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Recent data indicates that extended benefits would
support displaced workers and keep them in the job
market with minimal impact on job finding rates
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Overview

Unemployment Insurance is designed to help workers who are displaced, through no
fault of their own, until they can find new jobs. It is natural to extend these benefits
when the labor market is weak and job searches take longer to result in a new job. But

benefits should not be so generous that the recipients delay taking new jobs.

Balancing these two policy prescriptions is difficult politically. Yet new analyses of
recent data covering unemployed workers during the Great Recession and its aftermath
indicate that the impact of unprecedented extensions of Unemployment Insurance

on job uptake were smaller than previously thought while the benefits were extremely
important to maintaining family incomes. The program helped sustain families and
communities during an unusually long period of weak labor demand, helping to pro-
mote long-term labor market resiliency and higher future prosperity by helping the

long-term unemployed remain out of poverty and attached to the labor market.

Extended Unemployment Insurance benefits expired at the end of 2013, and Congress
is now considering whether and how to reinstate them. The new data and analysis
detailed in this issue brief—based on the roll-out of extended benefits in 2008-2010

and the roll-back that began in late 2011—indicate that old views of the design of
Unemployment Insurance need some updating. Specifically, the downsides of Ul exten-
sions are smaller than in past economic downturns, and there are some previously unan-
ticipated upsides. Congress should take these findings seriously as it considers a possible

reauthorization of the Emergency Unemployment Compensation program this year.
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Current labor market conditions

Unemployment insurance extensions are only authorized in weak labor markets, and
understanding their effects requires understanding the context in which they operate.
Although the Great Recession officially ended in 2009, a full five years later the labor
market is still quite weak. The unemployment rate has fallen, from a peak of 10.0 percent
in October 2009 to 6.7 percent in March 2014. But the share of the adult population
that is employed is only 58.9 percent, down a full 4.0 percentage points from before the
Great Recession and lower than at any point between 1984—when female labor force
participation was much lower than today—and 2009. And the long-term unemploy-
ment rate, the share of the labor force that has been out of work for six months or longer,

remains extremely high.

This crisis has been devastating for working people. More than 30 million “person-years”
of employment were lost." This represents potential earnings that vanished without a
trace, cutting deeply into family budgets. And the overhang from the extended period
of extreme labor market weakness will extend the pain much further, in at least three
distinct ways. First, the weak labor market held down wages even for those workers
who kept their jobs—the median full-time worker has not had a real wage increase in a
decade. Second, workers who lost their jobs will probably see long-run declines in their
earnings, as high as 20 percent per year for as long as 20 years.” Third, the cohorts of "We want to insure
young people who have entered the labor market since the crisis began have had trouble
getting their feet on the bottom rungs of the career ladder. This, too, will have long-last- ~ WOI kers a ga inst
ing effects, depressing wages for much of their lives.?
job losses, but
The most important component of the policy response to a shock of this magnitude
must be to ensure that the economy recovers quickly so that the damage does not con- we don't want to
tinue. On this score, policymakers in Washington have done exceptionally poorly.
create incentives for
A second important component is to cushion people from the ill effects of the crisis
while it Jasts. Unemployment Insurance is a very important part of this cushion. Ideally, ~ WOI kers who have
it should help fill in the hole in household budgets that is created when a worker is laid
off, allowing the family to maintain its consumption during the job search. lost their jO s to

The design of unemployment insurance policy trades off two objectives: We want to del ay findin g new
insure workers against job losses, but we don’t want to create incentives for workers who

have lost their jobs to delay finding new work. The former pushes us toward more gener-  \WOT k”

ous benefits—higher replacement rates and longer durations—while the latter consider-

ation pushes in the opposite direction.

There has always been good reason to think that the insurance function of
Unemployment Insurance is more important in weak labor markets. When there are few

jobs to be had, it takes displaced workers a long time to find new jobs and job seekers
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thus need more support. At the same time, incentive problems are less severe in weak
labor markets—jobless workers will be loathe to turn down an available job in the hope
of something better, and even if these incentives do dissuade a worker from taking a job, there

will be a long line of other workers ready to fill the open position, with little net impact.

This argument provides a rationale for a policy of making Unemployment Insurance
more generous in downturns. And indeed this is what we saw early in the Great
Recession: Where traditional UI benefits have averaged about $300 per week for no
more than 26 weeks during the early years of the crisis, Congress both raised benefit lev-
els, by $25 per week as part of the 2009 Recovery Act, and dramatically extended their
duration, to as many as 99 weeks through much of 2010 and 2011.

Although this expansion was entirely consistent with the best understanding of optimal
policy, it was quite controversial. Opponents argued that it would dissuade displaced
workers from taking new jobs, and some have even attributed nearly the entire rise

in unemployment during 2007-2009 to the disincentive effects created by extended
Unemployment Insurance. * But these arguments are not well founded in the evidence.
New data indicate that the recent extensions reduced job-finding rates [or job search

efforts] only minimally.

