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Executive Summary

Unemployment insurance was intended to provide a financial safety net for laid-off workers.  But 

the way the system is structured encourages employers to lay off employees and discourages workers from 

seeking new jobs until their benefits are nearly exhausted.   The system is in many respects unfair — for 

example, part-time workers and those who change jobs frequently are taxed, but often are ineligible for 

benefits.  And those who never make a claim receive no benefit in exchange for the taxes they pay.  It is 

also wasteful and inefficient.  In some states nearly 20 percent of benefit payments are the result of error 

or fraud.  In general, state administrators have no incentive to reduce fraudulent claims or operate their 

programs efficiently.   

The system actually encourages layoffs by shielding employers and workers from the true cost of 

such layoffs, causing as much as 50 percent of temporary layoffs in the depths of a recession.  The rea-

son: the tax rate an employer pays is not fully adjusted for the cost the employer imposes on the system 

through layoffs.  Thus employers with high layoff rates are subsidized by others.  In a free labor market, 

employers offering seasonal employment would have to pay higher wages in order to compete against em-

ployers who offer year-round employment.  Unemployment benefits undercut this natural market phenom-

enon and act as a subsidy to employers whose need for labor is cyclical or seasonal.  

The system also encourages people to remain unemployed once they lose a job by discouraging 

job search activities until benefits are almost exhausted.  Because benefits for low-wage workers replace 

50 percent or more of their previous pay, the loss of benefits upon reemployment acts as a 50 percent tax, 

in addition to all other taxes.  This acts as a powerful disincentive to find a new job.  There is abundant 

evidence that people respond to the economic incentives benefits provide:

● Workers eligible for unemployment insurance benefits remain unemployed longer than those 

who are ineligible.

● Workers offered bonuses for rapid reemployment find work faster than those who are not, and 

the new wages are slightly better than their former pay.



● The probability of an unemployed person finding a job rises dramatically the week before the 

end of the person’s eligibility for unemployment insurance.

Fortunately, there is a better way.  The simplest solution is the most comprehensive one: replacing 

unemployment insurance with personal employment accounts that are individually owned, totally por-

table and benefit workers even if they are never involuntarily unemployed.  A portion of the payroll taxes 

paid would be put into investment accounts that workers own and control.  People could withdraw funds 

from their accounts during periods of unemployment, and any unused funds would add to their retirement 

incomes.

Chile, which led the world in establishing individual accounts for social security, has implemented 

such a personal account system.  The accounts are funded by payroll taxes.  Workers own their accounts, 

but prior to retirement they only withdraw funds when they are unemployed.  The accounts are adminis-

tered by the same private funds that manage Chilean workers’ retirement accounts, and are invested con-

servatively in a variety of securities.  Unlike the U.S. unemployment system, Chileans can draw the funds 

out even if they quit or were fired from their last jobs.  This allows workers more flexibility in changing 

employment.  

If the United States implemented a personal unemployment account system, both workers and em-

ployers would have incentives to minimize unemployment.  Unlike the use-it-or-lose it benefits of the cur-

rent system, workers would not forgo benefits when they find a job quickly.  After all, any unused funds 

in their accounts would be their own money.  Also, employers would have incentives to provide steady, 

year-round employment since seasonal work would not be artificially subsidized.

Short of a comprehensive solution, states should be given more flexibility to experiment with a va-

riety of reforms.  Several successful pilot programs suggest that incentives for more rapid reemployment 

can reduce both the length of unemployment and the cost of paying benefits.  For example, an Arizona 

trial program that provided more services to unemployed workers saved about $10 in benefits for every $1 

spent administering the program.  Elsewhere, a consortium of employers providing work search assistance 

to laid off workers is saving roughly $2 in benefits for each $1 the program costs.  However, these experi-

ments have been limited in scope.  Much more needs to be done.
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Introduction: An Overview
In 1935, the federal government set up the unemployment insurance 

