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Extended Unemployment and Ul Benefits

BY ROB VALLETTA AND KATHERINE KUANG

During the current labor market downturn, unemployment duration has reached levels well
above its previous highs. Analysis of unemployment data suggests that extended
unemployment insurance benefits have not been important factors in the increase in the
duration of unemployment or in the elevated unemployment rate.

Unemployment duration, or the amount of time that an individual remains unemployed, reached new
historical highs in 2009. The spike in unemployment duration is among the most compelling indicators
of the severe economic dislocation caused by the recent recession. At the same time, however, following
congressional legislation that temporarily extended eligibility for unemployment insurance (Ul) benefits,
the maximum period for Ul claims also reached new historical highs. As of late 2009, individuals in most
states were eligible for up to 99 weeks, or nearly two years, of Ul benefits, well above the normal limit of
six months. The question arises whether this extended availability of Ul benefits has contributed to a
lengthening of unemployment spells because jobless workers are staying in the labor force longer in
order to continue collecting benefits. Such a dynamic could raise the unemployment rate. However,
analysis of data on unemployed individuals decomposed by their reason for unemployment, which
affects their eligibility for Ul, suggests that extended Ul benefits have had a relatively modest effect. We
calculate that, in the absence of extended benefits, the unemployment rate would have been about 0.4
percentage point lower at the end of
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months. The number unemployed for at least six months is often displayed as a share of total
unemployment. That share has risen well above its previous high posted in 1983, reaching 44.1% in
March. When displayed as a share of the total labor force, as in Figure 1, the recent spike is even more
striking. The share of individuals unemployed for at least 6 months reached 4.3% in March, well above
the previous high of 2.6% registered in 1983. (The 1994 redesign of the household survey raised the
values of this series. Adjusting for this redesign increases the 1983 peak value to 3.0%.) This is all the
more noteworthy because the unemployment rate peaked at 10.8% in late 1982, a higher level than in
late 2009 when it reached 10.1%.

Influence of extended Ul benefits

One factor that may have contributed to the recent spike in unemployment duration is the extension of
Ul benefits to a maximum of 99 weeks. Normally, Ul benefits are available for 26 weeks, but the
maximum benefit period typically is extended during economic downturns. In the recent downturn, the
maximum period has been increased five times, reaching 99 weeks in qualifying states, which
substantially exceeds the previous maximum of 52 weeks for selected groups of workers, such as airline
employees after 9/11. Eligibility for the complete series of extensions is determined by state-level triggers
that are based on the level and change in a state’s overall unemployment rate. Because most states,
especially larger ones, have exceeded these extension trigger points, most regular Ul recipients were
eligible for a complete or near-complete set of extensions as of late 2009. The primary extension
program, accounting for 53 weeks of the total extensions of 73 weeks, recently was authorized to remain
effective through June 2, 2010.

What is the relationship between the extension of Ul eligibility and the rise in unemployment duration?
It is important to note first that receiving Ul is not a requirement in order for an individual to be counted
as unemployed in official government statistics. The Bureau of Labor Statistics (BLS) official
unemployment rate is based on responses to the Current Population Survey (CPS), a monthly survey of
about 60,000 households conducted by the U.S. Census Bureau. Receipt of Ul benefits plays no role in
the identification of unemployment status in the survey. A person without a job is considered to be
unemployed if he or she has actively looked for work in the previous four weeks, whether or not they are
collecting Ul benefits. In that respect, expansions of maximum Ul receipt periods do not automatically
increase measured unemployment, nor does exhaustion of benefits cause a person to cease being
identified as unemployed.

On the other hand, increased availability of Ul benefits theoretically can increase unemployment
duration through two primary behavioral channels. First, the extension of Ul benefits, which represents
an increase in their value, may reduce the intensity with which Ul-eligible unemployed individuals
search for work. This could occur because the additional Ul benefits reduce the net gains from finding a
job and also serve as an income cushion that helps households maintain acceptable consumption levels
in the face of unemployment shocks (Chetty 2008). Alternatively, the measured unemployment rate may
be artificially inflated because some individuals who are not actively searching for work or who are
unwilling to take available jobs are identifying themselves as active searchers in order to receive Ul
benefits.

