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UNEMPLOYMENT INSURANCE IN TENNESSEE 

The coronavirus pandemic has caused a historic spike in people filing for unemployment benefits. This 
report looks at Tennessee’s unemployment insurance (UI) program — what it is, who it covers, how it’s 
funded, where it stands compared to other states, and what’s been changed recently.  

Figure 1. Tennessee’s Unemployment Claims Reached Historic Highs 
in April-June 2020 
Tennessee’s New and Continued Weekly Unemployment Benefit Claims (1987-June 20, 2020) 

Source: U.S. Dept. of Labor (1) and Tennessee Dept. of Labor and Workforce Development (2) 

What Is Unemployment Insurance? 
The state-federal unemployment insurance (UI) program is a safety net for both workers and the 
economy. Created in 1935 in the midst of the Great Depression, the program temporarily replaces a 
portion of worker wages when they lose their jobs. Like other types of insurance, it is meant to protect 
against uncertainty. UI reduces the risk of financial instability for workers and their families, while also 
keeping consumer dollars flowing through the economy. (3) (4) (5)  

Unemployment benefits can help to stabilize family finances and economic activity but may also 
discourage quick re-employment in certain situations. Some research suggests that longer and/or 
more generous benefits may increase the duration of unemployment when jobs are readily available, 
but overall, the evidence is mixed. (6) (7) (8) (9) The additional benefits currently available from the 
federal government (discussed below) were, in part, meant to encourage workers to stay home and 
slow the spread of COVID-19. (10) 

• Unemployment insurance is intended to stabilize family finances and economic activity when
people lose jobs.

• Each state designs its own UI program within broad federal parameters. Tennessee’s
unemployment benefits and related employer taxes are among the lowest in the nation.

• Over the last two decades, Tennesseans have been less likely than other out-of-work Americans
to get unemployment benefits. Meanwhile, the value of those benefits has fallen.

• Tennessee began using federal coronavirus relief funds in late May to pay benefits after the
recent historic influx of claims was projected to strain the state’s unemployment trust fund.
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Unemployment insurance is a countercyclical program, meaning more people apply for benefits 
during economic downturns. To prepare for this demand, states set aside money for unemployment 
compensation during periods of high employment and economic growth. While benefit claims 
typically rise during recessions, the surge in UI claims in April, May, and June 2020 far exceeds any 
other in recent memory (Figure 1). (1) (11)  

Each state designs its own UI program within broad federal parameters. States set and administer 
their own rules for benefits, eligibility, and funding. The federal government oversees these programs, 
pays for administrative costs, and manages and invests each state’s unemployment trust fund. (3) (4) 

Figure 2. Tennessee’s Unemployment Benefits and Related Taxes 
Are Among the Lowest in the Nation 
Tennessee’s Rankings vs. Other States for Unemployment Benefits and Funding 

Rankings are out of 50 states. Recipiency rate = % of all unemployed workers receiving weekly benefits. 
Source: The Sycamore Institute’s analysis of information from the U.S. Dept. of Labor (12) (13) (14) (15) 

Tennessee’s unemployment benefits and related employer taxes are among the lowest in the 
nation (Figure 2). Tennessee businesses have a lower unemployment tax burden than those in all but 
two other states. The trade-offs are less generous benefits for out-of-work Tennesseans (even after 
adjusting for local wages) and an unemployment trust fund with less capacity than in most other states. 

Who Gets Unemployment Benefits in Tennessee 
Eligibility for unemployment insurance varies significantly by state and is often tweaked during 
economic downturns. Unless we note otherwise, the information here applies to Tennessee’s 
“standard” criteria as of January 2020 before the coronavirus pandemic.  

Determining Eligibility 
Standard unemployment benefits are reserved for people who — through no fault of their own —
lose a job from one of the covered businesses outlined below. Those who voluntarily leave a job 
without “good cause” are not eligible. In Tennessee, “good cause” must be work-related or due to 
mandatory retirement or sexual or other harassment. (16) (17) In March 2020, Gov. Lee signed an 
executive order making workers ordered to isolate or quarantine due to coronavirus eligible. (18) 

UNEMPLOYMENT BENEFITS

UNEMPLOYMENT BENEFIT FUNDING

Max. Weekly Benefit (Jan 2020)    

Avg. Weekly Payment (2020 Q1)

Avg. Wage Replacement for Recipients (2019)

