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Introduction to Unemployment Insurance 
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The federal-state unemployment insurance system (UI) helps many people who have lost their 

jobs by temporarily replacing part of their wages while they look for work.  Created in 1935, it is a 
form of social insurance in which taxes collected from employers are paid into the system on behalf 
of working people to provide them with income support if they lose their jobs.  The system also 
helps sustain consumer demand during economic downturns by providing a continuing stream of 
dollars for families to spend. 

 
The basic unemployment insurance program is run by the states, although the U.S. Department of 

Labor oversees the system.  The basic program in most states provides up to 26 weeks of benefits to 
unemployed workers, replacing about half of their previous wages, on average.  States provide most 
of the funding and pay for the actual benefits provided to workers; the federal government pays only 
the administrative costs.  Although states are subject to a few federal requirements, they are generally 
able to set their own eligibility criteria and benefit levels.  

 
The permanent Extended Benefits (EB) program typically provides an additional 13 or 20 weeks 

of compensation to jobless workers who have exhausted their regular benefits in states where the 
unemployment situation has worsened dramatically (regardless of whether the national economy is 
in recession).  The total number of weeks available depends on a state’s unemployment rate and its 
unemployment insurance laws.  Normally the federal government and the states split the cost of EB, 
but the 2009 Recovery Act authorized temporary full federal funding, which continued through 
2013. 

 
During recessions and while unemployment remains high during recoveries, the federal 

government has historically created temporary, wholly federally funded programs providing further 
weeks of benefits.  The most recent such program, Emergency Unemployment Compensation 
(EUC), ran from June 2008 through December 2013.  (Efforts to enact a further temporary 
extension have so far been unsuccessful.)  Some states also may offer additional benefits under 
separate state-funded programs.   

 
Temporary federal programs implemented during recessions are fully federally funded.  However, 

the length and depth of the protracted economic slump following the 2007-2009 Great Recession 
has exacerbated serious solvency problems in most states’ regular UI programs that they have not 
yet addressed. 
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The following analysis explains: 
 

 the structure and goals of the UI system; 

 who is eligible for unemployment insurance;  

 what kind of benefits are available; 

 what additional benefits are available during economic downturns; 

 how unemployment insurance is funded and current solvency issues; and 

 how unemployment insurance affects the economy. 

 

The Structure and Goals of the UI System 

UI is a joint federal-state system that features extensive state flexibility.  As Franklin D. 
Roosevelt’s Committee on Economic Security, which provided the basic blueprint for what would 
become the Social Security Act, stated, “The States shall have broad freedom to set up the type of 
unemployment compensation they wish.”1 

 
Federal requirements for state UI systems are minimal and are designed to ensure both that UI 

provides a basic level of protection for eligible workers and that the program serves as a 
macroeconomic stabilizer in times of economic weakness.  Federal law defines unemployment 
compensation as “cash benefits payable to individuals with respect to their unemployment”2 and lays 
out a few basic requirements, principally the following two: 

 

 “all money withdrawn from the unemployment fund of the State shall be used solely in the 
payment of unemployment compensation”;3 and 

 states cannot impose excessively burdensome “methods of administration” that block access 
for otherwise eligible individuals.4 

 
These requirements ensure that states maintain programs that offer a basic level of protection to 

workers with a sufficient employment record and who lose their jobs through no fault of their own.  
Within these basic protections, states are free to choose and adjust employer tax rates, benefit levels 
and duration, and eligibility criteria, such as the extent and duration of prior employment necessary 
to qualify for benefits.5 

  

                                                 
1 Frances Perkins, “Report to the President of the Committee on Economic Security,” Committee on Economic 
Security, 1935, http://www.ssa.gov/history/reports/ces.html. 

2 Section 3306(h) of the Federal Unemployment Tax Act. 

3 Section 3304(a)(4) of the Federal Unemployment Tax Act. 

4 Section 303(a)(1) of the Social Security Act. 

5 For a comparison of state UI laws and significant provisions see Department of Labor, Employment and Training 
Administration, “Comparison of State Unemployment Laws,” http://ows.doleta.gov/unemploy/comparison2014.asp.  

http://www.ssa.gov/history/reports/ces.html
http://ows.doleta.gov/unemploy/comparison2014.asp
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Who Is Eligible for Unemployment Insurance? 