(UI) system to pay benefits to laid-off workers.  It is basically a monopoly 
insurance fund that has changed little since its inception.   State governments 
administer the system, and state payroll taxes pay cash benefits to workers.  
The federal government collects an additional unemployment insurance tax 
(FUTA, after the Federal Unemployment Tax Act) from employers, and makes 
loans to states when their trust funds run low.  Benefits are paid for a limited 
period of time, usually up to six months, while the worker seeks a new job.  
However, workers are often eligible for extended benefits that are paid from 
general federal tax revenues.  Benefits for low-wage workers typically replace 
50 percent to 70 percent of their pay.  There is a ceiling on the maximum ben-
efit, so middle- and higher-income workers receive a much smaller portion of 
their previous pay.

Problems with the Current  
Unemployment Insurance System

The nation’s unemployment insurance system changes behavior in 
harmful ways:  It encourages employers to lay off workers and discourages 
unemployed workers from looking for new jobs.  Furthermore, it treats some 
workers unfairly.  And it provides no incentives to improve system efficiency. 

Encouraging Layoffs.  The unemployment insurance system increases 
unemployment by creating perverse incentives for employers to lay off work-
ers.  It does so by shielding employers and their workers from the true cost 
of layoffs.  Under current tax codes, an individual firm’s tax rate is adjusted 
according to how many of their laid off workers file claims for benefits.  This 
experience rating varies from state to state, however, and all states have floors 
and ceilings on the tax rates.  As a result, there is no penalty when a company 
already paying the maximum tax rate lays off one more worker. Even a compa-
ny paying the minimum tax rate may not be penalized by a small layoff.  Also, 
the tax schedules in some states are not actuarially related to the costs differ-
ent employers impose on the system.  Thus, the system itself insulates many 
companies from the economic impact of their own layoffs.  

This is especially true for businesses with a variable need for labor.  
These firms may be in very cyclical industries, such as capital goods manufac-
turing, or in seasonal industries such as food processing.  If not for the safety 
net of unemployment insurance, these employers would have to offer a wage 
premium to attract employees from other employers who offer year-round, 
regular employment.  To minimize the size of the wage premium, employers 
would seek ways to stabilize their employment.  For instance, a company that 
normally produces goods after an order is received, might produce in advance, 
anticipating  inventory needs during slack times.  Or, a company that would 

“Unemployment insurance 
has changed little since its 
inception.”

“The system creates perverse 
incentives for employers to 
lay off workers.”



6     The National Center for Policy Analysis

otherwise contract out for equipment renovation might train production work-
ers to do the job in-house during the off season.  Unemployment insurance 
reduces or eliminates the need for these employers to pay a wage premium or 
provide off-season employment.

All of the econometric studies on the subject have concluded that the 
unemployment insurance system in the United States induces layoffs.  Figure 
I, which summarizes the results of these studies, shows that during the depths 
of recession, the system itself may cause as much as 50 percent of all tempo-
rary layoffs.1

Discouraging Job Search.   Unemployment insurance benefits dis-
courage unemployed workers from actively seeking a new job.  For instance, 
until low-wage workers exhaust the benefits, their loss upon reemployment 

FIGURE   I

Increase in Temporary Layoffs  
Due to Imperfect Experience Rating

Sources:  Donald R. Deere, “Unemployment Insurance and Employment,” Journal of 
Labor Economics, October 1991; Robert H Topel, “On Layoffs and Unem-
ployment Insurance,” American Economic Review, September 1983; Patricia 
Anderson and Bruce D. Meyer, “The Effects of Unemployment Insurance 
Taxes and Benefits on Layoffs Using Firm and Individual Data,” NBER Work-
ing Paper No. 4960, January 1996; and David Card and Phillip B. Levine, 
“Unemployment Insurance Taxes and the Cyclical and Seasonal Properties of 
Unemployment,” Journal of Public Economics, January 1994. 
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“During the depths of a reces-
sion, the system itself may 
cause as much as 50 percent 
of all temporary layoffs.”