Recipiency Rate (2020 Q1)

Wages Subject to Employer Tax (Jan 2020)

Avg. Tax on Taxable Wages (2019 Q3)

Avg. Tax on All Wages (2019 Q3)

Trust Fund as % of All Wages (2019 Q3)

$275

$242

37%

21%

$7,000

1.1%

0.2%

1.0%

$1,047Avg. Weekly Wage of All TN Workers (2019 Q4)

ECONOMIC CONTEXT

State Rankings highestlowest

24th highest

4th lowest

4th lowest

5th lowest

8th lowest

1st lowest

13th lowest

3rd lowest

16th lowest
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The federal Coronavirus Aid, Relief, and Economic Security (CARES) Act extended benefits to 
independent contractors and the self-employed, who usually can’t access UI in Tennessee. As of 
2019, 10 states allowed some self-employed workers to get UI benefits. Tennessee did not have a 
similar program in place for the self-employed before Congress passed the CARES Act in March, and 
no state covered independent contractors. The CARES Act eligibility expires on December 31, 2020. 
(16)    

Each person’s eligibility depends on their wages before filing an unemployment claim. In 
Tennessee, a worker must have earned at least $780 in each of two quarters within the base period — 
defined as the first 12 out of 15 months preceding an initial claim. (19) (20) (21)  

Recipiency Rate 
Tennessee’s UI program provided benefits to about 21% of the state’s unemployed workers in 
the first quarter of 2020. That puts Tennessee’s recipiency rate at the 8th lowest in the country 
(Figure 2). (12) Historically, the state’s recipiency rate closely mirrored the nation’s. Since 2004, 
however, Tennessee’s rate has ranged about 10-15 percentage points below the U.S. rate (Figure 3). 

Figure 3. Since 2004, Out-of-Work Tennesseans Have Been Less 
Likely than Other Americans to Get Unemployment Benefits 
Percent of All Unemployed Workers Receiving Unemployment Benefits by Quarter (1976-2019) 

Source: U.S. Dept. of Labor (12) 

Unemployed workers may not receive UI benefits if they do not or no longer qualify. A person 
may not qualify if their wages were too low, they are a contractor, they fail to meet program 
requirements, or they exhaust their benefits after being unemployed for a long period of time.  

A number of program requirements can disqualify people from receiving benefits. For example, 
the state can reduce or suspend someone’s benefits if they decline or fail an employer-administered 
drug test, don’t adequately document searching for a new job, or turn down a suitable job offer 
(defined primarily by pay and how it relates to prior wages). (21) (16) (22) (17) Many of these 
requirements and the associated penalties and enforcement mechanisms have been added or 
expanded since the last recession. (23) (24) (25) (26) (27) An executive order that expires on August 29, 
2020 waives Tennessee’s requirements to seek work and have in-person check-ins. (18) (28) (29) 
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For various reasons, out-of-work individuals might not even apply for unemployment 
compensation. For example, they may not know the benefits are available, how to apply, or that they 
are eligible. They may not have access to the technology needed to apply, expect to find a new job 
quickly, or view the amount of money or paperwork as not worthwhile — especially in a strong job 
market. (30) (31) Recent data suggest that fewer of Tennessee’s workers have filed for unemployment 
during the pandemic compared to other states. (32) 

Challenges of the Coronavirus Pandemic 
Tennessee and other states faced operational challenges in the wake of the pandemic that have 
also affected eligible workers’ access to benefits. The unprecedented surge in applications 
overwhelmed many states’ systems, creating a backlog of eligible workers waiting for approval. 
Tennessee has made efforts to facilitate the process by hiring more staff and staggering certification 
schedules. (33) (34) (35) 

As state and local officials lift restrictions, some Tennesseans receiving unemployment may be 
reluctant to return to work. Fears of catching and spreading the virus, confusing public health 
recommendations, generous federally-funded benefits, and lack of child care may all factor into that 
calculation. Meanwhile, some businesses worry they may be unable to operate normally if employees 
won’t return to work. People with higher risks (e.g. underlying health conditions, living with older 
adults, etc.) or returning to jobs in “customer-facing” industries may be particularly resistant to go back 
to work. For some, an additional $600 federal UI benefit also makes staying home both financially 
possible and rational. However, rejecting valid offers of employment generally makes someone 
ineligible for continued UI benefits. Tennessee and the federal government continue to enforce that 
rule, but some states have loosened this restriction to varying degrees. (36) (37) (38) (39) (40) (41) (42) 
(43) 

