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OVERVIEW

N orth Carolina’s unemployment insurance system provides workers who are involuntarily
unemployed with some of the security needed to rebound and seize new opportunities. By
temporarily replacing part of the wages lost by individuals who are involuntarily unemployed,
North Carolina’s unemployment insurance system provides working families with a modest
level of economic security and stabilizes local economies during economic downturns. The
system also helps unemployed individuals find work, collects key labor market data and
finances the state’s Worker Training Trust Fund.

Financial pressures that developed during the recession that began this decade pushed the
unemployment system into uncharted waters and strained its ability to aid working families and
local communities. In 2005, the account dedicated to benefit payments was barely solvent, the
funding to operate local employment service offices was hardly sufficient and the Worker
Training Trust Fund was essentially empty. These financial problems, in turn, resulted from a
combination of short-sighted policies adopted during the 1990s and declines in federal support
for the operation of the unemployment insurance system.

Restoring the long-term financial health of the unemployment insurance system requires public
leaders to take three steps:

e Adopt a philosophy of “forward financing.”
e Adjust the taxable wage base to better grow with the economy.

e Ensure that all employers contribute a fair share.

Absent change, the unemployment insurance system will labor to maintain current benefits and
services during severe recessions without having to borrow money or raise taxes at an
inopportune time. Reforms also are needed if the system is to better serve a 21st-century
economy and align more seamlessly with the larger workforce development system.

This special report of the North Carolina Budget and Tax Center provides an overview of the
state’s unemployment insurance system, analyzes the recent financial challenges and presents
options for reform. Such reforms, in turn, would strengthen the unemployment insurance
system’s ability to help families coping with a job loss recover and pursue new opportunities.

WHAT IS THE NATIONAL UNEMPLOYMENT INSURANCE SYSTEM?

Established in 1935 under the Social Security Act, unemployment insurance (Ul) shields workers
against the risk of losing a job involuntarily. By temporarily replacing part of a worker’s income,
Ul serves two major economic purposes. First, Ul achieves the microeconomic goal of
maintaining a portion of the income and spending of unemployed workers. Second, Ul advances
a macroeconomic goal of stimulating consumer demand during economic downturns and
mitigating the severity of hard times." Most importantly, Ul offers unemployed workers and their
families some of the economic security needed to position themselves for new opportunities.
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The Ul system serves three additional purposes. First, to improve the efficiency of the labor
market, Ul provides employment services to help match unemployed workers to job openings.
Second, Ul may fund training that enhances the competitiveness of workers. Finally, Ul
compiles the local labor market data used by state and federal leaders to develop public

policies.

Ul is a federal-state partnership. The federal government establishes basic guidelines, provides
oversight, funds the operations of state systems through a modest tax and pays for half of the

extended benefits that may be authorized
during times of extreme unemployment.
States determine eligibility rules, set
insurance levels, establish time limits on
the receipt of insurance, levy Ul taxes,
enforce the laws and pay for half of
extended benefits.?

NORTH CAROLINA'S
Ul SYSTEM

he North Carolina General Assembly

established a statewide unemployment
insurance program in 1936. Today, the
insurance program and the larger Ul
system are the responsibility of the
Employment Security Commission (ESC),
an independent state agency overseen by
a seven-member committee appointed by
the governor. The commission’s chair
also acts as a full-time executive director.?

Though the most visible part, the
insurance program is just one piece of
North Carolina’s Ul system. Besides
administering the insurance pool, the
ESC operates a network of 93 local
employment services offices, runs a
labor market research unit and finances
the Worker Training Trust Fund - the
state’s only unrestricted funding source
for workforce development initiatives
(Figure 1).

FIGURE 1: THE UNEMPLOYMENT INSURANCE SYSTEM

Authority:
North Carolina General Statutes § 96

Purpose:
To insure workers against involuntary unemployment by
"the systematic accumulation of funds during periods of
employment to provide benefits for periods of
unemployment, thus maintaining purchasing power and
limiting the serious social consequences of poor relief
assistance."