“It reduces the need for 
seasonal employers to pay a 
wage premium or provide off-
season employment.”
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acts as a 50 percent tax, in addition to all other taxes.   Since leisure itself is 
valuable, an individual may prefer not to work while benefits are available 
rather than receiving twice as much pre-tax income while working.  Thus the 
way benefits are paid is itself a disincentive to reemployment.  Research sup-
ports the idea that the unemployed respond to these economic incentives:

● Workers eligible for UI benefits are unemployed longer than those 
who are ineligible.2  [See Figure II.]

● Workers who are offered bonuses for rapid re-employment find 
work faster than typical workers receiving unemployment benefits, 
and their new wages are slightly better (contradicting the claim that 
longer job searches produce better-paying jobs). 

● The probability of an unemployed worker finding a job rises dra-
matically the week before the end of the person’s eligibility for 
unemployment insurance.3  [See Figure III.]

Studies of other developed countries, including Canada, Spain and 
Sweden, and of Europe generally, have come to similar conclusions.4

It is commonly assumed that the unemployed cannot find work until 
there is a net gain of employment in the economy.  Reality is quite different.  
Normal turnover occurs all the time:  people retire, quit for personal reasons or 
are fired for cause.  There is also job churn, in which some companies expand 

FIGURE   II

Duration of Unemployment

Source: Mark Gritz and Thomas MaCurdy, “Measuring the Influence of Unemployment 
Insurance on Unemployment Experiences,” Journal of Business and Economic 
Statistics, April 1997.

6.6 
weeks

14.6
weeks

Not Eligible for 
Unemployment 

Benefits

Receiving  
Unemployment Benefits

“The system imposes a 50 
percent tax on low-wage 
workers who find a new job.”

“Workers eligible for benefits 
are unemployed longer than 
those who are ineligible.”
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and others are newly formed at the same time that other firms contract or 
die.  Both turnover and churn create far more job opportunities than net new 
employment.  For example, more than 50 percent of workers in Oregon were 
newly hired during a year in which net job growth was only two percent.5  
Since there are many job openings, an unemployed person can substantially 
hasten his or her reemployment through more active work search.

The intensity of job search is a major factor affecting how long a per-
son remains unemployed.   It is certainly the major factor that the unemployed 
person controls.  Search intensity will vary even among people who are in 
their prime working years and the sole support of their families.  Consider an 
unemployed person’s work search effort.  Suppose that on Monday morning 
he writes a letter in response to a classified job ad; he calls a friend to ask if 
there are any openings with the friend’s employer; and he visits a third compa-
ny and fills out an application.  It’s now noon on Monday.  What does our job-
seeker do?  He can wait to see if any of these three inquiries bear fruit, or he 
can spend his afternoon making more inquiries.  It is human nature to put off 
the things that we don’t care to do, things that make us feel uncomfortable or 
embarrassed.  One doesn’t have to label a person “lazy” to see human nature 
at work.  We have all put off tasks that we find distasteful, even if necessary.  

The disincentive effect of unemployment benefits probably has the 
greatest impact on individuals at the margin of the employment decision.6  
They are at the margin because they value other uses of their time almost as 

FIGURE   III

Likelihood of Reemployment

Source: Bruce Meyer, Econometrica, “Unemployment Insurance and Unemployment 
Spells,” July 1990.
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“The probability of finding 
a job rises dramatically the 
week before unemployment 
insurance benefits run out.”
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 Decisions at the Margin
For some workers, unemployment insurance strongly affects their incentives to work.  Consider 

a few marginal cases. Many mothers have mixed feelings about employment while their children are 
young.  They like the extra income and the adult contact that work provides, but their lives as working 
mothers are stressful, they incur extra expenses for child care, and progressive tax rates leave them with 
little take-home pay.  Imagine a mother who is nearly indifferent between working and not working, 
who is laid off from her job at the beginning of her children’s summer break. It is not surprising that a 
mother would decide that she is better off collecting unemployment insurance benefits in the summer 
than working.

Consider another example.  Many students hold part-time jobs.  They are not fully self-support-
ing, but they earn extra spending money.  The laid-off student who collects UI benefits has spending 
money plus leisure.  (Some states in America will not provide unemployment insurance benefits for a 
person who is only looking for part-time work, but such regulations are seldom enforced.)

