misappropriation of the term, see Michael Leachman, “ ‘Forward
Funding’ for Unemployment Insurance? Hardly,” Off the Charts, May 10, 2011.
http://www.offthechartsblog.org/%E2%80%9Cforward-funding%E2%80%9D-for-unemployment-insurance-hardly/.
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The primary reason that state UI
reserves did not recover is that
states, under pressure from some
business groups, kept UI taxes
artificially low even when economic
activity picked up. (Among
other things, they failed to
adequately adjust their taxable wage
base — the amount of a worker’s
earnings on which the UI tax is
levied — to account for inflation
and wage growth over time.) As a
result, the share of wages that are
subject to UI taxes has declined
sharply, as Figure 2 shows.9 States
in general have become less well
prepared for each successive
recession.

FIGURE 1:

States Have Failed to Rebuild Reserves After
Recent Recessions

In December 2007, when the
current economic downturn began,
total state UI trust fund reserves
equaled just 0.8 percent of total
Sources: CBPP analysis of data from Department of Labor; National
wages. By contrast, state reserves
Bureau of Economic Research
equaled 1.5 percent of wages prior
to the 2001 recession and 1.9
percent of wages prior to the 1990-91 recession.
With reserves so low, state UI systems were not adequately prepared for even a moderate
recession. They were even less well prepared for the Great Recession that began at the end of 2007.
States Were Unprepared for Last Recession, and Many Will Be Even Less Well Prepared for
The Next One
The recession that started in December 2007 was one of the longest, and by many measures the
most severe, since the Great Depression. The unemployment rate peaked at 10.1 percent — near its
post-World War II high — and has remained at or above 9 percent for most of the past two years.
Local sources of economic stress, such as very high foreclosure rates, have exacerbated economic
problems in a number of states.
9 The taxable wage base for the federal FUTA tax establishes the minimum wage base for UI taxes in the states. The
federal government has allowed this minimum to remain at $7,000 per worker since the early 1980s, without any
adjustment for overall wage growth. At the beginning of the recent recession in December 2007, the median state
taxable wage base was just $9,000, about half what it was in 1979, after adjusting for inflation. Since the recession struck,
some states have increased their taxable wage bases; the median wage base had increased to $12,000 at the beginning of
2011. Still, the median wage base remains well below historical standards (in inflation-adjusted terms), and many
borrowing states have yet to adjust their wage bases.

4

Most of the minority of states
that did prepare appropriately for
this recession (by building up
adequate UI trust fund balances
while the economy was healthy)
have had sufficient reserves with
which to pay benefits under their
regular state UI programs. When
the recession hit, some 17 states —
about one-third of the states — had
balances that met or exceeded the
Department of Labor’s standard for
UI trust fund adequacy.10 Only four
of these 17 states have needed to
borrow more than a small amount
from the federal UI trust fund. 11
(Three of these four states were hit
exceptionally hard by the bursting
of the housing bubble and the
economic downturn — Nevada,
Arizona, and Florida. The fourth
state is Vermont.)

FIGURE 2:

States Have Failed to Maintain Adequate
UI Tax Base

Sources: CBPP analysis of data from Department of Labor; National
Bureau of Economic Research

Of the 33 states that failed to
build up adequate reserves before
the recession, only four escaped insolvency. Altogether, the trust funds of 35 states became
insolvent at least temporarily in the face of high unemployment and consequently had to borrow
from the federal government to pay regular UI benefits. Some 28 of these states were still
borrowing as of June 7, 2011.
Of particular concern, an economic model we developed with the National Employment Law
Project projects that if states maintain their current UI tax and benefit policies, states (in the
aggregate) will not begin to move from repaying their federal loans to starting to build their UI
reserves until 2018,12 and about a dozen states will still be borrowing ten years from now.13

10 The Department of Labor considers a state UI trust fund adequately financed in a given year if its Average High Cost
Multiple (AHCM) is 1.0 or higher. The AHCM is calculated by dividing a state’s calendar year reserve ratio (i.e., its trust
fund balance as a percent of estimated wages for the most recent 12 months) by its three-year average high cost rate (i.e.,
the average of the three highest annual “benefit cost rates” — benefits paid as a share of total wages in taxable
employment — in the last 20 years or in a period including three recessions if that is longer than 20 years).