Major Programs:
Unemployment Insurance Trust Fund; Employment
Services (network of 93 local offices); Labor Market
Information Division; Worker Training Trust Fund

Funding Streams:
State payroll tax (for insurance payments); state
approporations (for operations); federal funding streams
(for administration and employment services); interest
earnings

Ul Trust Fund Financial Data (2005):

Payroll Tax Collection: $900.1 million

Insurance Benefits Paid: $665.6 million

Trust Fund Balance (12/31): $43.3 million
Service Data (2005):

Total Weeks Compensated: 3.2 million

Number of Initial (first) Insurance Payments: 310,000
Average Weekly Insurance Payment: $258

Workers Receiving Employment Assessments: 91,745

SOURCES: North Carolina General Statutes; U.S. Department of Labor, Office of Workforce
Security; Employment Security Commission



FIGURE 2

HOW DOES UNEMPLOYMENT INSURANCE WORK?

Every North Carolinian benefits from the Ul system. The insurance program protects all wage
and salary workers, except for the self-employed and certain agricultural and domestic
employees, against the risk of involuntary unemployment. Additionally, any North Carolinian,
unemployed or not, may use the local employment service offices to find a job.

To receive insurance, unemployed workers must register at an ESC office or through the
telephone or Internet. Claims then are evaluated against monetary and non-monetary criteria.
First, a worker must have earned a certain amount of money during a specified base period.
North Carolina typically requires a worker to have earned a minimum of six times the average
weekly insured wage (or $4,110 in 2005) within a one-year period.* Second, a worker must
demonstrate an attachment to the labor force and be able to work, available for employment
and seeking a job.> Some 310,000 unemployed Tar Heels met these monetary and non-
monetary criteria and received initial Ul payments in 2005 (Figure 2).°

The monetary eligibility criteria are

used to calculate the amount of
UNEMPLOYMENT INSURANCE PAYMENT DATA, NC, 2005 . .
insurance paid to a worker. In North

A) Unemployed Workers Carolina, a worker’s weekly payment
Number of First Insurance Payments 310,000 equals the amount of wages earned

Average Weekly Insured Unemployed 76,893 during the best-paid quarter in the

% of Unemployed Workers Receiving Insurance 41% individual’s base period divided by

B) Weekly Insurance Payments

26, up to statewide cap that changes

each  August” The maximum

Maximum Weekly Payment $457 payment in North Carolina equals

Average Weekly Payment $258 two-thirds of the average weekly

Average Payment as a % of Average Weekly Wage 38% insured wage or $457/ week in 2005.

C) Duration of Insurance Payments Most workers, however, received
Maximum 26 weeks much less: an average of $258/ week.

ne 13 weeks At these levels, Ul only replaces a

% of claimaints exhausting insurance payments 38% portion of an unemployed worker’s

SOURCE: U.S. Department of Labor, Office of Workforce Security; Current Population Survey

wages. In fact, the typical Ul payment
replaced only 38 percent of the
typical worker’s 2005 wages.® That
amount, on an annual basis, would fail to lift a four-person family above the federal poverty
level. While Ul never was intended to replace an unemployed worker’s total income, the
program originally aimed to replace 50 percent of a worker’s previous earning, up to a specified
cap.’ Lower replacement rates constrain Ul’s ability to offer unemployed workers a modest level
of economic security and to help stabilize local economies.

Not only are Ul payments modest in size, but they also are limited in duration. A worker
normally can receive benefits for no more than 26 weeks, though multi-week extensions may
be available during times of extreme unemployment. In recent years, the typical unemployed
North Carolina worker has received about 13 payments. Owing to the structural changes in the
state’s economy, however, a growing share of insured workers is receiving the maximum
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number of payments. In 2005, for example, 38 percent of Ul claimants in North Carolina were
jobless six months after receiving their initial Ul payment. The share of such workers has risen
sharply since 2000." As will be discussed, this trend signals the need to adjust the Ul system to
better meet the needs of today’s labor market.

WHO BENEFITS FROM UI?

hough modest in size and limited in duration, Ul payments have a profound impact on

individual workers, their families, local communities and businesses. One national study,
for example, found that every $1 in Ul payments yields $2.15 in economic benefits." This
impact occurs because families dealing with unemployment typically use all of their insurance
proceeds to pay bills. Such an infusion of cash into the economy has a stabilizing effect and
helps stem additional unemployment.