Finally, consider a person who is retired but wants a little income for extra luxuries.  The person 
may work part-time.  Wal-Mart is famous for its senior citizen greeters, and McDonalds has increased 
its hiring of older workers for day shifts.  When laid off, such a person may find the unemployment 
insurance benefit fully adequate as a supplement to his or her pension.  People who are at the margin of 
the employment choice will exhibit substantial disincentive effects from unemployment insurance.  

much as work.  These include mothers with small children, students and retir-
ees.  [See the sidebar: Decisions at the Margin.] 

A small subset of the millions of workers who file unemployment 
claims each year will remain unemployed a year or more.   The longer a person 
is unemployed the more difficult it is to become reemployed — due to the loss 
of work habits, outdated skills or growing gaps in the work history.  Some job 
seekers mistakenly think a longer work search will lead to a higher-paying 
job.  Yet empirical research shows that it does not.7  On occasion, Congress 
has extended unemployment benefits in regions or states that have higher than 
average unemployment rates.  Congress also created a special program, Trade 
Adjustment Assistance, which pays benefits to workers displaced by foreign 
competition for up to two years.  Such extended benefits, however, contribute 
to the problem of long-term unemployment.  In countries that provide more 
generous benefits than the United States, and do so for two or more years, the 
average length of unemployment is much longer.8 [See Figure IV.]

Treating Workers Unfairly.  The unemployment insurance system 
treats many workers unfairly.  It taxes workers who are ineligible for benefits, 
and those who stay consistently employed receive no benefit in exchange for 
the taxes they pay.  The length of time an individual receives benefits often 
depends on factors beyond his or her control, such as at what point during a 
business cycle the layoff occurs, and how many other workers in the state are 

“Unemployment insurance 
taxes workers who are ineli-
gible for benefits.”

“Those who stay consistently 
employed receive no benefit 
for the taxes they pay.”
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unemployed. Ironically, the current system often does not provide benefits to 
some low-wage workers.  This occurs because in order to qualify for benefits, 
workers must have a minimum employment history.  Thus, workers who are 
employed seasonally, in cyclical industries, or only part-time may not qualify 
for benefits, even though their wages were taxed to support the system.

Encouraging Inefficiency.   The current system provides no incen-
tives to state agencies to reduce administrative costs or fraudulent claims, or 
to speed up reemployment.  Yet there are potential cost savings in each of 
these areas.  The average state loses about 9 percent of its funds to erroneous 
or fraudulent  benefit claims and payments, and some states lose nearly 20 
percent of their funds.9  Workers who quit voluntarily or are fired “for cause” 
are usually ineligible for benefits.  However, settling benefit disputes requires 
a system to adjudicate claims.  This delays benefit payments and adds to 
overhead costs.  In one state, for example, the cost of determining whether a 
worker’s job separation qualifies for benefits and adjudicating disputed claims 
adds up to 22 percent of the state’s total administrative costs.  A separate fed-
eral unemployment tax trust fund reimburses state administrative costs, which 
were $3 billion in 2002.  These funds cannot be used to pay benefits, and 

FIGURE   IV

Average Length of Unemployment 
(2002, in months)

Source: Organization for Economic Cooperation and Development.
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“The average length of unem-
ployment is much longer in 
countries that provide more 
generous benefits.”
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about 9 percent of its funds to 
erroneous or fraudulent ben-
efit claims and payments.”



Unemployment Insurance in a Free Society     11

benefit funds cannot be used for administration.  The inflexible wall between 
the two funds means that a state cannot use benefit funds to pay for administra-
tive initiatives — such as work search assistance — that could eventually save 
benefit funds.  This reduces states’ ability to deliver services more efficiently.