Two additional states among the 17, Hawaii and New Hampshire, borrowed a modest amount for a short period but
have since repaid their loans. Hawaii borrowed from December 2010 to April 2011; New Hampshire borrowed for four
months at the beginning of 2011.
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The average postwar recovery has lasted five years; the longest lasted ten years (from March 1991 to March 2001).
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When the next recession hits, those states that have not repaid their debt from today’s downturn
will have to borrow additional funds and be forced to go even deeper into debt in order to provide
basic UI benefits to unemployed workers. States in this position may need to borrow indefinitely
from the federal government. Unless they reform the financing of their trust funds, they could be
caught in a cycle of borrowing that they cannot repay between recessions, and ultimately their UI
systems — as we know them today — could be in jeopardy of collapse.
The model also predicts that, in addition to the dozen or so states that will enter the next
recession still in debt, another 18 states or so are likely to be so poorly prepared that they will return
to borrowing during the next recession even if that recession is a relatively mild one. In total, about
30 states are likely to be unprepared to make basic UI payments to unemployed workers in the next
recession without borrowing, or borrowing more, from the federal government — even if that
recession does not strike for another ten years — unless their financing policies are reformed.
Loans Are Coming Due
Current law requires the federal government to recoup unpaid balances on the loans it has made
to state UI trust funds. If a state does not pay back these loans in full within roughly two years, the
federal government raises the annual federal UI tax on employers (known as the FUTA tax) in the
state by $21 per employee and applies the resulting revenue toward reducing the state’s loan
balance.14 That deadline for repaying UI loans for most states that have borrowed during the
current downturn is November 10, 2011.15 Businesses in states that do not meet this deadline will
see their FUTA taxes rise beginning in early 2012.
Under the law, if the $21 increase proves insufficient — as it will in the vast majority of states —
to pay back the state’s loan in the first year this tax increase is in effect (i.e., by November 2012 in
most states), the FUTA tax will increase by another $21 per employee beginning in early 2013 (in
most borrowing states, the total increase from current levels would be $42 per employee by early
2013). The tax will continue to increase by $21 increments in subsequent years until a state’s loan is
repaid.
Even as the federal government increases FUTA taxes to recoup the loans, states will continue to
need to rely on their own UI taxes to finance the payment of regular UI benefits, and the number of
beneficiaries will continue to be unusually large as long as the economy remains weak and

The FUTA tax increase is technically imposed by reducing a credit against FUTA taxes that employers would
otherwise receive. The stated FUTA tax rate is 6.2 percent, but employers in states that comply with federal UI
regulations receive a 5.4 percent credit against their tax, resulting in a 0.8 percent effective rate (the tax is applied only to
wages up to a certain threshold, which is known as the “taxable wage base”). To recoup the loans, the federal
government gradually reduces the size of the credit. Generally the credit is reduced by 0.3 percent each year until the
loan is repaid. Since the FUTA taxable wage base is $7,000 per employee, a 0.3 percent credit reduction is equivalent to
an annual tax increase of $21 per employee.
14

