Jobs and Economic Recovery
The Great Recession of 2008-2009 caused the greatest increase in unemployment claims since the Great Depression of the 1930s, placing tremendous stress on the solvency of state and federal unemployment trust funds. As recently as the third quarter of 2008, the aggregate balance in state unemployment trust funds was $37 billion and the balance in the federal unemployment trust fund exceeded $36 billion. In 2007 state unemployment compensation benefits amounted to only $32.7 billion and only $10 million was paid from the extended unemployment compensation account. Annual State and Federal Unemployment tax revenue easily exceeded amounts needed to pay unemployment compensation, and balances in the UI trust funds were positive.
The size and length of the Great Recession of 2008-2009 were not anticipated by economists or policy makers at the state or federal level. Trust fund balances that appeared to be sufficient in most states to weather a modest economic downturn were rapidly depleted as benefit pay-out increased and tax revenue associated with payroll spiraled downward. Although the economy appears now to have returned to expansion, increased levels of unemployment compensation persist and the dramatic increases in state and federal unemployment taxes have just begun. The US Department of Labor has projected higher unemployment taxes as a result of the recession through 2020. A short term and long term strategy is needed. 
Job creation has not yet followed the return of the economic expansion due to uncertainty on the part of employer job creators with respect to the sustainability of the recovery, the future demand for goods and services, the future tax burden, and the perception of increased regulatory costs in the next three years. 

To minimize the potential of a double-dip recession and increase the likelihood that employers will choose to increase employment, a number of steps should be taken to minimize the costs of employment, improve the integrity of the federal /state UI system, and to provide certainty with respect to the costs of doing business through 2012. The following federal legislation related to unemployment insurance should be enacted in 2010.
Extend the waiver of interest on loans to states to pay unemployment compensation through 2012—helping states and employers in the short term to plan to restore solvency and to implement solvency legislation within a reasonable timeframe.
The state unemployment trust funds in several states have negative balances so high that the increases in state unemployment taxes needed to restore solvency within the short term would clearly discourage new hiring at a time when public policy should be encouraging employment.  The additional $2-$3 billion per year in Title XII interest payments beginning in 2011 creates an unnecessary barrier for states and employers in these states to address solvency in a reasonable time frame. Twenty- eight state UI trust funds have depleted their balances and already borrowed $31.5 billion from the federal unemployment account to pay continued state benefits. USDOL projects that 40 states will need to borrow by the end of 2010 and be subject to interest penalties beginning in 2011.
Waive Federal Unemployment Tax Act (FUTA)penalties on employers in states borrowing to pay unemployment compensation through 2011—without a waiver, FUTA taxes on employer payroll in approximately half of the states will be increased.
 In 2010, according to a survey conducted by the National Association of State Workforce Agencies (NASWA), state unemployment tax wage bases are scheduled to increase in 24 states, contribution rate schedules are expected to increase in 28 states, 
and 10 states are already at their highest rate schedules.  Employers will see a further 
rise in rates due to the increase in unemployment experience in individual employer accounts. The additional imposition of increases in the FUTA tax through the reduction in the FUTA offset credit penalty increases payroll tax burden and discourages new hiring. Based on current and projected Title XII loan balances, employers in Michigan have already had the FUTA penalty imposed for 2009. Michigan, South Carolina and Indiana will be subject to penalties for 2010 and twenty five states will be subject to penalties for 2011.
Reduce the Federal Unemployment Tax.
 In 2009, Congress enacted H.R. 3548 to provide further emergency unemployment compensation and to extend the temporary FUTA 0.2% surtax through June, 2011. The extension will cost employers an estimated $2.4 billion in additional taxes, while at the same time state UI payroll taxes are set to dramatically increase.  FUTA tax increases serve to discourage job creation at the very time that measures are needed to enable 
employers to hire workers. The temporary extension of the FUTA 0.2% surtax should be repealed and consideration given to additional short term reductions in the FUTA tax.
Provide $30 million in additional targeted administrative UI funding in FY 2010 and 2011 for state agencies to install automated systems and train personnel to better identify fraud and overpayments. This appropriation should be offset through enactment of a provision to add “New Hire” reporting as previously passed by the House of Representatives in HR 3458.  
A positive response to improve unemployment insurance trust fund solvency and reduce the costs of unemployment compensation is to focus on integrity and overpayment issues.  Unemployment compensation related payments have increased from $43 billion in 2008 to $119 billion in 2009 and a projected $141 billion for 2010. Assuming an overpayment rate of 10%, more than $14 billion is available in 2010 for collection with improved technology and resources.
 The enactment of these measures will provide certainty with respect to the short and long term unemployment tax burden, reduce the otherwise increasing payroll tax and costs of the UI system in the short term to enable employers to add new workers, and provide a reasonable time frame within which states and employers will be able to thoughtfully plan for long term UI trust fund solvency efforts.

