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CURRENT CONDITION OF THE FUND

The December 31, 1998 Massachusetts

Unemployment Insurance Trust Fund balance was

$1,756 billion. The private contributory account

balance was $1,694 billion at the end of the year

and the governmental contributory account balance

was $62 million.

1998 REVIEW

The Massachusetts economy remained strong

through 1998 with lower unemployment and

continuing job growth over the year. The 1998

annual average unemployment rate of 3.3% is .7%

below the 1997 annual average rate of 4.0%. The

low level of unemployment and solid job growth

increased the private contributory account balance

by $338 million over the year. The year-end

balance of $1.694billion was almost two and a half

times the $699 million paid out during 1998 in

unemployment benefits. Current reserves are

enough to finance benefits at the current annual

level for 29 months.

Private employer contributions for 1998 were $936

million, a $198 million reduction from the prior

year level of $1,134 billion. This reduction in 1998

contributions was the result of legislation that set

employer contributions for 1998 payrolls at

Schedule "C", a two schedule drop from 1997's

Schedule "E". The estimated $396 average cost per

employee was $80 less than the 1997 average cost

of $476. Interest earnings on the account balance

totaled $100 million for the year.
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ASSUMPTIONS USED IN THIS
FORECAST

The benefit financing simulations are based on the

average of the forecasts produced by Standard &
Poor's DRI in December 1998 and Regional

Financial Associates, issued in November 1998.

DET continues to utilize the average of the two

independent economic outlooks to represent a

consensus forecast for Massachusetts.

The assumptions used in this report are arrayed

below and compared to the assumptions used to

produce the simulations for the two prior Trust

Fund Reports published in August 1998 and

October 1998.

Wage & Salary

Growth (%)
8/98 10/98 01/99

Total Unemployment
Rate (%)

8/98 10/98 01/99

1999 4.1 5.7 6.4 3.3 3.6 3.4

2000 4.2 5.8 5.7 3.4 3.6 3.5

2001 3.8 5.7 5.6 3.7 3.7 3.5

2002 3.7 5.5 5.5 3.8 3.9 3.7

2003 N/A N/A 5.4 N/A N/A 3.9

8/98

Labor Force

10/98 01/99

1999 3304,000 3397,700 3391,500
2000 3^30,900 3333,900 3324,400
2001 3357,800 3,364,700 3352,900
2002 3,381,600 3393300 3,379300
2003 N/A N/A 3,407,500

The wage and salary projection of 6.4% growth for

1999 is stronger than the 5.7% growth used in the

October report. The projected wage and salary

growths of 5.7% for the year 2000 and 5.6% for

2001 are both virtually identical to the last outlook.

The forecast for 2003 is expected to continue the

trend for strong growth at 5.4%.

The projections for the total unemployment rates

for the forecast period are in the same range as

those used in the previous reports, and they

continue to point to a very strong economy going

forward. The rates range from 3.4% to 3.9% over

the five year period. The 1999 projection of 3.4%
for total unemployment is .2% lower than the

estimate in the October outlook. The 2000 and

2001 outlooks are for a 3.5% annual unemployment

rate, moving up to 3.7% in 2002 and reaching 3.9%

in 2003.

The Massachusetts labor force is projected to have

moderate growth over the entire outlook period.

The labor force is expected to increase from

December 1998's 3,276,200 to 3,291,500 during

1999 and to reach 3,407,500 by 2003. These

estimates are in line with the levels used in the

August 1998 outlook.

||
1999 OUTLOOK

Trust fund reserves are expected to grow by $143

million during 1999, when the year-end balance

will reach $1,837 billion. Employer contributions

for 1999 payrolls will be on the special Schedule

"B" rate table enacted last year. Income from

employer contributions, estimated at $742 million,

will be $194 million below the 1998 contributions

of $936 million and $392 million less than the

$1,134 billion paid by employers in 1997. The

estimated average cost per employee is expected to

drop to $317 for 1999 from $396 in 1998. Interest

earnings are estimated at $1 10 million for the year.

The projection for a low annual average

unemployment rate for 1999 results in estimated

benefit payments of $709 million for 1999.

Unemployment Insurance as a cost of doing

business for Massachusetts and the other states are

displayed on page 6. The table arrays the estimated

cost per employee in 1998 by state and

Massachusetts estimated average cost per employee

for 1999. As readers can see, Massachusetts is

expected to drop down to ninth position among the

50 states on this indicator this year.
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2000 - 2003 PROJECTIONS RECOMMENDATION

The simulation estimates for the 2000 to 2003

period under current law are arrayed in Table 1

.