North Carolina witnessed the Ul system’s impact during the economic downturn that began the
decade. The end of the 1990s boom and the structural decline of the state’s traditional industries
resulted in a period of massive unemployment. In 2001 and 2002, some 755,000 people filed
for Ul insurance, and the Ul system paid out $2.6 billion in regular, extended and temporary
benefits. After subtracting the taxes paid by businesses and applying an economic multiplier, Ul
injected some $3.8 billion into the state’s economy during one of its darkest economic periods
(Figure 3)." Put differently, Ul’'s economic impact was equivalent to 1.2 percent of North
Carolina’s 2002 gross state product. (See appendix for county-level data.)

Positive impacts aside, Ul fails to reach as many individuals, families and communities as it

FIGURE 3

ECONOMIC IMPACT OF UNEMPLOYMENT INSURANCE PAYMENTS, NC, 2001-02 (IN 2005 $)

A) Insurance Paid Amount
Regular Insurance Payments $2,170,608,000
Extended Insurance Benefits (EB) $6,405,716
Temporary Extended Unemployment Benefits (TEUC) $406,139,756
Subtotal $2,583,153,472

B) Payroll Tax Contributions

State Payroll Tax Collections $796,343,000
Subtotal $796,343,000
C) Net Impact
Benefits less Contributions $1,786,810,472
Economic Multipler $2.15
TOTAL IMPACT $3,841,642,515
Net Impact as Percent of 2002 Gross State Product 1.2%

SOURCE: NC Budget & Tax Center



could. Ul is a universal program in that virtually all wage earners are insured, but current
eligibility rules prevent many unemployed workers from actually collecting insurance. Despite
some positive state actions to address this problem, just 41 percent of unemployed Tar Heel
received a Ul payment in 2005." Moreover, national studies have found that low-wage workers,
women, minorities, temporary/ contingent workers and people with uneven work histories are
less likely than other workers to receive insurance payments.'

HOW IS Ul FINANCED?

he responsibility of financing Ul is shared by the federal government and the state. Both

levels of government levy payroll taxes on employers. The first $7,000 in wages paid to a
worker by an employer is subject to a federal tax rate of 6.2 percent. In reality, employers pay
much less once they claim a tax credit for their state Ul tax payments. That credit results in an
effective federal tax rate of 0.8 percent. Put differently, an employer’s annual federal Ul tax bill
equals $56 per employee or three cents an hour for a full-time, year-round employee.” The
proceeds of the federal levy are used to operate the national Ul system, maintain a loan fund
for states that exhaust their trust funds, pay for half of extended benefits and finance state
administrative costs. States also occasionally receive federal Reed Act distributions, which may
occur when federal unemployment accounts accumulate balances in excess of statutory limits.'®

The payroll tax assessed by North Carolina, meanwhile, is used exclusively to fund insurance
payments. Federal law requires states to deposit their tax proceeds in a dedicated trust fund held
by the U.S. Treasury. States only can use the proceeds to pay benefits, and in the interim, the
balances earn a handsome rate of interest. Between 1999 and 2000, for instance, North
Carolina’s trust fund generated $190 million in interest.”” This interest mechanism aims to
encourage states to build up balances during good times in order to pay benefits during bad
ones. Such a counter-cyclical approach is a hallmark of a social insurance program like UI.

This counter-cyclical goal, however, exists in tension with a distinctive feature of the United
States’ Ul system: experience rating. The taxes paid by an employer vary, at least in part, on that
employer’s experience using the Ul system. In theory, an employer who discharges more
employees should pay more in taxes than one who dismisses fewer people. Because no
experience-based system is perfectly efficient, there are additional charges (e.g. payments made
to employees of a firm that has gone out of business) that are shared collectively by every
covered employer. Unfortunately, by linking tax payments to claim histories, experience rating
often leads employers to challenge unnecessarily valid insurance claims.™

North Carolina assesses a variable, experience-rated payroll tax on (in 2005) the first $16,700
in wages paid by a covered employer to a worker. This wage base changes every August. The
actual tax rate depends on the health of the Ul trust fund and an employer’s experience rating.
Higher rates are charged when the trust fund’s balance is low than when it is high. Better-rated
employers also pay less than poorly-rated ones. Nominal tax rates vary from zero percent to 5.7
percent, depending upon which of the nine authorized tax schedules is in effect.” In 2005, the
average employer tax rate equaled 2.1 percent of taxable wages. Between 1980 and 2005, the
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FIGURE 4

