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Report: flaws in funding mechanism leave Connecticut’s
unemployment trust fund unprepared for recessions

Connecticut Voices recommends reforms to improve stability of fund

Flaws in the funding mechanism for Connecticut’s unemployment insurance trust fund and in its
standard for adequate funding have left the state unprepared for economic recessions and contributed
to the insolvency of the trust fund, according to a new report by Connecticut VVoices for Children.
As Connecticut’s unemployment insurance trust fund faced increased demand during the economic
recession, it began paying out benefits at a rate that far exceeded the rate at which employers were
paying into the system, leading the State Department of Labor to declare the fund insolvent in
October 2009. Since then, the state has had to borrow over $800 million from the federal
government just to stay current on legally-obligated unemployment payments. Interest costs from
this debt result in higher charges for employers.

The analysis by Connecticut Voices for Children, a research-based think tank, finds:

e Connecticut’s failure to keep its employer-paid unemployment taxes in step with
growing wages has contributed to the insolvency of the state’s trust fund. Connecticut’s
“taxable wage base,” the amount of each employee’s wages that is subject to employer-paid
taxes, is capped at $15,000 and has not increased since 1999. Of the 16 states that indexed
their taxable wage base with the growth in wages prior to the last recession, two-thirds (11)
avoided the need to borrow from the federal government to pay benefits.

e Connecticut’s standard for an adequate unemployment trust fund balance leaves the
state unprepared for economic recessions. The state’s current standard for its balance total
is based on reaching a percentage of total wages in the state. Many other states plan for a
trust fund balance that is adequate to pay a year of benefits during an average recession. Of
the 17 states that met this higher standard prior to the last recession, three-quarters (13) were
debt-free in the third quarter of 2011. In contrast, of the 33 states that fell short of this
standard, 24 had to borrow money from the federal government to cover their benefit costs.

e Connecticut’s insolvency problem is not the result of its unemployment benefit levels,
which are among the lowest in the country. In Connecticut, the average unemployment
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benefit recipient only receives 28 percent of their previous wages replaced in benefits,
ranking the state’s benefit levels 45™ in the nation.

e Unemployment taxes in the state are in the middle of the pack nationally. Connecticut
ranks 23" in the Nation on the tax rate on total wages charged to employers and 26" on the
maximum employer contribution per employee.

As the report indicates, unemployment insurance is an essential support for many Connecticut
families. Nearly 150,000 workers are unemployed in Connecticut, and nearly half of Connecticut’s
unemployed have been out of work for six months or more -- the 5™ highest rate of long term
unemployment in the country, according to Connecticut Voices.

“Unemployment payments are essential in helping jobless workers to pay rent, keep current on the
mortgage, and buy groceries,” said Matt Santacroce, author of the report and Policy Fellow at
Connecticut Voices for Children. “By modernizing Connecticut’s unemployment insurance system
through some common sense reforms, we can preserve this vital protection for families.”

To avoid future funding problems in the unemployment insurance system, Connecticut VVoices
recommends increasing employer contributions to better match the growth in wages and adopting a
higher standard for the adequacy of the trust fund balance.

“We know that economic recessions will inevitably create additional strains on the unemployment
trust fund,” said Sharon Langer, Senior Policy Fellow at Connecticut VVoices for Children. “We need
to plan ahead and establish funding standards that recognize this reality and avoid additional
borrowing costs that will be passed on to employers.”

Connecticut Voices is a research-based think tank that works to advance policies that benefit the
state’s children, youth, and families. The report, “Connecticut’s Unemployment Insurance Trust
Fund: A Splintering Work Support,” can be found on the organization’s website at ctkidslink.org.
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