Burdening Businesses
and Hurting Job Creation
by John O’Leary and Steve Poftak
Executive Summary
High unemployment insurance taxes deter job creation and burden
Massachusetts businesses. The current system also subsidizes certain
workers and business sectors, at the expense of most Massachusetts
workers and companies. Pioneer’s October 2006 report, Measuring Up:
The Cost of Doing Business in Massachusetts, cited unemployment
insurance (UI) costs as a key competitive disadvantage for
Massachusetts compared to other states. Between 2003 and 2005,
the average UI taxes paid by a typical Massachusetts company almost
doubled. The Division of Unemployment Assistance (DUA), the state
entity that oversees the unemployment insurance system estimates that
in 2005, Massachusetts led the nation in UI taxes per employee— an
average of $637 per employee, about twice the US average of $315 per
employee. In 2006, Massachusetts’ UI taxes cost business an average
cost of $629 per employee, more than twice the national average cost
of $298.
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paid to employees of certain industries; the ability of
³IUHTXHQWÀLHU´RU³VHULDOO\´XQHPSOR\HGZRUNHUVWR
GUDZLQFRPHIURPWKHV\VWHPDQGJHQHURXVEHQH¿WV
compared to other states.
The unemployment insurance system was intended
to provide temporary income to those who
unexpectedly lose their jobs through no fault of their
own. However, this massive entitlement program (in
LWSDLGRXWELOOLRQLQEHQH¿WV KDVEHFRPH
rife with abuse and unintended consequences.
Given the magnitude of the program—it projects
EHQH¿WSD\PHQWVRIELOOLRQSHU\HDURYHUWKH
1
next four years —it demands serious scrutiny.
The unemployment insurance tax is based on
each company’s prior history of tax payments in
UHODWLRQWREHQH¿WVXWLOL]HGE\IRUPHUHPSOR\HHV
,QRWKHUZRUGVWKHPRUH8,EHQH¿WVDUHSDLGRXW
to a company’s employees, the higher the tax rate
will be for that company—but only up to a current
limit of $1,530 per employee per year at the highest
SRVVLEOHWD[UDWH$WDPD[LPXPEHQH¿WUDWHRI
per week (the highest rate in the country), it’s easy
to see the incentive to utilize the system to augment

wages, in certain seasonal industries.
0DVVDFKXVHWWV¶EHQH¿WOHYHOVZKLFKDUHIDU
above the national average, add to the costs
for Massachusetts businesses. There is also
HYLGHQFHWRVXJJHVWWKDWWKHVHJHQHURXVEHQH¿WV
provide a disincentive to reemployment. In 2000,
Massachusetts had an unemployment rate well
below the national average (2.7 percent vs. 4.0
percent). However, Massachusetts’ claimants stayed
on UI 19 percent longer than the national average
(16.3 weeks vs. 13.7 weeks) in 2000. Despite a
healthy economy, we gave out $744 million in
XQHPSOR\PHQWEHQH¿WVSHUFHQWPRUHEHQH¿WV
than the national average: $283 per covered job here
2
vs. an average of $185 everywhere else.

The key problems with our current system are:
1) Excessive Cross-Subsidization: The cap on
experience rating at -15% results in massive
cross-subsidy. Firms that are consistent employers
VXEVLGL]HRWKHU¿UPVWKDWDUHVHDVRQDORU
irregular employers.

Table 1: States’ average UI costs per employee for calendar year 2006
Source: Massachusetts Division of Unemployment Assistance
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2) Abuse of the Self-Triggering Mechanism:
Unemployment insurance is meant as a social
safety net for those who lose their jobs and incomes
through no fault of their own. The ability for the
VHOIHPSOR\HGRU¿UPRZQHUVWR³OD\WKHPVHOYHV
RII´LVDQDEXVHRIWKHV\VWHP
3) Frequent Fliers: Too many individuals
repeatedly and consistently apply for unemployment
insurance. In many instances, the applicant has a
number of consecutive applications per year. This
has the effect of turning a social safety net into an
ongoing wage supplement for a select number
of workers.
 +LJK%HQH¿WV$VLJQL¿FDQWFRVWGULYHUIRU
unemployment insurance in Massachusetts is
WKHJHQHURXVEHQH¿WSDFNDJH0DVVDFKXVHWWVKDV
the shortest period for individuals to qualify for
insurance, the longest payout period, and the highest
OHYHORIFDVKEHQH¿WVLQWKHQDWLRQ
The authors suggest the following reforms:
1) Increase the experience rating factor. By
increasing the maximum tax that could be imposed
on companies that make heavy use of UI, the state
could reduce the subsidy of seasonal enterprises,
especially in the construction and tourism sectors,
by employers in other sectors. These subsidies
3
exceeded $312 million in 2005, much of that to
ongoing businesses that effectively use UI as a wage
subsidy for their workforce.
2) Limit Repeated, Serial Utilization of
Unemployment Insurance. Support reforms at
the federal level to restrict eligibility for UI for
WKRVHZRUNHUVZKRKDYHUHFHLYHGEHQH¿WVLQIRXU
FRQVHFXWLYH\HDUVRUUHFHLYHGEHQH¿WVLQVHYHQ
years over a ten year period
3) Expose and Prevent Self-Triggering. Set a
higher standard of scrutiny for repeated applications
IRUEHQH¿WV$SSOLFDQWVZRXOGKDYHWRGHPRQVWUDWH
that the business in question actually