Economists have long recognized that the availability and value of Ul benefits can lengthen
unemployment spells. Empirical estimates using data from the United States and other countries
confirm this general relationship. However, because Ul extensions in the United States typically occur
concurrently with deterioration in labor market conditions, quantifying the magnitude of the Ul effect is
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challenging. For example, based on existing empirical research using U.S. data, Chetty (2008) noted that
a 10% increase in the value of Ul benefits increases unemployment durations by 4—8%. Other estimates,
particularly those that focus on extension periods rather than the dollar value of benefits, lie below this
range (see for example, Card and Levine 2000). As such, there is a wide range of uncertainty around the
implied estimates of the impact of the recent Ul extensions on unemployment duration.

Empirical test

As an alternative to simulations based on past estimates of the relationship between Ul benefits and
unemployment duration, we propose a direct empirical assessment using recent data on reasons for
unemployment. We note that not all unemployed individuals are eligible to receive benefits, whether
regular or extended. In particular, Ul receipt generally is restricted to individuals who are unemployed
through “no fault of their own,” to quote U.S. Labor Department eligibility guidelines, and have recent
employment history that allows them to meet a base earnings test. The unemployed are categorized into
four main groups in the CPS data: involuntary job losers; voluntary job leavers; new labor market
entrants; and re-entrants, meaning people who have worked before and are now actively searching for a
job following a spell of labor market withdrawal. Individuals eligible for Ul are concentrated in the job
losers group, with few eligible individuals likely to identify themselves as job leavers or entrants. Under
these conditions, unemployed job leavers and labor force entrants can be used as a control group for
assessing the impact of extended Ul benefits on eligible individuals. Within the control group, re-
entrants are most likely to be eligible for Ul receipt, with some of them perhaps identifying themselves as
active searchers to receive Ul. Their inclusion in the control group could undermine its quality and
misleadingly reduce the estimated Ul effect. However, the results described below indicate an even
smaller effect of the Ul extensions when re-entrants are excluded from the control group.

For our specific test, we look at the increase in unemployment duration observed as the Ul extensions
were introduced and renewed in 2008 and 2009. We use the “expected unemployment duration”
concept from Valletta (2005), which yields a monthly measure of the typical completed duration of
unemployment for an individual who
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renewal of the extended Ul benefits programs. Unemployment duration rose slightly in the early phase
of the recession and then increased sharply after extended Ul benefits became available, reaching a high
of about 35 weeks in mid-2009 before declining back to about 30 weeks by the end of the year. Notably,
the increase in expected duration was similar for job losers, the group that is eligible for Ul benefits, and
leavers and entrants, who are ineligible.

The similar increase in duration for the Ul eligible and ineligible groups suggests that extended Ul had
only a limited impact on unemployment duration. As of the fourth quarter of 2009, the expected
duration of unemployment had risen about 18.7 weeks for job losers and about 17.1 weeks for leavers and
entrants, using the years 2006—2007 as a baseline. The differential increase of 1.6 weeks for job losers is
the presumed impact of extended Ul benefits on unemployment duration. It is straightforward to
translate this increase in unemployment duration into an effect on the unemployment rate, based on
their proportional relationship and adjusted for the share of job losers in overall unemployment, which
was about 67% in December 2009. The implied increase in the unemployment rate is quite small,
slightly less than 0.4 percentage point, indicating that without Ul extensions, the measured
unemployment rate would have been 9.6% in December 2009 rather than the observed 10.0%.

Conclusion

Although economists have shown that extended availability of Ul benefits will increase unemployment
duration, the effect in the latest downturn appears quite small compared with other determinants of the
unemployment rate. Our analyses suggest that extended Ul benefits account for about 0.4 percentage
point of the nearly 6 percentage point increase in the national unemployment rate over the past few
years. It is not surprising that the disincentive effects of Ul would loom small in the midst of the most
severe labor market downturn since the Great Depression.

Despite the relatively minor influence of extended Ul, it is important to note that the 0.4 percentage
point increase in the unemployment rate represents about 600,000 potential workers who could become
virtually unemployable if their reliance on Ul benefits were to continue indefinitely. This in turn would
raise the minimum attainable unemployment rate by a similar amount, a problem that has been noted as
an outcome of the generous Ul systems in some advanced European countries. Given the experience
with the elimination of extended Ul benefits during previous U.S. economic recoveries, a permanent
increase in the U.S. unemployment rate is unlikely.

Rob Valletta is a research advisor at the Federal Reserve Bank of San Francisco.
Katherine Kuang is a research associate at the Federal Reserve Bank of San Francisco.
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