AVERAGE EMPLOYER TAX RATES AS A % OF TAXABLE WAGES, NC, 1980-2005

Percentage
P

1980 1882 1884 1886 1988 1880 1882 1994 1896 1898 2000 2002 2004

NOTE: Dotted lines indicate recessions.
SOURCE: U.S. Department of Labor

average employer tax rate ranged between a high of 2.7 percent of taxable wages in 1984 to a
low of 0.2 percent in 1996 (Figure 4).*

By law, the proceeds of the North Carolina’s payroll tax only can be used to pay insurance to
eligible workers. Other parts of the Ul system depend on other funding streams. The federal
government, in theory, is supposed to use the proceeds of its payroll tax to finance the
administrative costs incurred by operating state Ul systems. Similarly, the federal Wagner-
Peyser Act is supposed to fund the employment services provided at local Ul offices. Yet as
federal support has declined in recent years, the state’s budget has been forced to absorb some
of the shortfall.

A by-product of North Carolina’s Ul system is its financing of training activities through the
Worker Training Trust Fund, the state’s only unrestricted source of workforce development
funding. State law requires the ESC to transfer the interest earned by a reserve account into the
Worker Training Trust Fund. That fund, in turn, supports programs that “enhance the
employability of workers.”?" Between 1989 and 2005, the fund spent an annual average of
$13.6 million on initiatives like the North Carolina Community College System’s popular
Focused Industrial Training program.?



WHAT HAPPENED TO NORTH CAROLINA'S Ul SYSTEM?

he economic downturn that started the decade shook every aspect of North Carolina’s Ul

system. The trust fund used to pay benefits ran empty, the federal government reduced
funding for the services for which it is responsible, money to keep local offices open was scarce
and the Worker Training Trust Fund was depleted. To keep operating and paying benefits to
eligible workers across the state, the ESC drained its reserves, sought appropriations from the
state and borrowed extensively (and innovatively) from the federal government and from the
private market.

Consider the trust fund used to pay insurance. Financial experts evaluate the health of Ul funds
through solvency measures. Such measures compare a fund’s size to its ability to pay benefits
at a level comparable to one experienced during a prior recession. Put differently, if the trust
fund received no additional revenues, how long could it pay insurance at a level similar to a
previous recession? A fund that could sustain that level for at least 12 months is deemed solvent.
The two most commonly used solvency measures are the high-cost multiple, which compares
fund size to the single worst recession over the past 20 years, and the average high-cost
multiple, which compares fund size to the three-worst recessions over the past 20 years.> In
2005, North Carolina’s trust fund was insolvent according to both measures, even after
accounting for a $260 million injection of federal Reed Act funds in 2002 (Figure 5).%

FIGURE 5

SOLVENCY TRENDS, UNEMPLOYMENT INSURANCE TRUST FUND, NC, 1980-2005
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SHORT-SIGHTED POLICY CHOICES UNDERCUT Ul

Short-sighted decisions by state leaders during the 1990s compromised the solvency of the Ul
trust fund and set the stage for today’s problems. Like many forms of social insurance, Ul is
designed to work on a counter-cyclical basis. When times are good, the system should build up
reserves that can be used to pay insurance during bad times. Seemingly large balances,
however, often tempt elected officials to adopt short-sighted policies that undermine program
integrity, regardless of the actual solvency of the system.

That is what happened in North Carolina during the 1990s. As the economy grew, the Ul trust
fund built what seemed like a large balance, at least in dollar terms. Consequently, the General
Assembly enacted a series of 13 payroll tax changes between 1992 and 2000. Previous research
has estimated that those changes and the associated forgone interest earnings reduced the size
of the Ul fund by some $1.5 billion.?® Revenue reductions also caused the solvency of the trust
fund to begin eroding. In 1994 the Ul fund was fully solvent, but by 2000, on the eve of the
recession, that was no longer so.