Reforming the Unemployment Insurance  
System with Individual Unemployment Accounts

Like Social Security, unemployment insurance is funded by payroll 
taxes.  People who are working pay the benefits of people who are not.  Like 
Social Security, there is a federal trust fund.  In this case, the fund reimburses 
state governments for administration costs, while benefits are paid from state 
trust funds.  Like the current proposals to reform Social Security with personal 
accounts, so that workers’ savings will fund part of their retirement benefits, a 
second personal account could be established that sets aside  a portion of pay-
roll taxes to pay unemployment benefits. During periods of unemployment, 
workers could draw on their unemployment funds, together with investment 
returns.  If they do not use the funds during periods of unemployment, they 
could access it when they retire.  

Chile, which led the world in establishing individual social security 
accounts for retirees, has also led in the creation of individual accounts for un-
employment insurance.10  Economist Martin Feldstein first proposed the idea 
in 1975; Chile began implementing a system in 2002, building on its success 
with individually-owned retirement accounts.  It works like this:

● Workers pay 0.6 percent of their wages into individual accounts, 
while employers pay a 2.4 percent payroll tax divided between 
individual accounts and a “joint account” that pays benefits to new 
or low-wage workers when their accounts are exhausted.  

● The accounts are administered by the same private pension funds 
that manage Chilean workers’ retirement accounts and are invested 
conservatively in a variety of securities.

● The individual account is held in the worker’s name and is paid out 
when the worker becomes unemployed or retires.  [See Figure V.]

● After a worker’s account is sufficiently funded to support five 
months of benefits, taxes are paid directly to the employee, not the 
unemployment account.

● Unemployed individuals with fully funded accounts will be able to 
draw 30 percent to 50 percent of their previous wages for up to five 
months at a time.

America’s system of personal accounts need not duplicate the Chilean 
system. However, there are some elements in the Chilean system that we 
believe are critical for the success of an American program:

“Chile leads the world in 
the creation of individual 
accounts for unemployment 
insurance.”
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● Each worker in the personal account system has his or her own 
account, funded like the current system, by employer taxes.

● A backup system, also funded by employer taxes, covers those 
who have not built up a large enough individual account balance to 
cover their unemployment benefits.

● Another option would be to allow loans from the joint account to 
the individual accounts of unemployed workers whose balances are 
too small to meet their living expenses, to be paid back out of the 
workers’ future earnings.11 

● Unused balances in individual accounts could be withdrawn in 
cash or rolled into a personal retirement account when the worker 
retires.

Employment Benefits of Individual Accounts.   The biggest 
problem with the current unemployment insurance system:  It discourages 
rapid reemployment.  Individual accounts solve this problem.  Workers with 
individual accounts will feel urgency about their reemployment, because 
finding new work rapidly allows them to add to their retirement income. In 
Chile, the UI administrator trains the worker to understand the connection 
between unused unemployment funds and retirement income by mailing 
the employee’s annual unemployment insurance account statement in the 
same envelope as one of his quarterly individual social security account 
statements.12

Unlike the U.S. unemployment system, Chileans can draw upon their 
funds even if they quit or are fired from their last jobs.  This allows workers 
more flexibility in changing employment, thus reducing the need for costly 
adjudication of claims. 

Implementation Issues. A personal account system in the United 
States would be easy for states to administer.  Current state-run systems  raise 
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goes to individuals’  
Social Security Accounts
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1.6%

FIGURE   V

Unemployment Benefits Funding in Chile
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“Chileans can draw upon 
their funds even if they quit or 
are fired.”

“Individuals can draw from 
their accounts when they be-
come unemployed or retire.”
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issues when people move from one state to another.  If people are nervous 
about changing to a new system, it need not be mandatory.  States could offer 
traditional unemployment insurance in exchange for  employer contributions.  
With good experience rating of employer taxes, the system could pay for itself.  
However, workers should not be allowed to change back and forth between the 
two systems, as this could make both systems financially unstable.

How can we finance a system of personal accounts?  Over time, 
the system would be self-funded through existing employment taxes.  
Existing trust funds would pay for the transition (the federal trust fund for 
administration and the state trust funds for benefits) and the balances of both 
funds could be applied toward financing individual accounts.