Unemployment Compensation Offered by Tennessee 
Payment Amounts 
In Tennessee, weekly UI benefits range from $30 to $275 based on prior wages. Each individual 
receives about 3.8% of their average wages in the two highest-earning quarters of the base period — 
up to the $275 maximum. (44) To receive the max $275 per week payment, an individual would have 
to make more than $14,300 over the course of two quarters. (16) (14) (20)  

The state’s benefit amounts have not changed since 2001 and don’t go as far as they use to. In 
2019, Tennessee’s average weekly benefits replaced about 20% less wages then they did in 2001, 
when the maximum benefit was raised from $255 per week to $275 (Figure 4). (12) (45) Prior to 2001, 
state lawmakers updated Tennessee’s weekly benefit levels about every two years. (44)  

Tennessee’s average UI payment in the first quarter of 2020 was $242 per week, the 4th lowest 
in the U.S. Nationally, average weekly benefits range from $213 in Mississippi to $552 in 
Massachusetts (Figure 2). (12) For context, Tennessee’s average weekly wage for all Tennessee 
workers was lower than 23 other states at the end of 2019. (15)  

Adjusting for differences in recipients’ wages, Tennessee’s UI payments replaced roughly 37% 
of the average wages of those receiving benefits in 2019. This was the 5th lowest wage 
replacement rate in the country, which varied from 31% in Alaska to 54% in Hawaii (Figure 2). (13)  
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The CARES Act funds an additional $600 per week for UI recipients through July 31, 2020 
(Figure 5). (46) This more than triples the amount of unemployment benefits available to eligible 
Tennesseans during the COVID-19 pandemic. Some argue the significant increase in benefits 
discourages people from returning to work as businesses open back up, while others contend they are 
needed to encourage workers to stay home and slow the spread of the virus. (10)

Figure 4. Tennessee’s Unemployment Benefits Replace 20% Less 
Wages than Two Decades Ago 
Average Wage Replacement Rate by Quarter (1971-2019) 

Note: The wage replacement rate is calculated by the U.S. Department of Labor based on a sample of recipients, a 
weighted average of weekly benefits, and a weekly equivalent of hourly wages for recipients – excluding outliers.  
Source: U.S. Dept. of Labor (13)  

Unemployment benefits are subject to certain deductions but cannot be seized to pay off pre-
existing debts. Income taxes, child support payments, and food stamp overpayments can all be 
deducted from UI benefits. (20) (47) (48) However, benefits cannot be garnished or seized to collect a 
debt, unless the person incurred that debt while unemployed and receiving benefits. (49) 

Waiting Periods 
Tennesseans who qualify must wait one week between approval for UI and their first payment. 
(22) After receiving three weeks of payments, individuals can receive payment for the initial waiting 
week. Among the 42 states with a waiting week, Tennessee is one of only four that compensates 
people for the waiting period. (16)

The CARES Act provides federal funding for a week of benefits for states that waive their one-
week waiting period. (46) Tennessee waived its one-week waiting period beginning in March 
through executive orders that expire on August 29, 2020. (18) (28) (29) 
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Time Limits 
Tennessee provides standard UI benefits for up to 26 weeks. Tennessee is among 41 states with a 
26-week limit. Seven states have shorter limits, and two have longer ones. (16)

All states provide up to an additional 13 weeks of extended benefits (EB) when the 
unemployment rate among eligible workers is high. Tennessee provides EB when the 
unemployment rate among eligible workers is at least 6% for 13 weeks or more. Under federal rules, 
states must also provide EB when the unemployment rate among eligible workers is both 1) at least 5% 
for 13 or more weeks and 2) unusually high compared to previous years. (16) (50) 

The federal government splits the cost of extended benefits with states and often chips in more 
during economic downturns. During ordinary times, the federal government pays for half of EB costs. 
During downturns, Congress often extends the EB period and/or cover the entire costs of EB. (16) (4)  

Under the CARES Act, the federal government will fully pay for three types of extended and 
additional UI benefits (Figure 5). 

• 13 weeks of Pandemic Emergency Unemployment Compensation (PEUC) through December
31, 2020 for those who max out their standard state benefits.

• Another 13 weeks of EB for individuals who exhaust PEUC in states that meet the EB
unemployment triggers above.