Such policy changes ensured that the Ul fund would enter the last recession, perhaps the worst
period of unemployment in modern times, less prepared than it should have been. Granted the
downturn was severe. Structural changes in the state’s economy eliminated jobs, increased
unemployment and caused longer spells of unemployment. The result: $2.6 billion in insurance
payments just in 2001-02 and the depletion of the trust fund. In total dollars, the size of the
trust fund fell from $1.1 billion in 2000 to $11 million in 2003.*

This is not to say that tax changes are never appropriate, but rather, that any changes should be
judged on the basis of sound actuarial and social insurance principles, not short-term
expediency. North Carolina’s recent financial problems could have been mitigated if the fund
had been allowed to build an adequate balance during the 1990s. If, holding all else equal, the
fund had kept the estimated $1.5 billion in forgone tax revenues, it would have entered the
2001 recession with roughly twice as much cash on hand. That would have allowed the fund
to ride out the storm instead of taking on water. Ironically, by compromising the fund’s health
during the 1990s, the General Assembly was forced to raise taxes during the downturn. By
2005, average payroll tax rates were higher than they were in 1994, before the bulk of the 1990s
tax changes occurred, yet the trust fund was not solvent.

FEDERAL REDUCTIONS WEAKENED Ul

Steady reductions in federal support for Ul have compounded North Carolina’s problems. A
portion of the federal payroll tax is supposed to pay certain state administrative costs, while
Wagner-Peyser funds (Title Il of the Workforce Investment Act) should bankroll the employment
service functions provided through the ESC’s network of 93 local offices. Yet federal support for
such functions steadily has eroded.

Consider Wagner-Peyser funds, which support employment service functions (Figure 6).
Between program years 2000 and 2006, total federal support to the states, not accounting for
inflation, fell by 8.6 percent, going from $761.7 million to $696.1 million. During that same
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FIGURE 6

FEDERAL WAGNER-PEYSER ALLOCATIONS TO NC, PROGRAM YEARS 2000-2006 (IN 2005%)
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seven-year period, North Carolina’s annual inflation-adjusted appropriation fell from $20.1
million to $19.1 million, a drop of 4.8 percent.”” This decline occurred during a period in which
the state’s workforce grew and the demand for the services provided by the Ul system increased.

The erosion of federal support for Ul administration and employment services has shifted more
responsibility for funding Ul to the state’s budget. The General Assembly initially helped the
ESC by diverting funds from the Worker Training Trust Fund for other Ul-related purposes, and
then, after that fund was depleted, the legislature began appropriating money from the General
Fund (Figure 7).** Without a $7.3 million appropriation from the General Assembly in the
current fiscal year, for example, the ESC likely would have had to shut some local offices.
Unfortunately, increases in General Fund spending have not been adequate to offset declines
in other revenues or meet new demands.

HOW CAN THE Ul SYSTEM BE STRENGTHENED?

hen it comes to Ul financing, North Carolina historically has been seen as a national

leader. The developments of recent years, however, appear to have undercut support for
sound policies. Unless state leaders renew their commitment to responsible financing, the Ul
system will lose its core abilities to stabilize local economies during downturns and provide
working families confronting unemployment with a basic measure of economic security.
Restoring the Ul system’s long-term health requires public leaders to take three steps: 1) adopt
a philosophy of “forward financing,” 2) adjust the taxable wage base to better grow with the
economy, and 3) ensure that all employers contribute a fair share.
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FIGURE 7
GENERAL FUND APPROPRIATIONS TO THE ESC, FISCAL YEARS 2001-2007 (IN 2005%$)
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ADOPT “FORWARD FINANCING”

Social insurance programs like Ul are designed to operate on a counter-cyclical basis. In other
words, the system should accumulate adequate resources during times of economic prosperity
in preparation for paying out insurance during economic downturns. Such “forward financing”
permits a state to address a downturn without having to reduce insurance payments or raise
taxes during a time of economic hardship.* North Carolina unfortunately abandoned this
approach during the 1990s in favor of “pay-as-you-go” financing. That system ties tax rates and
revenue flows to arbitrary targets rather than sound insurance principles and also reduces the
size of interest payments earned by the state’s trust fund. While pay-as-you-go financing often
permits short-term tax breaks, it frequently leads to tax increases during and after a recession.
This is exactly what happened in North Carolina in recent years, and today average tax rates
are higher than they were in 1994 - before most of the 1990s tax reductions took effect. To
avoid repeating this problem, state leaders should return to a philosophy of forward financing
the Ul trust fund.