Businesses in Michigan, for example, saw their FUTA taxes increase by $21 per employee last year; this year, the tax is
increasing to $42 per employee (above what employers would normally pay in FUTA taxes). The FUTA tax increased
for businesses in two additional states — Indiana and South Carolina — this year. The tax will increase by $21 next year
for businesses in 21 states if their trust funds are still insolvent on September 30, 2011.
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6

unemployment remains high. As mentioned above, states will also need to raise taxes to build
adequate reserves to prepare for the next recession.
Moreover, these FUTA tax increases do not cover the interest that states must pay on these loans.
The first interest payments are due on September 30 of this year. About two-thirds of states that
have taken loans are planning to assess special taxes on businesses to finance the interest payments.16
The rest plan to finance these payments through other means, such as using general funds or issuing
bonds.17
Responsible Solvency Plan Should Limit Near-Term Employer Tax Increases and Protect UI
Benefits
Although the Great Recession technically ended in June 2009, economic growth remains slow,
and the labor market faces a long and difficult climb out of the jobs hole the recession created.
While the private sector has created an average of over 140,000 jobs a month in the past 15 months,
job growth will have to be much stronger to reduce the unemployment rate significantly.18
And if combined federal and state UI taxes rise too sharply while the economy remains weak, that
could further impede economic recovery by discouraging some businesses from hiring.
The challenge before policymakers thus is to develop a plan that:
1. Puts states on a course to rebuild adequate trust funds for future recessions;
2. Limits the necessary tax increases for businesses, especially in the near term while the
economy remains weak; and
3. Protects UI payments for workers and their families.
The Camp-Hatch proposal fails to meet these criteria, as the next section of this analysis indicates,
while a proposal from Senator Durbin satisfies these three criteria, as the section after that explains.
Camp-Hatch Proposal Is Seriously Flawed
The Camp-Hatch proposal neither protects UI payments for workers and their families nor
assures that states will prepare better for future recessions. While it almost certainly would result in

16 In about a dozen of the borrowing states, state law requires special business assessments to pay loan interest. In at
least three states, these assessments have already been levied, but most are due between now and September 30.
17

A small number of states have not yet determined how they will pay the interest due on September 30.

The economy would have to create almost 300,000 jobs a month, on average, for the next two years just to return to
the December 2007 level of employment — and even more to restore full employment, since the U.S. population and
the potential labor force are now larger. Most forecasters expect the economy to grow much more slowly than that,
especially as the stimulus from the Recovery Act winds down.
18
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some tax relief for employers, businesses in a number of states would still be required to pay higher
FUTA taxes next year, when the economy is expected to remain weak.
The proposal also would renege on the federal government’s promise of UI benefits this year for
the long-term unemployed. Instead, it would transfer $31 billion — the amount the federal
government currently is estimated to spend on these benefits through the end of the year — to the
states, which could use these funds for other purposes.
Even in states that did use the funds to continue providing benefits for the long-term
unemployed, the funds could prove insufficient, forcing a number of those states to curtail benefits.
(See the box on page 9.)
Moreover, states would be allowed to stop providing UI benefits to long-term unemployed
workers altogether and to use the money to pay for regular UI benefits (in order to cut or keep from
increasing business taxes), pay down their federal UI loans, deposit the money in their trust funds, or
finance various employment services. The legislation would also lift a moratorium that currently
prevents states from cutting UI benefit levels.
Leaving State UI Systems Vulnerable in Next Downturn
Camp-Hatch would let states that failed to prepare adequately for the recession off the hook. It
would grant them large sums without requiring them to strengthen their UI financing systems for
the future and prepare adequately for the next recession. Many states would likely accept their
federal windfall while continuing to ignore their long-term financing problems.19
Ten states in debt to the federal government would receive enough federal funding under CampHatch to pay back their outstanding balances in their entirety.20 The remaining 18 states that
currently have outstanding loans would be able to pay off part, but not all, of their debt; businesses
in those states would remain subject to FUTA tax increases in the next couple of years to cover the
remainder of their state’s debt, despite the weak state of the economy.
States also could deposit the money in their UI trust funds, where it could be used to pay regular
UI benefits for the unemployed. Shoring up trust fund balances in this way would reduce the taxes
that businesses will otherwise have to pay over the next few years. But it would do nothing to
rebuild states’ trust funds for future recessions and would fail to address the underlying weaknesses
in UI financing that mark many states’ systems. In fact, since the plan could encourage some states
to cut their UI taxes, it could leave them even less prepared for the next recession.
19 The Camp-Hatch proposal even encourages additional short-term borrowing by halting the implementation of new
Department of Labor rules that restrict states with poorly funded systems from taking short-term “cash flow” loans
interest-free. The Department of Labor promulgated the new rules because some states repeatedly abused the shortterm borrowing system to keep business taxes artificially low, leaving these states unprepared when the next recession
hits.