• Up to 39 weeks of Pandemic Unemployment Assistance (PUA) through December 31, 2020 for
individuals who exhaust both PEUA and EB and for those not usually eligible for UI in their
state (e.g. independent contractors). (46)

Figure 5. The Federal CARES Act Provides Multiple Pathways to 
Additional Unemployment Benefits 
The federal CARES Act fully funds FPUC and EB, PEUC, and EB through Dec. 31, 2020. 

CARES Act = Coronavirus Aid, Relief, and Economic Security Act enacted in March 2020. The supplemental FPUC 
benefit is available during all other periods of eligibility through July 31, 2020. Source: U.S. Dept. of Labor (46) 

Other Arrangements and Additional Benefits Outside Tennessee 
Other states provide for alternative arrangements and/or additional benefits beyond those outlined 
above that are not currently available in Tennessee. 

Unemployed,  
Eligible for UI

Unemployed, 
Ineligible for UI

Pandemic Unemployment Assistance (PUA)
up to 39 weeks

Regular Unemployment Insurance (UI) Benefits
up to 26 weeks

Pandemic Emergency 
Unemployment 

Compensation (PEUC)
up to 13 weeks

Extended  Benefits (EB)
up to 13 weeks if certain 
state unemployment rate 

criteria are met

FPUC
+$600 /week through July 31, 2020

Federal Pandemic Unemployment Compensation (FPUC)
+$600 /week through July 31, 2020
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Twenty-eight states have work-sharing programs that provide UI benefits for employees’ whose 
hours have been cut by at least 10%. Established by Congress in 2012, optional work-share 
programs are meant to encourage employers to avoid layoffs for some by scaling back hours for all 
employees while maintaining their other fringe benefits (e.g. health insurance, retirement). (16)  The 
CARES Act provides federal support for new and existing work-share programs through December 31, 
2020. (46)  

Thirteen states adjust benefits for dependent children or non-working dependents. An additional 
weekly allowance for dependents ranges from $8/week max in Pennsylvania to as much as $397/week 
in Massachusetts. (16) 

Twenty-two other states also provide additional benefits in other circumstances. For example, 
some states provide up to 13 weeks of UI to unemployed workers who are otherwise ineligible. Some 
states also offer additional weeks of UI for individuals in approved training programs. (16)  

How Tennessee Pays for Unemployment Benefits 
Unemployment compensation is funded by state and federal payroll taxes on employers. As of 
2019, Tennessee employers paid a 6% federal tax and about a 1% state tax on the first $7,000 of each 
employee’s wages. (12) (51) From those revenue streams, states fund standard UI benefits while the 
federal government covers state and federal administrative costs and the federal share of extended 
benefits. The U.S. Treasury’s Unemployment Trust Fund (UTF) manages all of this money with a 
separate account for each state. (16)  

Tennessee’s payroll tax applied to about 130,000 employers and covered 92% of the state’s 
employed labor force in 2019. (12) Covered employers include private businesses and state and 
local governments. There are separate standards for certain industries and employment arrangements 
— including nonprofits, agriculture, domestic service, and seasonal employment. (16) (14) (52) (53) (54)  

Figure 6. Tennessee’s Average Tax Rate for Funding Unemployment 
Benefits Fell to Historic Lows in 2019  
Tennessee’s Average Unemployment Payroll Tax Rate by Quarter (1974-2019) 

Total wages represent all wages paid to workers covered by the unemployment insurance program. Taxable 
wages represent the portion of covered employees’ wages subject to the tax.  
Source: U.S. Dept. of Labor (12)  
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In early 2019, Tennessee’s tax amounted to about 0.2% of all wages, on average — a historically 
low rate and the 3rd lowest in the country (Figures 2 and 6). At its peak in 1984, the state’s 
unemployment payroll tax had an average rate of 1.6%. It has steadily declined each quarter since 
2012 (Figure 6). (12)  

Taxable Wages 
The amount of wages subject to the state’s unemployment payroll tax varies based on the size 
of the trust fund. From 2009-2015, for example, Tennessee’s taxable wage base grew to a high of 
$9,000 in order to fund UI benefits during and after the last recession. (12) As of January 2020, 
Tennessee’s $7,000 taxable wage base was tied for the lowest in the country with Arizona, Arkansas, 
and Florida. The highest was $52,700 in Washington (Figure 2). (14)  