To qualify for unemployment insurance benefits, a person must: 
 

(1) have lost a job through no fault of his or her own; 

(2) be “able to work, available to work, and actively seeking work;” and 

(3) have earned at least a certain amount of money during a “base period” prior to becoming 
unemployed.   

 
States vary considerably in how they apply these general criteria.  For example, some states do not 

cover part-time workers unless they are willing to take a full-time job, while other states allow these 
workers to qualify even if they are seeking another part-time job.  Also, states have some choice 
about the base period of employment used to determine eligibility.6  

 
Since the late 1950s, fewer than half of unemployed workers have actually received unemployment 

insurance, except during recessions.7  To be sure, unemployment insurance is not designed to cover 
all unemployed workers; it does not cover people who leave a job voluntarily, people looking for 
their first job, and re-entrants who previously left the labor force voluntarily.  But the growing 
percentage of unemployed workers who meet the basic criteria described above yet fail to satisfy 
their state’s eligibility criteria — often established decades ago (in a very different labor market) — 
has made it harder for UI to fulfill its mission. 

 
In 1994, President Clinton and congressional leaders appointed a bipartisan Advisory Council on 

Unemployment Compensation to address these problems.8  The commission identified a number of 
serious problems with UI eligibility and other rules and recommended a series of reforms.  While 
some states instituted some of the reforms, the federal government made no comprehensive effort 
to consider the recommendations until very recently.  The 2009 Recovery Act made $7 billion 
available through 2011 to states that modernized their unemployment insurance law to expand 
eligibility; 38 states plus Washington, D.C., Puerto Rico, and the U.S. Virgin Islands received federal 
funds under this provision.   

 

What Benefits Does Unemployment Insurance Provide? 

Workers receive unemployment benefits from the state where they were employed, even if they 
reside in a different state.  When someone applies for benefits — typically over the phone or online 
— the state determines whether the person is eligible and the amount of benefits for which he or 

                                                 
6 The “standard base period” is the first four of the last five completed calendar quarters at the time the person files for 
benefits, but states can adopt an “alternative base period” consisting of the four most recent complete calendar quarters. 

7 The share was less than 40 percent prior to the start of the Great Recession; it went much higher as job losses mounted 
through the 2009-2010 winter but subsequently receded to about 40 percent by the end of 2013.  The rate goes up in 
recessions because those who have lost their jobs account for a larger fraction of the unemployed and because people 
unemployed for 27 weeks or longer may continue to receive benefits through temporary, federally funded programs.  
With the lapse of temporary federal benefits at the end of 2013, the rate fell to under 30 percent over the first half of 
2014. 

8 This blue-ribbon panel headed by former Bureau of Labor Statistics Commissioner Janet Norwood conducted an 
extensive review and made recommendations for improving the UI system in a number of areas, including eligibility and 
trust fund solvency. 
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she qualifies.  The benefits provided to any particular individual will vary in two respects:  the 
number of weeks that they last and their weekly dollar amount. 

 
Number of weeks.  While some states simply provide the same number of weeks of benefits to all 

unemployed workers, most states vary the number of weeks according to the amount of a worker’s 
past earnings, whether the worker had earnings in each of the four calendar quarters that make up 
the base period, and how evenly those earnings were distributed over the base period.   

 
In most states, workers are eligible for a maximum of 26 weeks,9 although many UI recipients 

qualify for fewer than the maximum number of weeks because of uneven earnings or a brief work 
history.  In normal economic times, most workers find new jobs before using the maximum number 
of weeks available; before the recession that began in December 2007, the average duration of 
benefits for UI recipients was 15 weeks.10 

 
Dollar amount.  The average unemployment benefit is a little more than $300 per week.  However, 

individual benefit levels vary greatly depending on the state and the worker’s previous earnings.  In 
addition, in several states, workers receive higher benefits if they have dependents.   

 
State laws typically aim to replace about half of a worker’s previous earnings up to a maximum 

benefit level.  The maximum state-provided benefit in 2014 ranges from $133 in Puerto Rico and 
$235 in Mississippi (the lowest for a state) to $679 ($1,019 with dependents) in Massachusetts.11  
Because the benefit is capped, UI benefits replace a smaller share of previous earnings for higher-
wage workers than lower-wage workers.  In 2013, the most recent year for which data are available, 
the average UI recipient nationwide got a benefit that replaced 46.6 percent of his or her earnings, 
but that “replacement ratio” ranged from 33.9 percent in Alaska to 54.3 percent in Hawaii.12   
 

What Additional Benefits Are Available During Economic Downturns? 