Comparison of state UI trust fund loan balances and the distribution of the funding under the Camp-Hatch proposal
shows that ten states would receive more than enough to pay off their loans. For trust fund balances, see the
Department of Labor website (http://www.ows.doleta.gov/unemploy/budget.asp#tfloans); for the distribution of
funds under Camp-Hatch, see the Ways and Means Committee website
(http://waysandmeans.house.gov/UploadedFiles/JOBS_Act_2011_State_Shares.pdf).
20
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Camp-Hatch Would Require Some States to Use Their Own Funds to
Continue Benefits for Long-Term Unemployed
Materials released with the Camp-Hatch proposal assert that under the plan, states could continue
to provide benefits for the long-term unemployed “and have all the money they need to do so.”*
This is not necessarily true. Not only could the total amount allocated to states be insufficient, but
the formula used to distribute the funds among states likely undercompensates those states that are still
struggling to recover from the recession, while overcompensating states that are recovering more rapidly.
The amount allocated to states — $31 billion — is based on the Congressional Budget Office’s
estimate of projected need and therefore reflects certain assumptions about national economic
conditions through the end of the year. If the need for benefits among the long-term unemployed
turned out to exceed current expectations, that amount would be too low.** In that case, the funds
allocated to states would be insufficient to pay the benefit to all who previously would have been
eligible, but no additional federal funds would be forthcoming.
The distribution of funds is based on past economic conditions, so some states would inevitably
receive less than they would need even if the total amount of funds proved sufficient nationally. The
bill would allocate each state’s share of the $31 billion based on that state’s share of the federal
emergency benefits (both Emergency Unemployment Compensation and Extended Benefits) paid
over the previous 12 months. The relative need in each state over the next half year, however, will
not be identical to what it was over the past 12 months. As a result, some states would receive less
than they needed to continue providing the benefits promised to the long-term unemployed, while
other states could receive more than needed for that purpose.*** States receiving less than they
needed would be forced to use their own funds if they wished to continue providing the benefits.

____________________________
See Ways and Means Committee, “Highlights of the JOBS Act,” May 5, 2011,
http://waysandmeans.house.gov/UploadedFiles/JOBS_Act_2011_Highlights.pdf.

*

** The cost estimate notes that the total amount transferred to states in the Camp-Hatch proposal would be
slightly less than the amount CBO projects states will spend on EUC and EB under current law. On net, CBO
found that the proposal would slightly reduce the deficit. See Congressional Budget Office, “H.R. 1745: Jobs,
Opportunity, Benefits, and Services Act of 2011,” May 23, 2011,
http://www.cbo.gov/ftpdocs/122xx/doc12208/hr1745.pdf.

See letter from Jane Oates, Assistant Secretary of Labor, to Representative Sander Levin, May 26, 2011,
http://democrats.waysandmeans.house.gov/media/pdf/112/26May_Levin_Labor_Letter.pdf.
***

Impeding Economic Recovery and Increasing Hardship
Allowing states to divert funding for UI benefits for the long-term unemployed to other purposes
would have adverse effects on both workers and the economy. The economy continues to need the
boost that federal emergency UI benefits provide, and workers struggling to find jobs in a tough
labor market continue to need assistance. The Congressional Budget Office (CBO) has found that
UI is one of the most effective measures available for preserving and creating jobs in a weak
economy.21