ADJUST THE TAXABLE WAGE BASE

North Carolina is one of 17 states that wisely adjust their taxable wage bases for growth in
payrolls. In other words, the amount of wages subject to taxation automatically increases along
with wages and salaries. Such an approach results in a fairer and sounder Ul system.* North
Carolina currently levies its variable experience-rated payroll tax on the first $17,300 in wages
paid by a covered employer to a worker. This wage base changes every August and must equal
50 percent of the state’s average annual wage.
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Increasing the share of wages subject to taxations is one way for North Carolina to rebuild and
strengthen its Ul fund. Take 2005. That year, approximately 44 percent of all the wages paid in
covered employment were subject to the state payroll tax. That tax, in turn, generated some
$900 million for the Ul fund. If the ratio of taxable wages to all covered wages instead had
equaled 50 percent, holding all else equal, then the Ul fund would have collected an additional
$141 million, money that could have been used to improve the trust fund’s solvency and
prepare for the next downturn.*

ENSURE THAT ALL EMPLOYERS PAY A FAIR SHARE

Every state finances its Ul fund through variable experience-rated payroll taxes paid by
employers. Nominal tax rates in North Carolina vary from zero percent to 5.7 percent,
depending upon which of the nine authorized tax schedules is in effect. To strengthen the state’s
Ul system, North Carolina’s leaders should reevaluate both the lowest and highest tax rates
currently authorized.

North Carolina instituted a zero tax rate during the 1990s. While a zero rate for employers with
a good experience rating sounds harmless, it actually contains three flaws. First, it causes a “free
rider” problem. All firms benefit from the existence of Ul benefits, but a zero tax rate allows
some employers to benefit without having to pay into the fund. Second, under a zero rate, a
sizable number of firms often wind up paying little or no tax. In North Carolina, for example,
12 percent of covered employers paid no taxes in 2005.%2 Third, because no experience-rated
system is perfectly effective, there are additional charges (i.e. payments made to employees of
a firm that has gone out of business) that must be shared by all employers. A zero tax rate,
however, exempts employers from paying for shared costs. To avoid such problems, North
Carolina should eliminate the zero tax rate and set a minimum rate that ensures that all
employers contribute something meaningful to the Ul system.

On the opposite end of the spectrum, North Carolina should consider raising its top tax rate of
5.7 percent - the rate paid by six percent of all employers in 2005. Federal law requires that
state’s levy a maximum tax rate of at least 5.4 percent on employers with the worst experience
ratings. However, if maximum tax rates are set too low, firms that dismiss many workers escape
from having to pay for the costs they impose on the Ul system. Moreover, low maximum rates
may lead to unfair situations where employers with good experience ratings wind up
subsidizing those with bad ratings. A recent national study by the Government Accountability
Office, for example, found that the construction and agriculture industries consistently pay less
in taxes than is drawn in insurance payments by former employees, while the finance, real
estate and insurance industries regularly pay more.** To avoid this problem, North Carolina
should reevaluate the effectiveness of the current top tax rate.

WHY SHOULD THE Ul SYSTEM BE STRENGTHENED?

Strengthening the health of North Carolina’s Ul system is essential to meeting the demands of
the modern economy and the changing needs of the workforce. Ul’s founders designed the
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program for an industrial rather than service economy. At the time, unemployment was a
cyclical and temporary process. The economy would slow down, firms would fire employees,
those workers would collect unemployment and employers would re-hire workers when the
economy improved. Today, unemployment is structural. An employee who loses a job is more
likely to be permanently displaced rather than temporarily dismissed. Though recessions now
are much shorter than they historically have been, the labor market takes much longer to
recover, if it recovers fully at all.**

North Carolina learned the lessons of the new unemployment during the last recession. Much
of the unemployment that occurred during a recession that, officially at least, lasted only a few
months resulted from the structural decline of traditional industries. An unemployed textile
worker, for example, was unlikely to regain a job or find comparable work in the same industry.
The jobs and many of the firms simply have vanished.