Three types of programs can potentially provide extra weeks of benefits to workers in states 
where unemployment has increased significantly:  (1) temporary federal programs that Congress 
generally establishes during national economic downturns; (2) the permanent federal-state Extended 
Benefits (EB) program, which is available to hard-hit states even when the national economy is not 
performing poorly; and (3) additional temporary or permanent programs that states sometimes put 

                                                 
9 Eight states offer fewer than 26 weeks of benefits:  Michigan (20 weeks), Missouri (20), South Carolina (20), Arkansas 
(25), Florida (12 to 23 weeks depending on the unemployment rate), Georgia (12 to 20 weeks depending on the 
unemployment rate), North Carolina (12 to 20 weeks depending on the unemployment rate), and Kansas (16, 20, or 26 
weeks depending on the unemployment rate).  Two states offer more than 26 weeks:  Montana (28) and Massachusetts 
(30, only when federal emergency benefits are not in effect). 

10 Data from U.S. Department of Labor Employment and Training Administration’s Unemployment Insurance 
Chartbook, http://workforcesecurity.doleta.gov/unemploy/chartbook.asp. 

11 Department of Labor Employment and Training Administration, “Comparison of State Unemployment Laws: 
Monetary Entitlement,” https://ows.doleta.gov/unemploy/pdf/uilawcompar/2014/monetary.pdf. 

12 Data available at http://workforcesecurity.doleta.gov/unemploy/docs/repl_FY13.txt.   

 

http://workforcesecurity.doleta.gov/unemploy/chartbook.asp
https://ows.doleta.gov/unemploy/pdf/uilawcompar/2014/monetary.pdf
http://workforcesecurity.doleta.gov/unemploy/docs/repl_FY13.txt
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in place.13  The dollar amount of additional benefits an individual receives is typically the same as his 
or her regular state benefits and the duration is based on the duration of those regular benefits.14    

 
Temporary emergency federal benefits.  When unemployment is high during recessions and in the early 

stages of recoveries, the federal government has historically funded additional weeks of emergency 
benefits for workers who have exhausted their regular state-provided UI benefits.  In response to 
the recent Great Recession, lawmakers enacted the Emergency Unemployment Compensation 
(EUC) program.  At its peak, EUC provided up to 34 weeks of emergency federal benefits in all 
states and up to 53 weeks in states with unemployment rates of 8.5 percent or higher.   

 
With long-term unemployment at unprecedented levels in the wake of the Great Recession, 

policymakers extended the program past its scheduled expiration date several times.  They did, 
however, reduce the maximum number of weeks available in February 201215 (see Table 1) and then 
allowed the program to expire altogether at the end of 2013.  (Efforts to restore the program in 2014 
have foundered.) 

 
The permanent Extended Benefits program.  Congress enacted the EB program in 1970 to provide 

additional weeks of benefits to workers in high-unemployment states who have exhausted their 
regular, state-provided UI benefits.  Normally, the federal government and the states split the cost of 
EB equally.  However, the federal government began to fully fund the program on a temporary basis 
following enactment of the Recovery Act in February 2009.  States resumed responsibility for their 
half of the funding in 2014. 

 
A state must provide up to 13 weeks of EB when the insured unemployment rate (IUR)16 — the 

number of UI recipients as a percentage of the total number of people working in jobs in which they 
would potentially be eligible for UI17 — reaches at least 5 percent and if the IUR is at least 20 
percent higher than it was during the same period in each of the previous two years.18  

 
 

                                                 
13 For current information on the maximum number of weeks UI benefits are available in each state, please refer to 
“Policy Basics: How Many Weeks of Unemployment Compensation Are Available?” Center on Budget and Policy 
Priorities, http://www.cbpp.org/files/PolicyBasics_UI_Weeks.pdf.  

14 The Recovery Act temporarily increased weekly benefit amounts by $25 a week for all UI recipients.  This Federal 
Additional Compensation was available for individuals receiving UI from February 2009 until December 2010 
(individuals who claimed UI after May 27, 2010 were not eligible for the increased benefits, but those who had entered 
the system prior to this date received the extra $25 until December 2010). 