FORVHGUDWKHUWKDQSHUIRUPLQJDFRVPHWLF³OD\RII´WR
HQDEOHEHQH¿WFROOHFWLRQ
4) Enhance the DUA’s anti-fraud powers. The
DUA should have the ability to garnish wages in
established fraud cases in which a court judgment
has been rendered. Currently, DUA uncovers
millions of dollars in fraud that it cannot collect.
 $OLJQEHQH¿WOHYHOVPRUHFORVHO\ZLWKWKRVHRI
other states.%ULQJLQJEHQH¿WVFORVHUWRQDWLRQDO
averages, in terms of time, eligibility, and/or
payment levels, would reduce unemployment
insurance taxes and discourage gaming of the
system.

1. A Primer on the Massachusetts
Unemployment Insurance System
The Employers’ Role
Unemployment insurance in Massachusetts is
funded through taxes on payroll paid by employers
into a trust fund administered by the state. The tax
on an employer is determined by applying a tax
rate, which is determined through the application
of an experience rating to a tax schedule, to the
employer’s taxable wage base.
The unemployment insurance tax rate is based on
WKH³H[SHULHQFHUDWLQJ´ZKLFKGHWHUPLQHVWKHWD[
OHYHOIRUD¿UP([SHULHQFHUDWLQJLVEDVHGRQWKH
OHYHORIEHQH¿WVSDLGWRD¿UP¶VIRUPHUZRUNHUVDQG
is computed differently by different states.
Thirty-three states use a reserve ratio system,
in which the state sets up a notional account for
HDFK¿UP7KLVDFFRXQWWDNHVLQWKH¿UP¶VWD[
FRQWULEXWLRQVDQGGHELWVWKHEHQH¿WVSDLGWRIRUPHU
employees. The reserves from each year are
carried forward, and the cumulative total of these
reserves is divided by a measure of wages paid by
WKH¿UPWRGHWHUPLQHWKH¿UP¶VUHVHUYHUDWLR7KLV
ratio is then applied to a graduated tax schedule
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to determine the level of tax applied, utilizing the
basic principle that a lower reserve ratio (i.e. where
more tax contributions are being distributed to
IRUPHUHPSOR\HHVLQWKHIRUPRIEHQH¿WV UHVXOWVLQ
generally higher tax rates.
Seventeen states calculate the experience rating
ZLWKWKHEHQH¿WUDWLRDSSURDFK7KHEHQH¿WUDWLR
LVFDOFXODWHGE\GLYLGLQJWKHEHQH¿WVSDLGRXWWRD
¿UP¶VIRUPHUHPSOR\HHVRYHUDVSHFL¿FSHULRGE\
the total wages for the same duration. This ratio is
then applied to a tax schedule, utilizing the general
SULQFLSOHWKDWDKLJKHUEHQH¿WUDWLR LHDJUHDWHU
proportion of the company’s wage base is paid out
4
LQEHQH¿WV UHVXOWVLQDKLJKHUWD[UDWH
Massachusetts utilizes the reserve ratio approach
to determine experience ratings. However, it caps
both ends of the ratio scale. Regardless of actual
ratio (i.e. the actual relationship between taxes paid
DQGEHQH¿WVUHFHLYHG WKHUDWLRVXWLOL]HGIRUWKH
calculation of unemployment insurance taxes cannot
be greater than 16% or less than -15%. This has the