Improving the Unemployment Insurance  
System:  State Innovation and Experimentation 

Proposals to change the unemployment insurance system tend to be 
predictable products of two opposing camps.  Business lobbies want to make 
marginal changes that limit benefit eligibility, such as clarifying that dismissal 
for drug usage disqualifies a person from benefits.  Unions and worker advo-
cates want to expand eligibility and increase benefits.  Both groups are focused 
on minor changes that do not disturb the underlying structure of the system. 

Since unemployment insurance is a federally-mandated, state-admin-
istered program, fundamental reforms require federal action. First steps could 
include individual states determining how they want to provide benefits; they 
could use the best state workers’ compensation programs as models for re-
form.  If administrative and benefits funding were combined, and the system 
was managed by for-profit contractors, financial incentives would be properly 
aligned to control costs and encourage rapid reemployment.13

Unlike unemployment insurance, there is no national mandate for the 
workers’ compensation system, which covers medical expenses and lost wages 
for workers injured on the job. All states have adopted some kind of program, 
and their freedom to experiment has led to different solutions.  Similarly, if 
states had the flexibility to design their own benefit systems, including the 
ability to allocate both state and federal payroll tax funds as they chose, their 
experiments would produce model programs that could be copied in other 
states.  For example, although workers’ comp coverage is mandatory in all 
states except Texas, most states allow private insurers to compete for the busi-
ness of individual employers and allow employers to self-insure.  In a number 
of states, government funds or insurers compete with the private sector.  And 
in recent years, states have increasingly deregulated the market for workers’ 
comp insurance.  For instance, between 1980 and 2000, the number of states 

“An American individual ac-
count system could be funded 
by existing employment 
taxes.”

“Federal action is needed to 
reform the system.”

“States need the flexibility 
to design their own benefit 
systems.”
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where insurers are free to set their own rates, called “open competition,” in-
creased from one to 37.  Since employers can substantially lower their insur-
ance rates by reducing the number of claims, programs to promote work safety 
have contributed to steadily falling injury rates.14  

By contrast, unemployment insurance is federally mandated and highly 
regulated.  If federal policymakers allowed each state to design its own unem-
ployment insurance system, a variety of state experiments would ensue.15

State Experimentation.  Several state experiments suggest that incen-
tives for more rapid reemployment can reduce both the length of unemploy-
ment and benefit costs.  These incentives could be used in reformed state UI 
programs; however, the experiments have been limited in scope because only 
changes in federal law would give states flexibility in program design.  Fol-
lowing is a description of some of the efforts that have been made.

Seminars on work search techniques have proved effective in prompt-
ing reemployment.  Interestingly, though, two separate studies have found that 
most of the effect of the seminars occurs before they are held, but after partici-
pants are notified that they are required to attend.16   People would rather find 
work than attend a seminar! 

FIGURE   VI

Eligibility Review Interviews  
Cost versus Benefit Savings

Source:   Arizona Department of Economic Security, “Reemployment Services 
Performance Report,” December 23, 2002.   

$4,940,213

$330,636

Cost Benefit Savings

“Eligibility review interviews 
save states an estimated $10 
for every $1 spent.”
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Another trial program, in Arizona, provided more intense supervi-
sion of unemployed workers.  Administrative staff interviewed recipients on 
a regular basis to set goals and monitor their progress.  The extra attention 
discouraged procrastination and provided emotional support for the workers’ 
job search efforts.  As shown in Figure VI, the state estimated a savings in 
benefits of about $10 dollars for every $1 spent on administering the program.  
Unfortunately, the program was discontinued because the special grant used 
to fund it was exhausted.  The benefits saved could not be used to continue the 
program.17

Search Assistance from Employers.  Given the right incentives  
— such as access to UI funds — employers may be willing to assist former 
employees in finding new jobs.  In one private program, a consortium of em-
ployers is providing work search assistance to the workers they lay off.  The 
assistance takes the form of weekly telephone calls that offer services such as 
résumé preparation, as well as encouragement.  Typically, the caller reviews 
the job seeker’s work search plan for the coming week, asks if the seeker needs 
any assistance, and then schedules a follow up call.  The scheduled call has-
tens activities that lead to reemployment by counteracting the normal human 
tendency to procrastinate and providing accountability.  Rough estimates show 
that the program saves $2 in benefit costs for each $1 of administrative costs.18

