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Transition Paper on Unemployment Compensation: 
Crucial Issues in the Recession’s Most Important Safety Net Program 

 
By:  Sharon M. Dietrich, 

Community Legal Services, Inc. 
 

 
Since the beginning of the recession, Pennsylvania’s unemployment compensation (UC) 
program has been front-and-center in stabilizing our state’s economy and supporting our 
unemployed families.  Consequently, there are numerous important UC policy issues that 
will have to be addressed in 2011.   
 
This paper briefly describes the UC program’s performance so far during the recession 
and highlights the issues that are presented for the near future.  In connection with those 
issues, we make the following recommendations. 
 

(1) The UC Trust Fund insolvency must be remedied by raising the taxable wage 
base, not by cutting UC benefits. 

 
(2) The UC stimulus money must be accepted by August 2011 so that 

Pennsylvania does not lose the opportunity to provide $273 million in 
federally paid benefits to unemployed Pennsylvanians and to reduce employer 
interest payments on the federal loan. 

 
(3) Staffing levels in the UC system must be retained to help the state return to 

compliance with federal requirements for timely decisions. 
 
(4) Reduce overpayments and promote fairness by requiring employer appeals 

within 15 days of initial decisions to pay UC claims. 
 
The discussions below also emphasize how federal funds can be maximized in the UC 
system. 
 
 
Performance of UC Program in Support of Claimants during the Recession1 
 

� The state’s unemployment rate has been staggering.  Pennsylvania’s 
unemployment rate almost doubled between 2007 and 2009, rising from 4.3% to 
8.1%.  It exceeded 9.0% from February 2010 until October 2010. 

 
� Record numbers of Pennsylvanians received UC benefits.  In 2009, 926,315 

individuals received UC benefits, a 41% increase over the 658,629 people who 
received benefits the prior year.   

                                                 
1  For authorities for the statistics cited below, see Sharon M. Dietrich, Transition Paper on 
Unemployment Compensation Financing: Prudent Planning is Needed to Resolve the UC Trust Fund 
Deficit [hereinafter “Transition Paper on UC Financing”], at 3-4. 
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� Benefit payments have been modest.  In 2009, the average weekly UC check in 

Pennsylvania was $314.47.  By contrast, the Federal Poverty Guideline in 2009 
for a family of three was $352.12 per week.  For a family of four, it was $424.03.  
Moreover, UC benefits replace, at most, 50% of an unemployed worker’s wages. 

 
� Most claimants do not exhaust their 26 weeks of regular UC benefits.  In 

2009, the average duration of a claim was 19.7 weeks.  Thus, at an average 
weekly benefit rate of $314.47, the average claim paid to an unemployed 
Pennsylvanian in 2009 was only $6195.06. 

 
� But almost a million Pennsylvanians did exhaust their state benefits.  From 

July 2008 through present, 958,517 Pennsylvanians have received at least one 
week of federal Emergency Unemployment Compensation.  These persons would 
have exhausted their 26-week state claims in order to qualify for federal benefits. 

 
In sum, UC payments were and remain crucially important to unemployed 
Pennsylvanians for keeping their heads above water and ameliorating their poverty 
during this crushing recession. 
 
 
The UC Trust Fund insolvency must be remedied by raising the taxable wage base, 
not by cutting UC benefits2 
 
In early 2009, the UC Trust Fund ran out of money, because of high benefit costs as a 
result of the recession and inadequate revenue.  UC benefit costs increased from $2.8 
billion in 2008 to a record high $4.8 billion in 2009, a 71% increase.  Revenues were not 
up to this extraordinary demand, especially because the taxable wage base that is the 
bread and butter of UC financing has not increased from $8,000 since 1984.  
Consequently, the state has borrowed more than $3 billion from the federal government 
to date to continue payment of benefits to the unemployed. 
 