15 See Hannah Shaw and Chad Stone, “Conference Agreement Far Better For Unemployed Workers and UI System 
Than Original House Bill,” Center on Budget and Policy Priorities, February 17, 2012, 

http://www.cbpp.org/cms/index.cfm?fa=view&id=3686. 

16 The maximum duration of EB is the lower of 13 weeks or half of the duration of regular benefits.  Therefore, the 
maximum duration of EB in states that have cut the duration of regular benefits is less than 13 weeks (e.g., 10 weeks are 
available in a state with a maximum of 20 weeks of regular benefits). 

17 Most workers in the United States — 81.9 percent of the civilian labor force in 2010 — work in jobs in which they are 
eligible for UI (i.e., their employers are required to contribute money to the federal unemployment program).  However, 
employees of certain non-profit organizations, state and local governments, certain agricultural labor and some domestic 
services, as well as individuals who are self-employed, are not eligible for federal unemployment compensation. 

18 Technically the measure used is the average insured unemployment rate (IUR) over the preceding 13 weeks. 

http://www.cbpp.org/files/PolicyBasics_UI_Weeks.pdf
http://www.cbpp.org/cms/index.cfm?fa=view&id=3686
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States can also adopt optional triggers based on their total unemployment rate (TUR) — the 
number of unemployed people as a percentage of the total labor force (both employed and 
unemployed).19  Under these optional triggers, states can offer up to 13 or 20 weeks of EB if the 
TUR reaches certain thresholds (see Table 1) and is at least 10 percent higher than in the same 
period in either of the two preceding years.  The optional triggers are more likely to activate EB than 
the IUR trigger, and many states that did not already have the optional triggers in place adopted 
them to take advantage of Recovery Act funding.20   

 
The “look back” provision in the EB program — the requirement that a state’s unemployment 

rate not only exceed certain thresholds but be significantly higher than in previous years — did not 
anticipate a recession in which large numbers of states would experience as protracted a period of 
very high unemployment as occurred in the Great Recession.  Facing a prolonged economic slump, 
Congress accorded states the option of temporarily adopting a three-year “look back” in 2010, 
which many did.  This provision was in effect through the end of 2013, although most states have 
not satisfied even that look-back requirement since 2012. 

 
Before 2012, states with high unemployment rates that adopted the optional EB triggers provided 

a maximum of 99 weeks of UI (26 weeks of regular, 53 weeks of EUC, and 20 weeks of EB).  For all 
practical purposes that number fell to 73 weeks (26 weeks of regular UI and 47 weeks of EUC, and 
that only in a couple of states with unemployment of at least 9 percent) in 2013. 

 

                                                 
19 Technically the measure used is the average total unemployment rate (TUR) over the preceding three months. 

20 Many of the states that adopted optional triggers made them contingent on full federal funding of EB; in 2014 only 11 
states had the optional trigger in law.  

 

Table 1 

Additional Weeks of Unemployment Benefits Available, 2013 

Program and Unemployment Rate Threshold Additional Weeks  

Emergency Unemployment Compensation (EUC)*   

 Less than 6 percent 14  

 at least 6 percent, but less than 7 percent 28  

 at least 7 percent, but less than 9 percent 37  

 at least 9 percent 47  

Extended Benefits (EB)**   

 at least 6.5 percent, but less than 8 percent 13  

 at least 8 percent 20  

* EUC is not currently in effect 

** These unemployment rates apply to states that have enacted the optional trigger and that also satisfy the look-back 

provision described in the text. 

Note:  States that offer fewer than 26 weeks of regular benefits have proportionally fewer federal benefits available for 

those who file for UI. 
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State programs.  During some downturns, some states have used their own funds to provide 
additional weeks of benefits to jobless workers who exhaust all other forms of unemployment 
benefits.  Some states also have permanent programs that provide additional benefits, but very few are 
currently in effect, generally because of flawed triggers or inadequate funds. 