effect of limiting the potential liability of certain
¿UPVZLWKKLJKOHYHOVRIEHQH¿WFROOHFWLRQE\IRUPHU
(and some future) employees. This approach also
means that Massachusetts demands contributions
IURP¿UPVZKRVHIRUPHUHPSOR\HHVUDUHO\LIHYHU
FROOHFWEHQH¿WV /DWHUVHFWLRQVRIWKLV3ROLF\%ULHI
will explore the consequences of the caps on both
ends of the experience rating system.)
The experience rating is applied to a set of tax
rates. In Massachusetts, the tax rate is broken down
LQWRDVHULHVRIVFKHGXOHVODEHOHG³$´WR³*´7KH
schedule in effect in a given year is determined
by the solvency of the trust fund that collects
unemployment taxes. Schedule D was in effect
for 2006 and ranges from a tax rate of 10.96% for
WKRVH¿UPVZLWKWKHORZHVWUHVHUYHUDWLRWR
for those with the highest reserve ratio. The range
of schedules is designed to increase the tax levels,
across various experience ratings, when the fund’s
assets drop. Table 2 shows the variation in rates
across the various schedules.

Table 2: Schedules of UI contribution rates
Source: Table of Contribution Rates and Schedule, “Simplifying the Unemployment Insurance Law: A Guide for Employers,”
Massachusetts Division of Unemployment Assistance
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NOTE: In Table 2, the “spike” in Schedule B is the
result of a drafting error in legislation. It is expected
that future legislation will correct the error.
The Schedules’ intent is to ensure that the fund
DOZD\VKDVHQRXJKDVVHWVWRSD\EHQH¿WVEXWLW
also creates a paradoxical effect. During the period
following an economic downturn that produces job
losses–and increased disbursal of unemployment
EHQH¿WV±WKHJUDGXDWHGWD[V\VWHPUDLVHVWD[HVRQ
employers, adding an additional cost per employee.
Compared to other states, Massachusetts has
relatively high tax rates for companies with high
experience ratings (indicating strong reserve
UDWLRVDQGOLWWOHXVDJHRIEHQH¿WV DVZHOODVWKRVH
with low experience ratings. Thirty-one states or
territories had lower minimum rates for companies
with the highest experience ratings. Several
states had a minimum tax rate at or close to zero
– Delaware (.1%), Florida (.001%), Iowa (0%),
Mississippi (.1%), Missouri (0%), North Carolina
(0%), North Dakota (.1%), Ohio (.1%), Texas (0%),
Utah (.1%), Virgin Islands (.1%), and Wyoming
(0%) – compared to Massachusetts’ 2006 minimum
rate of 1.12%. In plain terms, other states tax
companies that rarely use UI at much lower rates.
In 2006, no state had a higher maximum tax rate
5
than Massachusetts.

To be eligible to collect, an individual must be an
HPSOR\HHLQD³FRYHUHG´MRE0RVWMREVDUHFRYHUHG
with only a handful of exceptions. For example,
employees of some religious organizations, elected
RI¿FLDOVUHDOHVWDWHEURNHUVZKRZRUNHQWLUHO\RQ
commissions, employees of educational institutions,
and some independent consultants are not eligible.
Those who are in covered jobs must satisfy two
conditions to collect UI.
)LUVWWKH\PXVWGHPRQVWUDWHVXI¿FLHQW³ZRUNIRUFH
DWWDFKPHQW´LQWHUPVRIHDUQLQJV,QRWKHUZRUGV
an employee needs to have worked at the company
ORQJHQRXJKWREHFRQVLGHUHG³DWWDFKHG´WRWKH
employer. Second, their reason for separation from
the employer must meet certain criteria.
In terms of workforce attachment, Massachusetts
once again has one of the lowest minimum
requirements. In order to be eligible for UI, an
individual needs to have only earned “15 weeks’
ZRUWK´RIZDJHVQRWQHFHVVDULO\ZHHNVRIDFWXDO
work. It is important to note that although 15
weeks’ worth of wages might qualify an individual
for UI, it is unlikely that someone with only 15
weeks’ worth of earnings would qualify to collect
for the entire 30-week maximum duration of
EHQH¿WV

7KH%HQHÀW6LGHRI8,

0DVVDFKXVHWWVKDVDXQLTXH³EDVHSHULRG´WKDW
is, the timeframe which is reviewed to determine
HOLJLELOLW\$OORWKHUVWDWHVGH¿QHWKHSULPDU\
EDVHSHULRGDVWKH¿UVWIRXURIWKHODVW¿YH
completed calendar quarters preceding the date of
WKHFODLP0DVVDFKXVHWWVRQWKHRWKHUKDQGGH¿QHV
the primary base period as the last four completed
calendar quarters, allowing for the use of more
UHFHQWHDUQLQJV'XHWRLQÀDWLRQWKLVEDVHSHULRG
tends to include slightly higher wages.