Examining the most recent data

The roll-out of extended Unemployment Insurance benefits in 2008-2010 and the roll-back

that began in late 2011—UI durations are now only about a quarter of their 2009-10 maxi- "Man y.unemp | oye d
mum—created a natural experiment allowing researchers to study the effects of extended

Ul benefits in weak labor markets. These studies indicate that old views of the design of workers are
Unemployment Insurance need some updating. Specifically, the downsides of UI extensions

are smaller than in the past, and there are some previously unanticipated upsides. persua ded to remain
The evidence indicates that extended Unemployment Insurance does reduce the in the jO b market
likelihood that an unemployed worker will find a job in any given month, but by much

less than we previously thought. Moreover, extended UI benefits have an important because benefits

countervailing effect: Many unemployed workers who would have given up their job
searches and exited the labor force are persuaded to remain in the job market because are available on |y
benefits are available only to those actively searching for work. This effect is at least as

large as the effect on job finding.* to those active |y

The effect of Unemployment Insurance extensions on labor force participation may turn searchin g for J obs”
out to be very important in the long run. An important concern as the weak labor mar-
ket drags on is that workers who have been out of work for years or more may become

detached from the labor market and unable to return to work. Any such effect would cast
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along shadow over our future prosperity.® Although evidence is limited, the data appear to
indicate that UI extensions help to reduce worker disconnection from the labor market,”

and thus play an important role in returning our economy to eventual health.

Despite the accumulation of evidence that UI benefits are doing little to dissuade
displaced workers from finding jobs, and may even be having a positive net effect on

the labor market, the Ul extensions put in place in 2008-2010 have been allowed to
expire. Benefit durations have fallen to only 26 weeks in most states, just over a quarter
of their peak level, and in some states they are much lower. North Carolina, for example,
has cut durations to as short as 12 weeks, and has reduced benefit levels as well. As a
consequence of these cuts, hundreds of thousands of workers have been thrown off

Unemployment Insurance who might otherwise have received it.

Not surprisingly, this has done nothing to improve the labor market, which is limping
along just as slowly now as it was in 2012 and 2013, before the UI extensions expired.
There remains no sign that employers are having trouble filling most jobs, as would be
expected if UI benefits were discouraging recipients from taking work. The evidence still

points overwhelmingly to labor demand shortfalls as the primary problem.

The cutback in Ul benefits has, however, imposed great hardships on families and
their communities. In recent work with Rob Valletta of the Federal Reserve Bank of

San Francisco, I examined the trajectory of family incomes from initial employment,

The Shift in Incomes Among the Long-Term Unemployed

Average household incomes before, during, and after turning to unemployment insurance
among workers who exhaust their unemployment benefits, 2008-2013.
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through job losses to spells of UI receipt, and then through UI exhaustion at the end of
the spell.* We found what one would expect: Earnings fall dramatically when a worker

loses his or her job, and UI benefits make up only about half of that loss on average.

When these benefits expire, family income takes another dramatic fall. Some families
turn to the Supplemental Nutrition Assistance Program (formerly called food stamps)
or other government assistance programs, while others turn to early retirement and
Social Security payments for support. But most families are able to do neither, and thus
must live with sharply reduced incomes. The average recent UI exhaustee’s family has
only 70 percent of its pre-displacement income. Many families, particularly those that
previously had a single earner, have much less than this. These families are likely to have
exhausted their savings long before, and thus face real hardship. Well over one-third of

exhaustee families fall below the poverty line.

This is devastating to families. It also hurts their communities: Families without income
to spend cannot support local merchants or service providers or make rent or mortgage

payments, so the expiration of Ul sends ripples throughout the local economy. Needless
to say, few local economies can afford this right now, and the drag created by the expira-

tion and exhaustion of Unemployment Insurance threatens to bring an already slow

recovery to a dead stop.

Extended Ul benefits cannot be the whole of our policy response to the ongoing weak-
ness of the labor market. Many workers displaced in the downturn have outlasted even
the maximum benefit extensions, and will need other forms of support to allow them to
survive. And UI extensions alone will not provide enough of a fiscal boost to support a
robust recovery. But the fact that this one tool will not finish the job cannot justify not
starting. And the evidence that has accumulated during the Great Recession and the
subsequent tepid recovery demonstrates that Unemployment Insurance is a useful and

important tool, and that the recovery would have been even weaker and slower without it.
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then as Chief Economist at the U.S. Department of Labor. Earlier, he was assistant professor
of economics and public affairs at Princeton University. He received his Ph.D. in economics
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Endnotes

A person-year represents one person employed for one
year. | calculate this as the increase in the number of
person-years of unemployment from what would have
obtained had the unemployment rate remained at its No-
vember 2007 level of 4.7%. This assumes that the weakness
of the labor market was not responsible for the sharp de-
cline in the labor force participation rate, so is a substantial
underestimate.
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