Having to borrow money from the federal government to pay UC benefits has 
consequences.  Most notably, beginning in 2011, Pennsylvania employers will have to 
pay interest on the federal loan, which is anticipated to total $446 million between 2010 
and 2012.  In addition, they will begin to lose increasing amounts of their FUTA tax 
credit every year that the federal loan remains unpaid.  Finally, employers and employees 
are paying additional taxes, and unemployment benefits are being reduced, as a result of 
the triggering of solvency measures in place in the UC Law. 
 
Pennsylvania will have to grapple with determining the solution to the broken financing 
system for the UC program.  The possibilities appear to be tax increases and benefit cuts.  
Enormous benefit cuts would be needed even to stop federal borrowing, much less to 
repay the $3 billion debt.  UC benefits already replace only 50% of wages at most, so a 

                                                 
2  This subject is discussed more thorough in Transition Paper on UC Financing, supra note 1. 
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significant benefit cut would reduce them to a small percentage of lost income – not 
nearly enough for unemployed families to keep their heads above water. 
 
Moreover, federal extended UC benefits are based on state payments.  With the recent 
announcement of a deal to extend the federal program for an additional 13 months, if 
Pennsylvania were to cut state benefits, our long-term unemployed would experience a 
comparable loss of extended benefits paid entirely by the federal government during 
those 13 months. 
 
Instead, the taxable wage base – the amount of wages on which UC taxes are paid – must 
be significantly increased.  It has not increased from its current level of $8,000 in 26 
years.  If it had kept pace with statewide wage increases, it would currently be $20,000.  
Pennsylvania’s $8,000 taxable wage base compares poorly to the other states around the 
country, where the national average is $12,214.  39 states have a higher taxable wage 
base, including 14 states that have taxable wage bases over $20,000 (the highest taxable 
wage base being $36,800, in Washington State).  Pennsylvania must come into the 
mainstream on the level of its taxable wage base to resolve its solvency problems. 
 
 
The UC stimulus money must be accepted by August 2011 so that Pennsylvania does 
not lose the opportunity to provide $273 million in federally paid benefits to 
unemployed Pennsylvanians and to reduce employer interest payments on the 
federal loan.3 
 
In the American Recovery and Reinvestment Act of 2009, a prominent component was 
the Unemployment Insurance Modernization Act (UIMA).  The UIMA provides the 
states with $7 billion for payment of UC benefits if they have several eligibility 
provisions in place.  Pennsylvania stands to receive almost $273 million of these federal 
funds, which would go into the pockets of our unemployed residents.  However, the 
deadline to take action to obtain these funds is August 2011. 
 
The most notable change that would have to be made would be the adoption of an 
“alternative base period” (ABP) for calculating financial eligibility.  The Pa. Department 
of Labor and Industry (the Department) estimates the cost of this provision at about $67.6 
million per year.  Thus, the federal funds would pay the cost for the ABP for around 4 
years, after which the provision could be repealed. 
 
Pennsylvania is out of the mainstream in not having yet qualified for any of the UIMA 
funding.  So far, 39 other states have elected to draw down some or all of their UIMA 
funds, including notable states such as Alaska, Arkansas, Colorado, Georgia, Idaho, 
Kansas, Minnesota, Montana, Nevada, North Carolina, Oklahoma, South Carolina, South 
Dakota, Tennessee, and Utah.   
 

                                                 
3  This subject is discussed more thoroughly in Sharon M. Dietrich, Stimulus Package Will Put $ 273 
Million In Federal Dollars Into the Pockets of Unemployed Pennsylvania Families. 
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The Department estimates that 26,000 - 29,000 unemployed Pennsylvanians per year 
would qualify for benefits under the ABP, with an economic impact of $400,000 million 
over the anticipated four-year period during which these benefits would be subsidized.  If 
the UIMA funds are not obtained, this money will simply be lost to Pennsylvania (and 
redistributed to the other states). 
 