0DVVDFKXVHWWVKDVDPRQJWKHKLJKHVWEHQH¿W
amounts and longest duration of any state UI
program. In addition, Massachusetts has the least
stringent eligibility standards for individuals to
collect UI.

Moreover, Massachusetts allows for the most liberal
³DOWHUQDWHEDVHSHULRG´,Q0DVVDFKXVHWWVIRU
example, if you have earnings in only one or two
quarters, you are allowed to calculate your average
weekly wage by taking your earnings in the highest

The tax rate, as determined by experience rating
and tax schedule, is then applied to an employer’s
taxable wage base. In Massachusetts, the taxable
ZDJHEDVHLVWKH¿UVWRIZDJHVSDLGWRHDFK
employee. Thirty-two states have a lower taxable
wage base than Massachusetts.
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single quarter and dividing by 13. This has the
HIIHFWRIUDLVLQJWKHZHHNO\EHQH¿WDPRXQWVRPHRQH
ZRXOGEHHOLJLEOHIRUPHDQLQJWKDWEHQH¿WVDUH
exhausted more quickly.
0DVVDFKXVHWWVDOVRGH¿QHVUHDVRQVIRUVHSDUDWLRQ
much more loosely than other states. Individuals
are not eligible if they leave their job without cause
RUDUH¿UHGIRUPLVFRQGXFW+RZHYHULQDGGLWLRQ
to layoffs and other involuntary separations,
individuals may be eligible to collect UI if
they leave their jobs for “urgent, compelling or
6
QHFHVVLWRXVUHDVRQV´ unrelated to their employer, or
if they are participating in certain types of organized
work actions (strikes) as part of a collective
bargaining action.
%HQHÀW(OLJLELOLW\([DPSOH
Sally works as the manager of a store on Cape
Cod and earns $15,000 over 15 weeks. Her
average weekly wage is $1,000. Because
she earned 15 weeks’ worth of wages, she is
indeed eligible for UI. In most states, Sally
would not be eligible to collect any UI, as most
states require 20 weeks’ worth of work to meet
minimum eligibility requirements.
6DOO\¶VEHQH¿WDPRXQWZRXOGEHOLPLWHGWR
36% of her total earnings during the base
period—in this instance, 36% of $15,000, or
$5,400. Sally would be eligible to collect $500
per week for 10.8 weeks. (Her 11th check
would be for only $400.)

Governor Mitt Romney proposed several changes to
UI law, reducing the maximum number of weeks of
eligibility from 30 to 26; increasing the workforce
attachment requirement from 15 weeks’ worth
of work to 20; creating a new experience rating
chart; boosting overall UI taxes; and implementing
stronger anti-fraud measures.
7KH¿QDOOHJLVODWLRQUHVXOWHGLQDQHZH[SHULHQFH
rating chart, a huge boost in UI taxes, and some
watered-down anti-fraud measures. Governor
Romney allowed the bill to become law without
his signature in November of 2003. In essence, the
/HJLVODWXUHKDGDGGUHVVHGKDOIRIWKH8,SUREOHPE\
LQFUHDVLQJ8,WD[HVZLWKRXWUHGXFLQJ8,EHQH¿WV
When the full effect of the law went into place, UI
taxes had jumped from their 2003 level of $808
million to over $1.5 billion in 2007. A burden on
business that had been heavy in 2003 had become
oppressive by 2007, and it is projected to remain so
for years to come. Contributions are projected to be
$1.6 billion in 2008, declining somewhat to $1.375
billion in 2009.
&RQWULEXWLRQUDWHVDUHSURMHFWHGWRH[FHHGEHQH¿W
payouts for the foreseeable future, resulting in an
expansion of the privately contributed balance of the
Unemployment Trust Fund by almost $750 million
from 2007 to 2011, resulting in a fund balance in
7
excess of $2 billion. A positive fund balance allows
the Trust Fund to weather economic downturns
when payouts exceed contributions.

