Common Good lowa

Bold Policy for Families & Communities

Plan messes with resilient unemployment insurance system
Governor's proposed changes undermine long-term solvency of the fund

lowa’s unemployment insurance (Ul) system is Proposal Reduces Ability to Recover from
among our strongest tools for improving economic Economic Downturns
well-being for both the worker and the state. It's also Employer Benefit Tax Rate When
one of the strongest in the nation. When state Ul Ratio Rank Fund is Low
systems across the U.S. floundered in 2021, Current  Proposal Current*  Proposal
prompting heavy federal aid, lowa’s was nowhere 1-3 1 0.0% 0.0%
close to insolvent.! 4-6 2 0.6% 0.4%
7-9 3 1.5% 1.2%
Governor Reynolds’ proposal in SSB 3038 puts our 10-12 4 2.5% 2.1%
Ul system at risk by severely restricting 13-15 5 4.4% 3.6%
unemployment trust fund revenue. It puts lowa on 16-18 6 6.9% 5.4%
the same track as other states who depend on 19 7 8.0% 5.4%
federal funding to stay afloat. 20 8 8.5% 5.4%
21 9 9.0% 5.4%
lowa’s Unemployment Trust Fund works *Averages given where ratio ranks are collapsed

well now and is sustainable

By all measures, the fund is strong and

functioning well — it has stayed afloat Current Ul System Keeps Fund Revenue and
through decades of rising and falling Payments in Balance
economic tides. The program'’s 259

responsive model allows the fund to

bring in the revenue needed to cover 2.0%
benefits as wages and unemployment / 15%
fluctuate.?
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Major infusions of one-time federal A VNS~
money during the pandemic boosted

the balance of the trust fund, resulting 0.0%
in the higher balance we see today.? 1982 1987 1992 1997 2002 2007 2012 2017 2022

0.5%

This will naturally decline to normal —Contributions* Benefits Paid*

levels the next time unemployment Source: lowa Workforce Development, 2023

rises. *Represented as percent of contributory wages per IWD practice



Solvency Measures Indicate No Need for IWD closely tracks fund solvency

SSB 3038's Ul Revenue Reforms ;0 using several measures.* Although
the fund’s solvency figures are

strong, several measures are within
standard range, indicating this is not
an appropriate time to slash fund
30 revenue. The fund is currently in a
healthy position to take on potential
X Ve 10 economic downturns.
\

10801986 1992 1998 2004 2010 2016 2022 How is revenue for unemployment

" insurance generated?
Number of months the ——average monthly benefits Most fund revenue comes from taxes
fund can sustain: historically high levels of benefits paid by employers.’ The tax rate
recession-level benefits employers pay to the state depends
Source: lowa Workforce Development, 2023 primarily on how much their former
Note: For measure details, visit the IWD website or data.iowa.gov. employees have used Ul benefits

recently. Businesses with low usage
pay very low rates; the average rate in 2022 was 0.6%.¢ This rate is paid on up to $38,200 of
wages per employee.” That dollar amount, called the “taxable wage base,” is set annually as
two-thirds of last year's average annual wage.? See the example business below.
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Governor Reynolds’ plan would cut employer contributions regardless of fund health
The proposed change would cut the taxable wage base in half.” The tax rate would apply to
only one-third of the average annual wage ($19,100), rather than two-thirds ($38,200). The
proposal restructures the tax tables by reducing the number of contribution tables and
benefit ratio ranks. It cuts the top tax rate from 7-9% to 5.4%, regardless of fund health.

SSB 3038 is a long-term reform based on the short-term circumstance of having a high fund
balance. By restricting revenue in this way, the overall trust fund balance will begin to fall
and will then struggle to recover during the next recession. If this were to occur, the Ul
system may either falter or become reliant upon the federal government for support.
Lawmakers should scrap this plan and focus instead on getting farm workers and home care
workers the freedom to participate in the unemployment insurance system.
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