21 Congressional Budget Office, “Policies for Increasing Economic Growth and Employment in 2010 and 2011,”
January 2010, Table 1, p. 18.
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If states instead use the money to keep business taxes lower, either by paying off their loans or
depositing the money in their trust funds, that would do less to give the economy the short-term
boost it needs.22
Moreover, the Camp-Hatch provision to lift the moratorium that restricts states from cutting
benefit amounts likely would lead some states to cut benefits this year, reducing the income of
unemployed workers and further impeding the economic recovery.
It should be noted that a stunning 45 percent of the workers now unemployed have been out of
work for more than 26 weeks. This is a far higher percentage than during or following any previous
recession, with the data going back to 1948. Allowing states to take away a crucial source of income
for millions of unemployed workers would increase hardship for workers and their families.
In summary, the Camp-Hatch proposal could limit some tax increases on businesses in the short
term, but it fails to meet the other two key criteria discussed above: it neither puts states on a path
to UI solvency nor protects UI benefits for unemployed workers.
A More Forward-Looking Approach
Policymakers have better options. Congress can create a framework to help states prepare for the
next recession, while limiting tax increases on businesses over the next couple of years and
protecting UI benefits for workers and their families.23 One such forward-looking proposal is the
Unemployment Insurance Solvency Act of 2011, S. 386, which Senate Majority Whip Richard
Durbin and other senators recently introduced.
That measure would allow employers to entirely avoid both federal UI tax increases and state tax
increases to finance loan interest payments over the next two years, when the economy is expected
to remain weak, while putting states on a path toward long-term solvency. It would do so by
allowing states to have part of their current federal loans forgiven, which would save employers as
much as $37 billion in federal unemployment taxes over the next few years — but only in exchange for
adequate state action to rebuild their UI financing systems so they are better prepared for future
recessions. It would also provide rewards, including a federal tax cut, for businesses in states that
adequately fund their UI systems, as a further incentive for such state action.
The Unemployment Insurance Solvency Act also would protect unemployed workers and their
families; unlike the Camp-Hatch plan, it would not disrupt the federal UI benefits being provided
this year to the long-term unemployed or allow immediate cuts in UI benefit levels. And by helping
to ensure that state trust funds are adequate, it would help sustain consumer demand in future
downturns.

22 In the longer run, employers try to pass the cost of UI taxes on to their employees in the form of smaller wage
increases, but as the intense opposition from businesses to these taxes attests, businesses probably absorb most of the
costs in the short run.
23
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Finally, it would take these steps in ways that would reduce the federal budget deficit.24 That’s
because once the economy is stronger, states would need to build up their trust funds in preparation
for the next recession. Because states hold their trust funds in federal accounts, any increase in state
trust fund balances improves the federal balance sheet. Since the increase in UI trust fund balances
would exceed the cost of forgiving a portion of states’ loans, the plan overall would reduce the
federal budget deficit.
Conclusion
Policymakers need to develop a plan to relieve the stress on state UI trust funds. But allowing
states to pay down their loans without requiring them to better finance their systems in the future
would not be responsible policy. And financing such assistance to states by taking money away
from the long-term unemployed, and thereby increasing the drag on the current weak economy,
would be especially ill-advised.
There are much sounder approaches. In particular, the Unemployment Insurance Solvency Act
would help restore the UI system’s long-term financial health while protecting employers from tax
increases now while the economy is weak and sustaining UI payments for the unemployed.

OMB has projected that the President’s proposal for UI solvency would reduce the deficit by $43 billion over ten
years; CBO estimates it would reduce the deficit by $36 billion over this period. CBO has not scored S. 386, but since
the Durbin proposal incorporates many of the same provisions included in the President’s proposal, it likely would also
reduce the deficit .
24

In contrast, CBO estimates that the Camp-Hatch proposal would have virtually no deficit reduction impact, lowering the
deficit by only $400 million over ten years. See Congressional Budget Office, “H.R. 1745: Jobs, Opportunity, Benefits,
and Services Act of 2011,” May 23, 2011, http://www.cbo.gov/ftpdocs/122xx/doc12208/hr1745.pdf.
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