 
Work sharing.  UI is designed to provide financial assistance to workers who lose their jobs 

through no fault of their own.  An alternative approach — known as work sharing or short-time 
compensation — avoids layoffs and the potential for temporary unemployment spells to turn into 
long-term unemployment by allowing employers to set up suitable arrangements in which employers 
reduce the hours of a larger number of workers, who can then apply for UI to replace some of their 
lost earnings.  Work sharing appears to have held down unemployment in Germany during the 
Great Recession and 2012 legislation expanded the U.S. work-sharing program.21  Despite its 
attractiveness as a way to reduce layoffs and long-term unemployment, work sharing has yet to 
become widely embraced in the United States. 
 

How Is Unemployment Insurance Funded? 

 

UI Taxes 

The basic UI system is funded by taxes that employers pay on behalf of their employees.22  While 
technically employers pay both the federal and state taxes, economists generally regard the tax as 
falling on workers on the theory that the dollars employers pay in tax would otherwise go into 
workers’ paychecks.  

 
States levy taxes on employers to finance regular UI benefits for unemployed workers (the federal 

government typically picks up the full tab for temporary emergency UI benefit programs such as 
EUC).  The federal government also levies a UI tax on employers, under the Federal Unemployment 
Tax Act (FUTA), to finance the administration of state UI programs.  This tax also supports the 
account that has been used to pay for extended weeks of benefits during most recessions23 and the 
fund from which states can borrow when necessary to pay regular state UI benefits.24   

 
The federal tax is equal to 0.6 percent of the first $7,000 paid annually to each employee.25  This 

tax is regressive; because most workers earn more than $7,000 per year, they are effectively paying 
the same flat tax of $42 per year regardless of income.  FUTA taxes thus represent a much smaller 
share of the wages of high-wage workers than low-wage workers. 

                                                 
21 Neil Ridley and George Wentworth, “A Breakthrough for Work Sharing,” Center for Law and Social Policy and 
National Employment Law Project, April 2012, http://www.nelp.org/page/-
/UI/2012/BreakthroughForWorkSharing.pdf?nocdn=1. 

22 State UI taxes are explicitly deducted from employees’ pay in Alaska, New Jersey, and Pennsylvania. 

23 These are funded out of general Treasury funds, as EUC was. 

24 In the Great Recession, however, states’ borrowing for their UI programs has far exceeded the available federal UI 
trust fund reserves, and the federal trust fund is borrowing, in turn, from the U.S. Treasury to make the loans to the 
states. 

25 Technically, the gross FUTA tax rate is 6.0 percent, but states with UI programs approved by the Department of 
Labor and no delinquent loans from the federal trust fund receive a 5.4 percent credit, making the effective tax rate 0.6 
percent.  An additional 0.2 percent FUTA surtax was established in 1982 — raising the per-employee federal UI tax rate 
to 6.2 percent ($56 on the first $7,000 paid) — but Congress allowed it to lapse in July 2011. 

http://www.nelp.org/page/-/UI/2012/BreakthroughForWorkSharing.pdf?nocdn=1
http://www.nelp.org/page/-/UI/2012/BreakthroughForWorkSharing.pdf?nocdn=1


8 

 

If, in better economic times, federal trust fund balances grow large enough, the law stipulates that 
additional transfers be made automatically to the states.26  These “Reed Act” transfers (named after 
the 1954 legislation establishing this policy) go directly into state unemployment trust funds.  States 
can use this money only for unemployment insurance but are not required to use it to improve or 
expand their UI benefits. 

 
  The state UI tax is levied not on a firm’s entire payroll but rather on an initial dollar amount, 

called the taxable wage base, of each employee’s earnings.  The minimum taxable wage base that a 
state can use is $7,000 per employee.  This minimum taxable base is by law the same as the taxable 
wage base for the federal UI tax and has not been increased since 1983.27  The median state taxable 
wage base in 2012 was $12,000.28 

 
An employer’s tax paid per employee is determined by the taxable wage base and the tax rate.  

Each employer’s tax rate is determined by its “experience rating,” which in turn is based on the 
employer’s history of laying off workers who then receive UI benefits.  Businesses with higher layoff 
rates face a higher UI tax rate and thereby contribute more to the program that supports these 
workers than businesses with lower layoff rates.  On average, employers contributed $489 per 
worker to state UI programs in 2012 (less than 1.0 percent of total wages paid),29 but that amount 
varies greatly across states and among employers within states.  Due to the caps on taxable earnings, 
the state unemployment insurance tax is, like the federal tax, regressive.   

