Money Management Strategy Prompts Labor to Borrow from Feds

The current recession’s steady drain on the Unemployment Insurance Trust Fund and favorable provisions of the federal stimulus package have prompted the state for the first time to borrow from the U.S. Department of Labor to continue paying unemployment benefits.

Because unemployment rose so rapidly in Idaho, the trust fund was projected to go broke in November or December – as the funds in 17 other states already have – and Idaho was prepared to borrow then.

But the stimulus package’s interest-free loans made it beneficial for the state to begin borrowing in June because of the way Idaho’s trust fund is set up.

Idaho is one of three states with trust funds in two parts – one controlled by the federal government and the other by the state. Under this arrangement earnings on investment of the state-held portion are retained by the state to pay benefits or finance department services. Taking advantage of the interest-free federal loans made sense to preserve as much of Idaho’s state-held trust as possible for its investment earnings.

One month before the recession hit – November 2007 – Idaho had $118 million in the state-held trust and $200 million in the federally held trust – a total of $318 million. Idaho’s 50,000 employers, subject to record low tax rates reflecting the economic expansion prior to late 2007, paid only $104 million in unemployment insurance taxes in 2008 while the recession pushed benefits to a record $248 million.

This year began with a balance of $80 million in the federal trust with the state holding $118 million. But weekly benefit payments soared past $10 million in the beginning of February and stayed there until mid-April. That ate up the balance in the federal trust, the $58 million employers paid in taxes so far this year and over half of the state-held reserve. By the end of May the federal trust was empty and the state-held part was down to $43 million.

The state borrowed $45 million during June and July, and the state-held portion of the trust was rebuilt to about $75 million with $32.3 million the state was awarded by the federal government for relatively modest unemployment benefit expansions approved by the Legislature this spring.
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While substantial, the 2009 tax rate increase is not sufficient to offset the rapid acceleration of the unemployment insurance benefits being paid to Idaho’s jobless workers. At the end of 2008, there were about 130 fewer Idaho businesses in the unemployment insurance system and 30,000 fewer employees than a year. The last quarter of 2008 and the first of 2009 saw total wages fall nearly $400 million from a year earlier earlier while benefit claims more than doubled.

Through late July, the state paid out over $273 million in regular unemployment benefits, $64 million more than it paid during all of 2008 – the previous record.  Another $106 million was paid in federally financed extended and supplemental benefits since Jan. 1.

At the same time, employers paid just over $60 million in taxes. At the current rate, the state could pay nearly three times as much in regular benefits as it receives in employer taxes during 2009.

What this means is another substantial increase in employer tax rates in 2010, which will still not be enough to cover all benefit payments. That will require the state to continue borrowing. 

Projections show jobs continuing to erode into mid-2010 when a 2½-year period of slow growth begins leading to a return of job totals to their prerecession levels during the first half of 2013. That limits the amount of wages on which taxes are paid, keeping tax receipts from catching up with benefit payments before 2012 if that soon. The result is comparatively high tax rates and lower maximum weekly benefits for several years until the economy rights itself and the trust fund stabilizes.
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This prolonged imbalance results from the decision to revamp the unemployment insurance program in 2005. The target balance for the trust was essentially halved to keep more money in the hands of businesses so they could expand and raise wages. But that cut the fund’s ability to sustain a recession from 18 months to just nine. While this mirrored the conventional wisdom of the time that recessions in the new American economy would be shorter and shallower than in the past, that conventional wisdom has been undermined by events of the past 19 months. 

With the target balance of the trust reduced, the financing mechanism was revamped to respond more quickly to economic change. But since some of the key economic statistics used to determine employer tax rates and maximum worker benefits are a year old, tax rates dropped to historic lows in 2008 – even though the recession began in December 2007 – because the rates were based in part on wages paid during 2006 as Idaho’s expansion was reaching its peak. The same was true in 2009. Tax rates were based on wages paid during 2007 when the economy was relatively strong until late that year. 
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