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Why GAO Did This Study

In 2006, the Unemployment
Insurance (UI) program is expected
to collect over $37 billion in taxes
from employers to pay $34 billion
in benefits to unemployed workers.
Under state Ul programs,
employers’ tax contributions are
experience-rated—that is, they
reflect the extent to which they laid
off workers who then collected
benefits. To examine the equity of
this system, we met with officials
from five states, reviewed prior
studies, and examined state data to
determine (1) how states ensure
that employers pay Ul taxes based
on their experience with
unemployment, and the aspects of
state unemployment insurance
systems that limit experience
rating; (2) the extent to which
employers pay unemployment
insurance taxes commensurate
with unemployment benefits paid
to their former employees; and how
this varies by industry; and

(3) steps states could take to
increase the degree of experience
rating.

We provided a draft of this report
to the Department of Labor (Labor)
for its review. Overall, Labor
agreed with our findings.

www.gao.gov/cgi-bin/getrpt? GAO-06-769.

To view the full product, including the scope
and methodology, click on the link above.
For more information, contact Sigurd R.

Nilsen at (202) 512-7215 or nilsens@gao.gov.

UNEMPLOYMENT INSURANCE

States’ Tax Financing Systems Allow
Costs to Be Shared among Industries

What GAO Found

All state Unemployment Insurance-financing systems are experience-rated,
but several aspects of these systems limit the connection between an
employer's tax contributions and the employer’s experience with
unemployment. For example, a state’s maximum tax rate limits the size of an
employer’s tax payment, regardless of the costs an employer may have
imposed on the system. Similarly, a minimum tax rate ensures that an
employer’s tax rate will not drop below a specified floor, no matter how
much its experience rating improves. Other aspects of state systems allow
the cost of some benefits to be charged to all employers rather than to a
single employer. These shared costs include, for example, benefits paid to
unemployed workers of a firm that has gone out of business. When the cost
of benefits is shared in this way, it reduces experience rating and imposes
additional costs on all employers.

A series of studies that examine experience rating in state Ul systems show
that a number of industries used more in benefits than they paid in taxes to
finance the system. Certain industries, such as construction and agriculture,
forestry, and fisheries, as a whole, consistently received such subsidies,
while other industries, such as finance, insurance, and real estate tended to
pay subsidies. Newer firms that are not yet experience-rated, regardless of
industry, also tend to pay subsidies. Our analysis of more recent data from
three states found a similar pattern of subsidies.

States could increase experience rating and reduce subsidies by adjusting
aspects of the unemployment insurance tax structure, such as the maximum
tax rate. However, each of these adjustments has trade-offs that would have
to be considered by a state because the adjustments would raise costs for
some employers or reduce costs for others. In addition, such adjustments
would have to be evaluated based on the implications for other policy
objectives established for a state’s unemployment insurance program.

Unemployment Insurance Benefits Charged and Taxes Paid by Selected Industries in
Washington State from 1999 to 2004
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Source: GAO analysis of data from the Washington State Employment Security Department.

United States Government Accountability Office



http://www.gao.gov/cgi-bin/getrpt?GAO-06-769
http://www.gao.gov/cgi-bin/getrpt?GAO-06-769


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