 

Solvency Issues 

The U.S. unemployment insurance system was designed to be “forward funded.”  That is, states 
are supposed to levy taxes on employers to build up balances in their UI trust funds during periods 
of healthy economic growth, and then draw down those balances to provide payments to 
unemployed workers during local or national economic downturns and recessions.  Forward funding 
ensures that when recessions hit, unemployment payments will help sustain laid-off workers and 
their families, whose spending in turn will support the economy when consumer demand is weak. 

 
Rather than forward fund their programs, however, many states adopted a “pay-as-you-go” 

approach that held taxes artificially low when the economy was healthy instead of preparing for 
recession by building adequate trust fund reserves.   

 
Though more than a decade had passed since the 1994 bipartisan advisory council urged states to 

return to forward financing,30 many states kept state UI taxes artificially low and by 2008 had actually 
reduced their UI tax rates to historically low levels.31   

                                                 
26 Reed Act distributions have been made in only eight years:  from 1956 through 1958 and from 1998 through 2002. 

27 Technically, states may set their taxable wage bases below the $7,000 federal taxable wage base, but the law requires 
the federal government to sharply increase federal UI taxes on employers in states that fail to meet this minimum.  As a 
result, no state sets its taxable wage base below $7,000. 

28 The lowest state taxable wage base in 2012 was $7,000 (in Arizona, California, and Puerto Rico); the highest was 
$41,300 in Washington.  Washington is one of 18 states where the taxable wage base is automatically adjusted to keep up 
with wage growth (typically on an annual basis). 

29 Calculations based on data from Department of Labor Employment and Training Administration, “Financial Data 
Handbook 394 Report,” http://www.ows.doleta.gov/unemploy/hb394.asp. 

30 In its recommendations, the Advisory Council on Unemployment Compensation wrote, “During the past decade, 
many states with low or negative trust fund reserves have found themselves in the position of either having to increase 

http://www.ows.doleta.gov/unemploy/hb394.asp
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Therefore, a number of states’ UI trust funds were inadequately prepared for the Great Recession, 
and most states had to borrow from the federal government to help pay benefits.  Because 
unemployment is expected to remain high for some time, such borrowing will likely continue for the 
next few years.32  

 
States are required to fully repay the loans, with interest, within two years of borrowing the funds.  

If a state does not repay the full amount, the federal government will recoup its funds by effectively 
raising the federal tax on employers within the state each year until the loan is repaid.33  As a result, 
employers in 11 states and the Virgin Islands face higher FUTA tax rates for the 2014 tax year.34 
 

Unemployment Insurance as Economic Stimulus 

Unemployment benefits are designed first to relieve distress for jobless workers and their families.  
In recessions and the early stages of recoveries, however, they provide an additional benefit:  
stimulating economic activity and job creation.  In fact, a major reason Congress created the basic 
UI program during the Great Depression was to help boost the economy and jobs. 

 
The problem for most businesses in an economic slump is not lack of capacity to meet existing 

demand but lack of demand to fully utilize their existing capacity.  To stop the destruction of jobs 
and begin to put people back to work, it is critical to stimulate demand.  One of the best ways to do 
this is to target financial relief toward unemployed workers who need a replacement for lost income.  
People whose income is disrupted in a recession and who lack the savings to tide them over are the 
ones most likely to spend quickly any added income they receive.  Thus, policies that put customers 
in stores with money to spend will likely do more to close the output gap and create jobs than, for 
example, business tax breaks. 

                                                                                                                                                             
taxes on employers in the midst of an economic downturn, or having to take measures to restrict eligibility and benefits 
for the unemployed. . . . The Council believes that it would be in the interest of the nation to begin to restore the 
forward-funding nature of the Unemployment Insurance system, resulting in a building up of reserves during good 
economic times and a drawing down of reserves during recessions.”  Advisory Council on Unemployment 
Compensation, Report and Recommendations, February 1994. 

31 In inflation-adjusted dollars, average UI taxes per employee in 2008 were less than 80 percent of the 1994 average and 
only a little over half of the 1984 average.  The Department of Labor found that 28 states made significant legislative 
reductions of UI taxes between 1995 and 2001.  “National UI Issues Conference: State UI Taxes and Trust Fund 
Solvency,” Presentation by Ronald Wilus, U.S. Department of Labor, June 22, 2010.  