Under current law, even though the trust fund will

have greater reserves in 1999 than at any time in its

entire 60 year history, it is projected that Schedule

"C" would be triggered for the year 2000.

Contributions for 2000 would increase $99 million

over the 1999 level, to reach $841 million.

Contributions would remain on Schedule "C" for

2001. The higher levels of contributions during

2000 and 2001 appear to just barely trigger

Schedule "B" for 2002. However, Schedule "B" is

estimated to trigger for 2002 by less than $40

million. This is an extremely low amount for a $2.0

billion fund and a slight increase in expected total

wages could result in Schedule "C" triggering again

in the year 2002. The possible reduction in

contributions to Schedule "B" in 2002 would lower

the balance for computing the current statutory

trigger for 2003. Thus, Schedule "C" is projected

to trigger for employer contributions for 2003, with

an estimated balance that falls short of the amount
required to trigger Schedule "B" by approximately

$45 million. These results are presented with the

advisory note that at this time the estimated margins

of reserves for the triggers in the years 2002 and

2003 are very narrow; the year 2002 could be on

Schedule "C", rather than the projected "B", while

2003 could be "B" rather than the projected "C".

Benefit payments would increase over the period

from $735 million in 2000 to $852 million in 2003;

this increase is principally attributable to anticipated

wage inflation. The private contributory account

balance would grow to a whopping $2,374 billion

by the end of 2003 if Schedule "C" is in effect for

three of the next four years.

The Administration has proposed legislation that

will dramatically affect contribution rates in the

year 2000 and beyond. First, the Governor has

proposed that rates be reduced by special act to

Schedule "A" for the year 2000. This reduction

will save Massachusetts businesses $200 million,

compared to Schedule "C", which would otherwise

be triggered for next year.

In addition, the Governor has proposed an overhaul

of the statutory mechanism for triggering rates

beginning in the year 2001. Under current

projections, we anticipate that the new triggering

formula - which sets the rates at the lowest

schedule when the Trust Fund has at least 12

months of severe recession level benefits on hand -

will automatically trigger Schedule "A" in the years

2001 and 2002. It is expected that rates will trigger

on to Schedule "B" in the year 2003.

As can be seen from Table 1A, these proposals will

trim the average cost per employee in

Massachusetts to about $270 in the years 2000

through 2002, a 15 percent reduction below 1999's

estimated $317 per employee and nearly a 25

percent reduction below the mid $300 average costs

per employee that would pertain under the current

law's projected Schedule "C" rates for the years

2000, 2001 and perhaps 2002 as well. At the same

time, under the Administration's proposed rate

reforms, the Trust Fund will maintain a balance of

$1,800 billion to $1,850 billion throughout the

period from 2000 to 2003. This balance will be

sufficient to finance benefits for well over two years

at current projected levels of unemployment

throughout the forecast period, or for approximately

a year under a severe recession.
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Table 1

PROJECTION 1999 - 2003

Massachusetts Benefit Financing Simulation

Private Contributory Trust Fund Account (All $ in Millions)

1998 1999 2000 2001 2002 2003

Balance, January 1 $1,356 $1,694 $1,837 $2063 $2,248 $2,271

Income $936 $742 $841 $826 $692 $811

Trust Fund Interest $100 $110 $120 $132 $140 $143

Outlays $698 $709 $735 $773 $809 $852

Balance, December 31 $1,694 $1,837 $2,063 $2,248 $2,271 $2,374

Schedule C B* C C B C

Average Cost/Employee $396 $317 $356 $344 $288 $333

* Chapter 175 of the Acts of 1998 established a special Schedule "B" which self-repeals January 1, 2002.

Figures may not add because ofrounding.

Table 2

Economic Assumptions Based on DRI and RFA Forecasts and Massachusetts Simulation

Benefit Financing Simulation Output

1998 1999 2000 2001 2002 2003

Total Covered Payroll ($Billions) $89.3 $94.5 $100.7 $107.1 $113.7 $120.6

Contributory Payroll (SBillions) $27.3 $27.3 $27.9 $28.4 $29.0 $29.5

Covered Employment (Thousands) 3,021 3,020 3,051 3,077 3,101 3,126

Effective Contribution Rate 3.2% 2.7% 3.1% 2.9% 2.3% 2.8%

Contributory Wage Proportion 30.6% 28.9% 27.7% 26.5% 25.5% 24.5%

Solvency Assessment 0.48% 0.49% 0.46% 0.44% 0.43% 0.46%

Contributions as % of Total Payroll 1.05% 0.79% 0.84% 0.77% 0.61% 0.67%

Total Unemployment Rate 3.3% 3.4% 3.5% 3.5% 3.7% 3.9%

Insured Unemployment Rate 2.1% 2.0% 2.0% 2.0% 2.0% 2.1%

Figures may not add because ofrounding.
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Table 1A
Rate Reform Recommendations:

Schedule A by Special Act in the year 2000 and

Overhauled Rate Schedule Triggers Beginning 2001

Massachusetts Benefit Financing Simulation

Private Contributory Trust Fund Account (All $ in Millions)

1998 1999 2000 2001 2002 2003

Balance, January 1 $1,356 $1,694 $1,837 $1861 $1,837 $1,785

Income $936 $742 $644 $634 $645 $765

Trust Fund Interest $100 $110 $115 $114 $112 $111

Outlays $698 $709 $735 $773 $809 $852

Balance, December 31 $1,694 $1,837 $1,861 $1,837 $1,785 $1,809

Schedule C B* A A A B

Average Cost/Employee $396 $317 $271 $264 $269 $313

* Chapter 175 of the Acts of 1998 established a special Schedule "B" which self-repeals January 1, 2002.

Figures may not add because ofrounding.

Table 2A

Economic Assumptions Based on DRI and RFA Forecasts and Massachusetts Simulation

Benefit Financing Simulation Output

1998 1999 2000 2001 2002 2003

Total Covered Payroll (SBillions) $89.3 $94.5 $100.7 $107.1 $113.7 $120.6

Contributory Payroll (SBillions) $27.3 $27.3 $27.9 $28.4 $29.0 $29.5

Covered Employment (Thousands) 3,021 3,020 3,051 3,077 3,101 3,126

Effective Contribution Rate 3.2% 2.7% 2.3% 2.2% 2.2% 2.6%

Contributory Wage Proportion 30.6% 28.9% 27.7% 26.5% 25.5% 24.5%

Solvency Assessment 0.48% 0.49% 0.47% 0.49% 0.52% 0.57%

Contributions as % of Total Payroll 1.05% 0.79% 0.64% 0.59% 0.57% 0.63%

Total Unemployment Rate 3.3% 3.4% 3.5% 3.5% 3.7% 3.9%

Insured Unemployment Rate 2.1% 2.0% 2.0% 2.0% 2.0% 2.1%

Figures may not add because ofrounding.
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UNEMPLOYMENT INSURANCE AS A COST OF DOING BUSINESS:

STATES RANKED BY COST PER EMPLOYEE

(Through Third Quarter 1998)

RHODE ISLAND $ 542

Alaska $ 489

Massachusetts, 1997 Actual $ 476

(Schedule "E")

** CONNECTICUT $ 432

Washington $ 428

Massachusetts, thru Q3 1998 S 396

(Schedule "C")

NEW JERSEY $ 378

Oregon $ 369

Hawaii $ 361

PENNSYLVANIA $ 332

Massachusetts, 1999 $ 317

(Schedule "B*")

MICHIGAN $ 298

CALIFORNIA $ 271

Massachusetts, 2000 $271

(Schedule "A")

MAINE $270

West Virginia $ 243

NEW YORK $ 234

ILLINOIS $ 233

Nevada $ 230

VERMONT $ 228

Delaware $ 227

Montana $ 193

Wisconsin $ 192

Idaho $ 191

Arkansas $ 186

Minnesota

OHIO

New Mexico

Wyoming

Maryland

Kentucky

Missouri

Tennessee

North Dakota

Louisiana

Kansas

Utah

Iowa

South Carolina

Colorado

TEXAS

Mississippi

Indiana

Alabama

Georgia

Arizona

FLORIDA

NORTH CAROLINA

Oklahoma

Virginia

South Dakota

NEW HAMPSHIRE

Nebraska

$ 183

$ 175

$ 169 (Median)

$ 165

$ 155

$ 153

$ 138

$ 136

$ 132

$ 129

$ 128

$ 128

$ 125

$ 125

$ 121

$ 120

$113

$ 109

$ 103

$88

$83

$80

$80

$72

$58

$43

$29

$24

Computed by DET based on US Dept. of Labor, UIS Division of Actuarial Services, 3
rt
Quarter CY '98 Ul Data Summary tax rates.

** Connecticut data does not include additional bond excise per employee.
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