3. Persistent Problems
&URVV6XEVLGLHV

2. Previous Reform Efforts: Solving
Half the Problem
The most recent reforms of unemployment
insurance occurred in 2003. At the time, the UI
Trust Fund was facing imminent insolvency. In
2003, the Private Contributory UI Trust Fund
EURXJKWLQPLOOLRQZKLOHGLVEXUVLQJEHQH¿WVRI
ELOOLRQDGH¿FLWRIPLOOLRQ

6

Cross-subsidies are a normal part of insurance.
For example, the premiums from healthy holders
of health insurance subsidize medical care for the
unwell. This system works because all participants
understand the role of the subsidy and almost no
one attempts to collect unnecessary health insurance
EHQH¿WV%\FRQWUDVWWKRXVDQGVFROOHFW8,EHQH¿WV
for reasons other than unexpected job loss.
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&URVVVXEVLGLHVLQXQHPSOR\PHQWLQVXUDQFHUHÀHFW
a persistent pattern of subsidies for the employees of
DIHZVSHFL¿FLQGXVWU\VHFWRUV$OORWKHUHPSOR\HUV
support the disproportionate payouts to employees
in those sectors. This is caused by perverse
economic incentives that limit the total amount of
unemployment taxes paid by frequent users of the
system.
This does not appear to result from a deliberate
policy judgment, as the subsidy of some
businesses by others is not the intended purpose of
unemployment insurance.
To demonstrate the extent of this subsidy, the
following section examines data from 2006

unemployment claims, reviews recent research
reports on the topic, and examines claimant data.
As demonstrated by Table 3, the largest category of
8,FODLPDQWVLVLQFRQVWUXFWLRQ2WKHUVLJQL¿FDQW
industries include administration & waste
management, manufacturing, and retail.
A review of nine major cross-subsidization studies,
examining data from a number of states between
DQGFRQ¿UPVWKHDERYHSDWWHUQ,Q
each case, the construction industry was a recipient
of subsidies under the unemployment insurance
V\VWHPVRIDOOVWDWHVH[DPLQHG(LJKWRIWKHQLQH
VWXGLHVIRXQGWKH¿QDQFHLQVXUDQFHDQGUHDOHVWDWH
8
industries to be net payers of subsidies.

Table 3: UI claimants by industry sector
6RXUFH'LYLVLRQRI8QHPSOR\PHQW$VVLVWDQFH8QHPSOR\HG,QVXUDQFH&ODLPDQW3UR¿OHVODVWDFFHVVHG
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2QH0DVVDFKXVHWWVVSHFL¿FVWXG\IRXQGWKDWRYHU
RI¿UPVLQWKHFRQVWUXFWLRQDQGDJULFXOWXUH
industries paid the maximum UI tax rate in 1995,
LQGLFDWLQJWKHVH¿UPV¶HPSOR\HHVZHUHKHDY\
XWLOL]HUVRI8,EHQH¿WV7KHVDPHVWXG\DOVRIRXQG
that:
[C]onstruction is the sector of the
Massachusetts economy most heavily
subsidized by the Commonwealth’s UI system.
For the entire 1988 – 1996 period, construction
¿UPVGUHZDQHWVXEVLG\RIRYHUSHU
of payroll, while employers as a whole were
making a net contribution of $1.40 per $1,000.
Over the nine-year period, the construction
VHFWRUUHFHLYHGSHUFHQWRIDOO8,EHQH¿WVDQG
made only 9 percent of all contributions, while

accounting for 5 percent of total wages paid to
9
covered employees.
Although unemployment insurance is funded
E\DWD[RQHPSOR\HUVWKHEHQH¿WVUHFHLYHGE\
laid-off employees are not necessarily paid by
the employer that put them out of work. Many
industries with frequent layoffs are “maximum
QHJDWLYH´HPSOR\HUVPHDQLQJWKHLURXWRIZRUN
employees collect far more than the employer paid
in unemployment insurance taxes.
In essence, premiums paid by companies that
maintain steady employment subsidize those
employers, and even entire industries, that have
frequent layoffs. For certain employers, the UI
V\VWHPLVDUHJXODUSURYLGHURIDEHQH¿WVSDFNDJH

Table 4: Distribution of FTE equivalents by contribution rate

Estimated FTE equivalents (Earning >$14,000)