At the same time that the nature of unemployment has changed, the characteristics of the
workforce have changed. Ul originally was designed for a world in which families were
supported by a sole, full-time male worker who would often spend an entire career at one
employer. Today, women and/ or members of minority groups account for a growing share of
the workforce. Additionally, contingent, temporary and low-wage work account for a growing
share of the workforce. In 2005, for instance, 22 percent of Tar Heels worked part-time. Women
were more likely than men to be employed part time, while African Americans were more likely
than whites or Hispanics to labor on a part-time basis. Even more alarmingly, 28.1 of all North
Carolina workers earned less than $9.60 an hour in 2005, the amount needed to bring a four-
person family to the federal poverty level.*

Modern realities place new pressures upon North Carolina’s Ul system. Despite some positive
reforms, Ul in North Carolina still reaches a fraction of unemployed workers. Increases in long-
term unemployment also mean that a growing share of workers stops receiving insurance before
securing a new job. Furthermore, workers displaced from traditional industries are less likely to
find jobs that pay as well or offer the same benefits as their previous position. For such workers,
the current Ul system is ill-equipped to provide them with the security needed to access and
pursue the training needed to position themselves for new, more lucrative opportunities.

Strengthening the fiscal health of the Ul system is an essential step for improving its ability to
meet the needs of today’s workers and economy. Absent stronger financing, the system will
struggle to perform its current mission, fail to respond to the realities of a changed labor force
and prove incapable of pursuing innovative strategies that provide working families with a basic
level of economic security and help them rebound from a period of unemployment.

A POTENTIAL INNOVATION: RETHINKING THE WORKER TRAINING TRUST FUND

One part of the Ul system that is ripe for innovation is the Worker Training Trust Fund, the
state’s only unrestricted source of workforce development dollars. After having spent a yearly
average of $13.6 million per year on ESC operations and education/ training initiatives during
the 1990s, the fund essentially ran dry during the last downturn and stopped supporting
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activities. The training fund now is slowly starting to rebuild, thereby affording public leaders
an opportunity to strengthen the fund and use it to more effectively aid workers and their
families.”

Going forward, North Carolina could use part of the training fund as a kind of workforce
development venture fund that awards grants on a competitive basis. Under the direction of the
Commission on Workforce Development, which by its very composition would reflect the
diverse interests of businesses and workers, such a grant program could support training that
focuses on low-skilled or vulnerable workers; is linked to the needs of a particular economic
sector and/ or geographic region; involves private and nonprofit intermediaries; fosters
cooperation among the different parts of the workforce development system; better aligns the
state’s workforce development and economic development efforts; and uses outcome
measurements to gauge success. One way to quickly seed such a venture fund would be to
divert a portion of the revenues generated from the statutorily-authorized tax surcharge imposed
when the Ul fund’s reserve account falls below a certain threshold to the initiative.

A POTENTIAL INNOVATION: ALIGNING THE WORKFORCE DEVELOPMENT SYSTEM

Responding to the Ul’s system’s financial challenges also creates an opportunity to reconsider
Ul’s relationship to the larger workforce development system. In 1933 the Wagner-Peyser Act
created a nationwide Employment Service (ES) to help match job seekers and employers.
Following the creation of Ul, responsibility for ES was vested with state employment security
agencies.”

Consistent with its roots in an industrial economy, ES traditionally has focused on providing
the kinds of short-term services needed to match job seekers and employers. In fact, Wagner-
Peyser dollars cannot be used to support training activities. Yet in today’s service-based
economy, unemployed workers, especially those dislocated from traditional industries, need
to upgrade their skills and education in order to find work that pays a family-supporting
wage.* Limitations on funding for training - coupled with such factors as the age of the ES
system, its dedicated funding stream and the relative independence of the ESC - has resulted
in an ES system that operates at some distance from the other parts of North Carolina’s
workforce development system.

Elected leaders are in a position to push ES towards better coordination with the larger
workforce development system to the needs of today’s labor market. For example, while ES
cannot fund training, it can coordinate with the training opportunities supported by the
federal Workforce Investment Act or offered by the community colleges. Is such coordination
occurring, and how can it be encouraged or improved upon? Similarly, is the current network
of 93 local ES offices appropriate, or would a smaller network provide better services at a
lower cost? Answering such questions is essential to efforts to improve North Carolina’s
workforce and economy.
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CONCLUSION

North Carolina’s system of unemployment insurance provides workers who are involuntarily
unemployed with the security needed to rebound and seize new economic opportunities while
strengthening local economies at the same time. Unfortunately, the past few years have been
challenging ones for the state’s Ul system due to a series of short-sighted policy decisions on
the part of state and federal leaders. Changes consequently are needed to strengthen the ability
of the Ul system to achieve its core goals and help North Carolina meet the needs of today’s
workers and employers.
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