Tax Rate 
Tennessee’s unemployment payroll tax rate ranges from 0.01% to 10%, depending on 
circumstances. Each employer’s tax rate is determined by a schedule of 144 possible scenarios that 
consider employer-specific circumstances and the size of the state’s trust fund. (51) Tennessee has the 
broadest range of any state, with one of the lowest minimum rates and the highest maximum rate. (16) 
(14)  

The state rate paid by each Tennessee employer depends on their payroll and the amount of 
benefits paid out to their former employees. This structure is meant to discourage layoffs. Each 
employer contributes to a separate account, which pays out when their former employees claim 
benefits. The employer-specific tax rate is based on the ratio of their account balance to their total 
wages — a practice known as “experience rating.” When benefit payments increase, the tax rate rises to 
replenish that employer’s account. The minimum rate applies to employers with account balances of at 
least 20% of their payroll, while the maximum rate applies to those with a deficit of 20% or more of 
their payroll. (51) (16) (55) (56)   

The state’s tax rate also varies based on the size of the trust fund. When Tennessee’s fund balance 
exceeds $850 million, the minimum tax is 0.01%. When it falls below $450 million, the minimum tax 
increases to 0.5%. Only three other states base their tax rate on a nominal trust fund balance. At least 
29 states and DC instead vary their tax based on the trust fund’s spending power (e.g. as a percent of 
payroll or compared to prior benefit payouts). (16)   

Tennessee’s Unemployment Trust Fund 
As of March 1, 2020, Tennessee’s unemployment trust fund balance totaled $1.3 billion. (57) 
This represented Tennessee’s highest trust fund balance ever, both in total dollars and as a percent of 
total wages (Figure 7). (12)  

Despite record balances, Tennessee fell just shy of a federal target for ability to weather a 
typical recession (Figure 7). Federal officials calculate recommended targets for each state based on 
their trust fund balances, total wages, and highest payouts in previous recessions. Going into 2020, 
Tennessee was among 21 states that had not met the recommended target. (58)  
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Figure 7. Tennessee’s Unemployment Trust Fund Reached a Record 
High in 2019 but Fell Just Shy of Federal Standards 
Tennessee’s Unemployment Compensation Trust Fund by Quarter (2003-2019) 

The federal solvency ratio for each state is based on trust fund balances, total wages, and highest payouts in 
previous recessions. Source: U.S. Dept. of Labor (12) 

Figure 8. After Payouts Spiked 1,500%, Tennessee Turned to 
Federal Aid to Pay Unemployment Benefits  
Tennessee’s Weekly Unemployment Compensation Trust Fund Withdrawals (Jan-Jun 2020) 

Information for the weeks ending 4/25 and 5/2 was unavailable.  
Source: U.S. Treasury (57) and Tennessee Dept. of Labor and Workforce Development (59) (60) (61) (62) (63) (2) 

The recent historic influx of claims is expected to strain the state’s unemployment trust fund. 
Withdrawals from the trust fund began to spike the week ending April 4, 2020, rising to 15x normal 
levels by mid-May (Figure 8). Tennessee disbursed nearly $64 million in regular UI benefits from its 
trust fund the week ending May 16. Without factoring in new contributions, Tennessee’s estimated 
fund balance as of mid-May could support benefits at that level for about 14 weeks. (57) (1) (59) (60) 

The state began using federal CARES Act money to pay out benefits in late May. (61) (62) (63) (2) 
The Lee administration plans to use a total of $400 million in FY 2020 from the state’s $2.4 billion 
federal Coronavirus Relief Fund allocation to backfill the state’s trust fund. The administration 
estimates that an additional $600 million would be needed between July and December to avoid an 
automatic rate increase on businesses under current state law. (64) (65)  
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Federal rules let states borrow to pay for unemployment benefits if their trust funds run out of 
money, though Tennessee’s balanced budget requirement limits the state’s ability to do so. (12) 
The CARES Act waives interest on state unemployment loans through the end of 2020. (66) 
Tennessee’s constitutional balanced budget requirement only allows the state to carry debt from one 
year to the next for projects with long-term value (e.g. capital). (67) (68) As a result, if the state were to 
take out a federal loan for its trust fund, it would have to pay it back within the same fiscal year.  

*This report was updated shortly after publication to use more recent rankings for Tennessee's wage 
replacement and recipiency rates. It was also updated on March 9, 2021 to correct information regarding 
waiting periods.
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