Source: Division of Unemployment Assistance

Contribution rate
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for their intermittent and seasonal employees—paid
for by others.
A break-down of UI claimants by the contribution
rate of their companies provides further evidence
of cross-subsidies. Table 4 shows large clusters of
employees at the lowest and highest contribution
rates. The concentration at the low end of the scale
VXJJHVWVWKHUHDUHDVLJQL¿FDQWQXPEHURIFODLPDQWV
from companies whose contribution levels subsidize
RWKHU¿UPV7KHFOXVWHURIFRPSDQLHVDWWKHKLJK
end of the scale (10.96%, labeled as 11%) suggests
WKDWDODUJHQXPEHURIFODLPDQWVDUHIURP¿UPV
whose contribution rate (if they were not subsidized
E\RWKHU¿UPV ZRXOGEHVLJQL¿FDQWO\KLJKHU
$GGLWLRQDOGDWDRQFODLPDQWVDQG¿UPFRQWULEXWLRQV
FRQ¿UPZKDW7DEOHLQGLFDWHV,QODLGRII
ZRUNHUVIURPSHUFHQWRI0DVVDFKXVHWWV¿UPV
DFFRXQWHGIRUSHUFHQWRIGLVEXUVHG8,EHQH¿WV
These heavy users paid $124 million in UI taxes, but
their employees walked away with $403 million
LQEHQH¿WV
In 2004, 30 companies had employees who received
PRUHWKDQPLOOLRQLQ8,EHQH¿WVRYHUDQGDERYH
what the company paid in UI taxes.
About 5,500 companies have been regularly drawing
KHDYLO\RQ8,WKHEHQH¿WVWRWKHLUHPSOR\HHV
exceeding their UI taxes in 2002, 2003, and 2004.
Total subsidy to these companies in those three
years: $1.2 billion or a subsidy of about $73,000 per
company per year. About 80 percent of these heavyuser companies had 10 or fewer employees.
These heavy-user companies come from all
sectors of the economy. However, consistent with
studies described above, construction companies,
WHPSRUDU\VHUYLFHV¿UPVVFKRROEXVFRPSDQLHVDQG
seasonal businesses, such as landscaping and pool
maintenance, are represented disproportionately.
Certain economic activities result in uneven (but
generally predictable) earning patterns, but the
unemployment insurance system was not intended to