32 Thirty-five states and the U.S. Virgin Islands borrowed during 2008 through 2011.  Total outstanding loans peaked at 
more than $47 billion in mid-2010.  In June 2014, 11 states and the Virgin Islands had outstanding loans totaling $14 
billion; see http://www.workforcesecurity.doleta.gov/unemploy/budget.asp#tfloans. 

33 Technically, the FUTA credit is reduced, raising the effective FUTA tax by 0.3 percent each year ($21 a worker in the 
first year loans are due, $42 per worker in the next year, and so on).  Employers in borrowing states are responsible for 
paying down the loan balances through the reduced FUTA credit, but states themselves are responsible for paying 
interest to the federal Treasury on the loans.  States typically finance the interest repayments by raising taxes on 
employers. 

34 Unless their loans are repaid by November 10, 2014, employers in Delaware will pay an additional $63 a worker, 
employers in eight states (AR, CA, CT, KY, NY, NC, OH, RI) and the Virgin Islands will pay an additional $84 a 
worker, and employers in two states (IN, SC) will pay an additional $105 a worker; see 
http://www.workforcesecurity.doleta.gov/unemploy/docs/potential_credit_states_2014.xlsx.  For more, see Michael 
Leachman, “Bill for Adequate Unemployment Insurance Taxes Now Coming Due in Many States,” Off the Charts blog, 
Center on Budget and Policy Priorities, January 30, 2012, http://www.offthechartsblog.org/bill-for-inadequate-
unemployment-insurance-taxes-now-coming-due-in-many-states/. 

http://www.workforcesecurity.doleta.gov/unemploy/budget.asp#tfloans .
http://www.workforcesecurity.doleta.gov/unemploy/docs/potential_credit_states_2014.xlsx
http://www.offthechartsblog.org/bill-for-inadequate-unemployment-insurance-taxes-now-coming-due-in-many-states/
http://www.offthechartsblog.org/bill-for-inadequate-unemployment-insurance-taxes-now-coming-due-in-many-states/
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As the Congressional Budget Office (CBO) has explained, unemployment insurance “adds to 

overall demand and raises employment over what it otherwise would have been during periods of 
economic weakness.”35  UI benefits are targeted toward involuntarily unemployed workers whose 
income has fallen, a group that tends to be concentrated in the areas and industries that a slowdown 
affects most.  Supporting spending by unemployed workers in hard-pressed communities helps 
prevent the spread of layoffs and job losses in those communities. 

 
Because the jobs that greater UI spending preserves or creates are so diffused through the 

economy, estimating their magnitude requires statistical analysis rather than direct enumeration.  
Nevertheless, most economists believe the policy is highly effective.  CBO consistently ranks 
assistance for unemployed workers as one of the most effective policies for generating economic 
growth and creating jobs — even rating it first among the 11 spending and tax measures evaluated in 
a 2011 report.36  Mark Zandi, chief economist of Moody's Analytics, estimates that each dollar of UI 
benefits generates $1.55 in new economic activity in the first year.37 

 
A Labor Department report commissioned during the George W. Bush Administration and 

released in 2010 reinforced CBO’s conclusion.  It found that in the depths of the Great Recession, 
federal emergency UI benefits boosted employment by about 750,000 jobs.  (Regular, state-provided 
UI benefits boosted employment by an additional 1 million jobs.) 38 

 

Conclusion 

More than 70 years after its inception, unemployment insurance continues to provide a valuable 
cushion against income losses from temporary unemployment.  It also serves as an effective 
automatic stabilizer for the overall economy by shoring up workers’ purchasing power during 
economic downturns.  The basic compact that the UI system has embodied since its creation under 
President Roosevelt in 1935 is that people who have amassed a sufficient record of work, and on 
whose behalf UI taxes have faithfully been paid, should receive temporary UI benefits if they are laid 
off and are searching for a new job.  As the economy emerges from the recession, policymakers will 
face the challenge of continuing to fulfill this compact while putting the system back on a sound 
financial footing.   
 

                                                 
35 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. 

36 Douglas Elmendorf, “Policies for Increasing Economic Growth and Employment in 2012 and 2013,” testimony 
before the Senate Budget Committee, Congressional Budget Office, November 15, 
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