Subsidies for Job Creation.  Employers administering unemployment 
insurance might want to experiment with other approaches, such as subsidies 
for job creation.  An Oregon experiment used money that would otherwise 
have funded unemployment benefits to subsidize programs that created jobs 
for people with relatively low skills and little experience.  Program employees 
were assigned a mentor to coach them on basic job skills, such as arriving on 
time, following instructions, and getting along with coworkers.  The program 
was found to save more in benefits than it cost.19

Use of Staffing Agencies.  Another opportunity that apparently is not 
being exploited is the increasing the visibility of staffing companies.  The staff-
ing industry — primarily temporary help agencies — could place many work-
ers.  State employment agencies should allow these agencies to rent space in 
their lobbies for the purpose of signing up potential workers.  In addition to a 
paycheck, temporary jobs expose the workers and the employers to each other, 
which often results in offers of permanent employment.  

Making Worker Profiles Available.  Public availability of information 
about job-seekers could potentially speed up hiring.  Delays between when 
a company wants to hire and when it finds the right worker are a deadweight 
loss to society.  Reducing this friction will increase output.  Computerized 
databases, accessible to any employer, could provide information about skills, 
experience and interests of job seekers.  The system could be coded to allow 
employers to contact job seekers while protecting privacy.

“Search assistance from 
employers, subsidies for 
job creation, use of staffing 
agencies and making worker 
profiles available — all could 
be effective reforms.”
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Conclusion
A free society is marked by experimentation and variation, but there 

is little experimentation and variation in the U.S. unemployment insurance 
system.  The public desire for a safety net can be met in a way that preserves 
incentives for reemployment, without providing artificial incentives for lay-
offs.  Individual accounts for unemployment insurance most directly address 
the unemployed person’s disincentive to reemployment.  

If the United States implemented a system of individual accounts, it 
would eliminate employer incentives to lay off workers.  The cost of benefits 
would no longer be shifted from workers with unstable employment to work-
ers with stable employment.  Workers would demand a wage premium for 
unstable employment to make up for the smaller account balance expected 
at retirement.  The safety net for workers who are new to the labor force or 
are frequently unemployed could be funded by experience-adjusted tax rates.  
Workers would have an incentive to find new jobs quickly, so that they will 
have more money in their accounts at retirement. 

Private administration of unemployment insurance also offers the po-
tential for improved performance through appropriate encouragement, as well 
as sanctions for failure to engage in active work search.  We know that unless 
it is reformed, the mandatory monopoly entitlement program will continue to 
cause higher unemployment and a waste of human resources.

NOTE: Nothing written here should be construed as necessarily reflecting the 
views of the National Center for Policy Analysis or as an attempt to aid or 
hinder the passage of any bill before Congress.
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About the NCPA
The NCPA was established in 1983 as a nonprofit, nonpartisan public policy research institute.  Its 

mission is to seek innovative private sector solutions to public policy problems. 

The center is probably best known for developing the concept of Medical Savings Accounts 
(MSAs), now known as Health Savings Accounts (HSAs).  The Wall Street Journal and National Journal 
called NCPA President John C. Goodman “the father of Medical Savings Accounts.”  Sen. Phil Gramm 
said MSAs are “the only original idea in health policy in more than a decade.”  Congress approved a pilot 
MSA program for small businesses and the self-employed in 1996 and voted in 1997 to allow Medicare 
beneficiaries to have MSAs.  In 2003, as part of Medicare reform, Congress and the President made 
HSAs available to all nonseniors, potentially revolutionizing the entire health care industry.  A series of 
NCPA publications and briefings for members of Congress and the White House staff helped lead to this 
important legislation.   