subsidize these activities. Companies in industries
with uneven earnings patterns often abuse the UI
V\VWHPDQG³OD\RII´WKHLUZRUNHUVVRPHWLPHV
several times per year, and enjoy a company-wide
wage subsidy. Companies that provide steady,
predictable employment end up subsidizing these
industries at considerable cost.
)UHTXHQW)OLHUVDQG6HOI7ULJJHULQJ
For tens of thousands of unemployment insurance
EHQH¿FLDULHVWKHSURJUDPIXQFWLRQVDVDQRQJRLQJ
wage subsidy, not insurance. Some individuals have
been collecting UI virtually every year of their adult
lives. Far from providing help after an unexpected
job loss, UI is a planned-for and carefully managed
annual income supplement.
,QLQGLYLGXDOV¿OHGFODLPVZLWKWKH
Massachusetts DUA. More than half these claimants
SHUFHQW KDGDOVR¿OHGIRU8,LQ2IWKRVH
claiming in 2004, more than 18,000, or 7.3 percent,
had collected UI in at least 11 of the preceding 20
\HDUV$QGLQGLYLGXDOVKDGFROOHFWHG8,EHQH¿WV
in each of the past 20 years.
Unemployment insurance is one of the few kinds
of insurance that you can self-trigger and some
business owners take advantage of the perverse
incentives embedded in the law.
The following examples are from actual 2004
unemployment insurance claims. (To protect
privacy, names and biographical details have
been changed.):
Basic Self-Triggering: Ms. Q owns a jewelry store
in Nantucket. She earned about $50,000 in the
summer of 2004. In late autumn, she laid herself off
and headed to Florida. She was eligible to collect
$528 per week for 30 weeks, plus $25 per week for
each of her two dependent children, bringing her UI
EHQH¿WVWR²DQGUDLVLQJKHULQFRPHIRUWKH
season from $50,000 to $67,340.
Ms. Q pays the maximum UI insurance rate, capped
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DWRQWKH¿UVWRIWD[DEOHZDJHV
for a total UI tax of $1,534.40. In exchange for
her tax payment of $1,534.40, Ms. Q gets $17,000
LQEHQH¿WVVHQWWRKHULQ)ORULGD²VXEVLGL]HGE\
over $15,000 in taxes from other businesses in
Massachusetts.
Planned Group Self-Triggering: A family business
FRQVLVWVRI¿YHHPSOR\HHVLQFOXGLQJWKHSUHVLGHQW
treasurer, and director who are all related (husband,
wife, and child). These family members collectively
take in more than 90 percent of all wages paid
out by the business, roughly $150,000 per year.
(YHU\\HDUWHPSRUDU\ZRUNORDGUHGXFWLRQVUHVXOWLQ
various family members being put on reduced work
schedules—and collecting a wage subsidy through
unemployment insurance. In 2004, the family
business paid $5,100 in UI premiums, and family
PHPEHUVFROOHFWHGLQEHQH¿WV7KHVHVDPH
family members collected in 2003 and 2005 as well.
Repeated Self-Triggering:
- A 47-year-old restaurant owner from
Cape Cod earned $49,000 and then laid herself
off, collecting $10,621 from UI. She has collected
XQHPSOR\PHQWLQVXUDQFHEHQH¿WVIRU\HDUV
- A 46-year-old man from Brockton earned $33,700
for driving a school bus—plus an additional $7,620
LQEHQH¿WV+HKDVFROOHFWHG8,IRU\HDUV
- A 52-year-old interior decorator from Boston
earned $68,000 in 2004, but also took in $3,500
from UI. He has collected UI in each of the past
25 years.
The above anecdotes highlight a persistent and
costly loophole in the unemployment insurance
system – the built-in incentive to utilize the cap
in experience rating (which limits the level of
taxation) as a means to supplement wages in certain
industries.
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)UDXG
The most common abuse of the unemployment
insurance system is petty fraud: working under
the table while collecting, and collecting when not
looking for work (a statutory requirement of UI
eligibility is to be able, available, and seeking work).
,WLVGLI¿FXOWWRWUDFHWKHVHDEXVHVDQGHQIRUFH
penalties. The DUA, working with the Attorney
*HQHUDO¶VRI¿FHKDVUHFHQWO\SURVHFXWHGDQXPEHU
of fraud cases—including one person collecting
from prison, another collecting from the middle of
WKH$WODQWLF2FHDQ DFRPPHUFLDO¿VKHUPDQ DQG
a former DUA employee who was earning on one
Social Security number while collecting on another.
+LJK%HQHÀWV
$VDUHVXOWRIWKHQDWLRQ¶VKLJKHVWEHQH¿WV
longest collection period, and easiest eligibility,
0DVVDFKXVHWWVKDQGVRXWPRUHLQEHQH¿WVSHU
covered employee than any other state. In 2004,
Massachusetts handed out a staggering 76 percent
PRUHEHQH¿WVSHUFRYHUHGHPSOR\HHWKDQWKH
national average.
)HZZRXOGDUJXHDJDLQVWSURYLGLQJD¿QDQFLDO
cushion to those who lose their jobs unexpectedly
and through no fault of their own. The generosity of
the UI system, however, should be balanced against
the detrimental impact of high (and unequal) taxes
on employers.
In 2004, Massachusetts allowed UI claimants to
collect up to $528 per week, more than in any other
state. That’s 51 percent above the national average
of $348 per week. Massachusetts is the only state
in the nation to allow claimants to collect for 30
weeks; 48 states limit UI to 26 weeks and one,
Montana, sets the limit at 28 weeks.
8,EHQH¿WVSHUFRYHUHGZRUNHULQ0DVVDFKXVHWWV
have exceeded the national average each year
VLQFH(YHQZKHQWKH%D\6WDWHKDGORZ
unemployment rates, in the late 1990s, the
Commonwealth was still handing out half again

Pioneer Institute for Public Policy Research

as much per worker compared with the national
average. When the recession hit bottom in 2002, we
JDYHRXWURXJKO\GRXEOHWKHDYHUDJHEHQH¿WVSHU
covered worker—or $741 for every job in the state.
7KLV¿JXUHGRHVQRWLQFOXGHPRQH\JLYHQRXWXQGHU
WKHIHGHUDOEHQH¿WH[WHQVLRQ
,QDGGLWLRQWRKLJKEHQH¿WV0DVVDFKXVHWWVKDVVRPH
of the most liberal eligibility requirements in the
nation. Whereas most states require that an applicant
has earned wages equivalent to 20 weeks’ worth of
work to qualify, Massachusetts demands only 15
weeks’ worth of work. This makes it easier for those
with limited workforce attachment to qualify for
EHQH¿WV &ODLPDQWVZKRKDYHRQO\ZHHNV¶ZRUWK
of work behind them do not qualify for the full 30
ZHHNVRIEHQH¿WVEXWFROOHFWIRUDOHVVHUDPRXQW
of time based on earnings. The maximum you can
collect on UI is 36 percent of what you earned.)
7KHKLJKEHQH¿WVDQGORZHOLJLELOLW\WKUHVKROG
offered by Massachusetts provide a disincentive to
reenter the workforce, and an incentive to be more
selective about what sort of jobs individuals
will accept.