Qualifying for UIMA would not harm the UC trust fund, given that the ABP could be 
repealed after the UIMA funds are exhausted.  To the contrary, the infusion of $273 
million into the trust fund would help Pennsylvania’s employers, by reducing the 
federal debt on which they will be required to pay interest. 
 
 
Staffing levels in the UC system must be retained to help the state return to 
compliance with federal requirements for timely decisions.4 
 
The Social Security Act and its implementing regulations and policies have established 
federal timeliness requirements for payments of UC benefits by the UC Service Centers 
and for appeals determinations by the UC referees and the UC Board of Review.  These 
timeliness standards exist so that the unemployed can avoid the financial harms of having 
to wait inordinately long for UC benefits when they have no other source of income.  In 
order for states to meet these timeliness standards during a recession, they are required to 
significantly add staff to accommodate their increased claims load. 
 
By this fall, Pennsylvania had fallen into noncompliance with the federal timeliness 
standards at all three levels of determinations.  Even more of concern, the inventories of 
undecided cases at each level had increased significantly.  Consequently, Community 
Legal Services wrote a demand letter to the Governor’s General Counsel, requesting 
corrective measures.  Increased staffing is the primary solution to the backlogs. 
 
In response to the delay problem, the Department has engaged in implementing an 
aggressive hiring plan for each level of decision-making.  With the increased staffing, the 
Department expects to become compliant as follows. 
 

� UC Service Centers:  April 2011 
� UC referees:  late June/early July 2011 
� UC Board of Review:  May 2011 

 
Staffing at all levels must be retained in order to avoid backsliding into noncompliance 
with the federal standards.  They must be spared any across-the-board furloughs that 
might be made by the state.  Moreover, it should be noted that these staff (and other 

                                                 
4  This subject is discussed more thoroughly in letter from Sharon M. Dietrich to Barbara Adams, 
General Counsel (Oct. 25, 2010). 
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administrative costs in the UC program) are paid for by federal funds, from the 
Federal Unemployment Tax Act.5 
 
 
Reduce overpayments and promote fairness by requiring employer appeals within 
15 days of initial decisions to pay UC claims. 
 
The UC Law requires the filing of an appeal within 15 days of a determination on an 
initial claim issued by the Department.6  However, the Department typically does not 
issue a determination if an employer does not respond to notice of a UC claim; benefits 
simply are paid.  Consequently, employers often challenge the payment of UC benefits 
long after a claim has begun – often near or at the end of the payment of a full 26 week 
state claim.   
 
This phenomenon results in large and unnecessary overpayments.  Had such a claim been 
properly adjudicated at the beginning, funds would not have been paid out 
inappropriately from the UC Trust Fund.  Moreover, the claimant is saddled, without 
warning, with a large debt for which he or she may feel pressure from the Department to 
repay.   
 
Claimants have strict 15 day periods during which appeals must be filed.  The 
Department should take action to apply the same rule to employers, to conserve funds 
and bring certainty to the finality of a decision on payment of a claim.7 
 
 
 
 
 
 
 
 
 
For more information, contact Sharon M. Dietrich, Community Legal Services, Inc., 
1424 Chestnut Street, Philadelphia, PA  19102; 215-981-3719; sdietrich@clsphila.org . 
 

                                                 
5  Similarly, federal funds pay for the state disabilities determiners employed by the Department’s 
Bureau of Disability Determination, who should not be furloughed in any across-the-board state funding 
cuts (see letter from Joseph R. Biden, Jr. to Edward G. Rendell (July 1, 2009)).  The Social Security 
Administration has determined that Pennsylvania could lose more that $445,000 per day in federal 
administrative funds and the daily delay in monthly benefits could exceed $187,000 in the event of a 
furlough.  http://www.socialsecurity.gov/open/ODD/state-details.html?ST=PA . 
 
6  43 P.S. § 821(e). 
 
7  Reducing overpayments is another reason to retain staffing levels necessary to decide appeals 
promptly. 