The NCPA also outlined the concept of using tax credits to encourage private health insurance.  
The NCPA helped formulate a bipartisan proposal in both the Senate and the House, and Dr. Goodman 
testified before the House Ways and Means Committee on its benefits.  Dr. Goodman also helped develop 
a similar plan for then presidential candidate George W. Bush.   

The NCPA shaped the pro-growth approach to tax policy during the 1990s. A package of tax cuts, 
designed by the NCPA and the U.S. Chamber of Commerce in 1991, became the core of the Contract 
With America in 1994.  Three of the five proposals (capital gains tax cut, Roth IRA and eliminating the 
Social Security earnings penalty) became law.  A fourth proposal — rolling back the tax on Social Security 
benefits — passed the House of Representatives in summer 2002.

The NCPA’s proposal for an across-the-board tax cut became the focal point of the pro-growth 
approach to tax cuts and the centerpiece of President Bush’s tax cut proposal.  The repeal by Congress of 
the death tax and marriage penalty in the 2001 tax cut bill reflects the continued work of the NCPA.

Entitlement reform is another important area.  With a grant from the NCPA, economists at Texas 
A&M University developed a model to evaluate the future of Social Security and Medicare.  This work 
is under the direction of Texas A&M Professor Thomas R. Saving, who was appointed a Social Security 
and Medicare Trustee.  Our online Social Security calculator, found on the NCPA’s Social Security reform 
Internet site (www.TeamNCPA.org) allows visitors to discover their expected taxes and benefits and how 
much they would have accumulated had their taxes been invested privately. 

Team NCPA is an innovative national volunteer network committed to educating average 
Americans about the problems with the current Social Security system and the benefits of personal 
retirement accounts.  

In the 1980s, the NCPA was the first public policy institute to publish a report card on public 
schools, based on results of student achievement exams.  We also measured the efficiency of Texas 
school districts. Subsequently, the NCPA pioneered the concept of education tax credits to promote 
competition and choice through the tax system.  To bring the best ideas on school choice to the forefront, 
the NCPA and Children First America published an Education Agenda for the new Bush administration, 
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policy makers, congressional staffs and the media.  This book provides policy makers with a road map 
for comprehensive reform. And a June 2002 Supreme Court ruling upheld a school voucher program in 
Cleveland, an idea the NCPA has endorsed and promoted for years.  

The NCPA’s E-Team program on energy and environmental issues works closely with other think 
tanks to respond to misinformation and promote commonsense alternatives that promote sound science, 
sound economics and private property rights.  A pathbreaking 2001 NCPA study showed that the costs 
of the Kyoto agreement to halt global warming would far exceed any benefits.  The NCPA’s work helped 
bolster the argument that the treaty would be bad for America.  Subsequently, the Bush administration 
rejected it.    

NCPA studies, ideas and experts are quoted frequently in news stories nationwide.  Columns 
written by NCPA scholars appear regularly in national publications such as the Wall Street Journal, the 
Washington Times, USA Today and many other major-market daily newspapers, as well as on radio talk 
shows, television public affairs programs, and in public policy newsletters.  According to media figures 
from Burrelle’s, nearly 3 million people daily read or hear about NCPA ideas and activities somewhere in 
the United States.  

The NCPA home page (www.ncpa.org) links visitors to the best available information, including 
studies produced by think tanks all over the world.  Britannica.com named the ncpa.org Web site one of 
the best on the Internet when reviewed for quality, accuracy of content, presentation and usability.  

What Others Say about the NCPA

“...influencing the national debate with studies, reports and 
seminars.”

 - TIME 

“Oftentimes during policy debates among staff, a smart young 
staffer will step up and say, ‘I got this piece of evidence from the 
NCPA.’  It adds intellectual thought to help shape public policy in 
the state of Texas.”
 - Then-GOV. GEORGE W. BUSH 

“The [NCPA’s] leadership has been instrumental  in some of 
the fundamental changes we have had in our country.”

- SEN. KAY BAILEY HUTCHISON

“The NCPA has a reputation for economic logic and common 
sense.”

- ASSOCIATED PRESS