4. Recommendations
Unemployment insurance is an important and
XVHIXOEHQH¿WIRULWVEHQH¿FLDULHVDQGWKHJHQHUDO
population. It serves to support the unemployed
through periods of unemployment and serves
as a stabilizing economic force – preventing at
least some of the social dislocation that loss of
income creates. However, our current system of
unemployment insurance perverts the original intent
RIWKHV\VWHPGLYHUWVEHQH¿WVIURPWKHWUXO\QHHG\
and increases the cost of employing workers in
Massachusetts.
The key problems with our current system are:
1) Excessive Cross-Subsidization: The cap on
experience rating at -15% results in massive

cross-subsidy. Firms that are consistent employers
VXEVLGL]HRWKHU¿UPVWKDWDUHVHDVRQDORU
irregular employers.
2) Abuse of the Self-Triggering Mechanism:
Unemployment insurance is meant as a social
safety net for those who lose their jobs and incomes
through no fault of their own. The ability for the
VHOIHPSOR\HGRU¿UPRZQHUVWR³OD\WKHPVHOYHV
RII´LVDQDEXVHRIWKHV\VWHP
3) Frequent Fliers: Too many individuals
repeatedly and consistently apply for unemployment
insurance. In many instances, the applicant has a
number of consecutive applications per year. This
has the effect of turning a social safety net into an
ongoing wage supplement for a select number of
workers.
 +LJK%HQH¿WV$VLJQL¿FDQWFRVWGULYHUIRU
unemployment insurance in Massachusetts is
WKHJHQHURXVEHQH¿WSDFNDJH0DVVDFKXVHWWVKDV
the shortest period for individuals to qualify for
insurance, the longest payout period, and the highest
OHYHORIFDVKEHQH¿WVLQWKHQDWLRQ
High unemployment costs add to the cost of doing
business in Massachusetts and make it more
expensive for employers to add new employees.
To address this issue, we propose the following
solutions:
1) Increase the experience rating factor. By
increasing the maximum tax that could be imposed
on companies that make heavy use of UI, the state
could reduce the subsidy of seasonal and casual
enterprises, especially in the construction and
tourism sectors, by employers in other sectors.
These subsidies exceeded $312 million in 2005,
much of that to businesses that effectively use UI as
10
a wage subsidy for their workforce.
2) Limit Repeated, Serial Utilization of
Unemployment Insurance. Support reform efforts
at the federal level to restrict UI eligibility for
WKRVHZRUNHUVZKRKDYHUHFHLYHGEHQH¿WVLQIRXU
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FRQVHFXWLYH\HDUVRUUHFHLYHGEHQH¿WVLQVHYHQ
years over a ten-year period.
3) Expose and Prevent Self-Triggering. A higher
standard of scrutiny should apply to repeated
DSSOLFDWLRQVIRUEHQH¿WV$SSOLFDQWVZRXOGKDYHWR
demonstrate that the business in question actually
FORVHGUDWKHUWKDQSHUIRUPLQJDFRVPHWLF³OD\RII´WR
HQDEOHEHQH¿WFROOHFWLRQ
4) Enhance the DUA’s anti-fraud powers. The
DUA should have the ability to garnish wages in
established fraud cases in which a court judgment
has been rendered. Currently, DUA uncovers
millions of dollars in fraud that it
cannot collect.
 $OLJQEHQH¿WOHYHOVPRUHFORVHO\ZLWKWKRVHRI
other states.%ULQJLQJEHQH¿WVFORVHUWRQDWLRQDO
averages, in terms of time, eligibility, and/or
payment levels, would reduce unemployment
insurance taxes and discourage gaming of
the system.
The incomplete 2003 unemployment reform process
demonstrated strong opposition to changing the
system, particularly from groups representing
highly subsidized industries. However, reform has
the potential to lower the cost of doing business in
0DVVDFKXVHWWVDQGWRVLJQDOWRRXWRIVWDWH¿UPV
that state government is serious about addressing
cost issues.
It is revealing that recent surveys by CFO and Chief
Executive magazines rank Massachusetts near the
bottom as a place to do business. Unemployment
insurance reform would treat workers more fairly,
EHQH¿WPRVWH[LVWLQJEXVLQHVVHVDQGDOVRKHOS
attract new employers to the state.

John O’Leary is the former director of the Division
of Unemployment Assistance and Assistant
Secretary for Administration and Finance for the
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the Research Director at Pioneer Institute.
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