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Facing the worst recession since the Great Depression, federal policymakers enacted an unprecedented
extension in the duration of unemployment compensation. The normal joint federal-state Unemployment
Compensation (UC) program provides up to 26 weeks of benefits. However, high state unemployment rates
triggered the Extended Benefit (EB) program and federal lawmakers enacted the Emergency Unemployment
Compensation program. As aresult, during the recession and slow economic recovery, unemployed workers
could receive benefits for up to 99 weeks. While these temporary changes in policy were intended to provide
relief to distressed unemployed workers and act as a stimulus to increase spending, evidence suggests they also
had a negative side effect of decreasing the number of job opportunities and increasing unemployment. After
these temporary benefit extensions expired at the end of 2013, the labor market continued to improve at arapid
pace (perhaps as a result of the expiration), suggesting that extended unemployment benefits are no longer
necessary.

WHY DO WE HAVE UNEMPLOYMENT COMPENSATION?

The UC program was first introduced by the Social Security Act of 1935, and was intended as a primary
resource for those who lost their jobs during an economic downturn. The UC program makes payments to
eligible unemployed workers so they can still afford basic necessities of life while they search for new work.[ 1]

Federal law outlines requirements for the UC program, but it is up to the states to administer the program. While
benefits differ by state, most base their payments on wages over the previous year. In general, states require
extensive work history and replace up to 50 percent of the unemployed workers' pay rate. States also set a
maximum benefit amount, which tends to be half of the average wage in a state. As aresult, in January 2013
weekly benefit maximums ranged from $133 in Puerto Rico to $674 in Massachusetts.| 2]

In addition to setting the benefit amount, states also determine the duration that unemployed workers can
receive regular UC benefits. States typically allow eligible unemployed workers to receive benefits for up to 26
weeks.[ 3] The regular UC program caps its benefits duration in order to incentivize unemployed workers to find
jobs. Intuitively, if UC benefits are known to be temporary, than unemployed workers know they cannot depend
on the benefits indefinitely and are more motivated to find work before their UC benefits expire.
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In times of severe and prolonged economic hardship, however, lawmakers have concluded that an extension of
the normal 26 week UC program is warranted. Severe recessions are often accompanied by a high rate of long-
term unemployment in which alarge number of workers are unemployed for over 26 weeks and would exhaust
their benefits without an extension. Thus to help those workers lawmakers have enacted laws to extend the
duration of UC benefits. In addition, policymakers frequently believe that extending UC benefits during a
recession can be an effective stimulus for the economy as unemployed workers are likely to spend most of the
benefits they receive.[4]

HOW THE GOVERNMENT EXPANDS UNEMPLOYMENT
COMPENSATION

During recessions, the federal government has adjusted the regular UC benefit through both the permanent EB
program and temporary extensions in the duration of unemployment benefits.

The EB program was established by the Federal -State Extended Unemployment Compensation Act of 1970.
Under the Act, when the insured unemployment rate or total unemployment rate in a state reaches certain
thresholds, a state must provide an additional 13 or 20 weeks of unemployment benefits. As aresult, the
combination of the EB 13 to 20 week duration and the regular UC 26 week duration resultsin up to 39 or even
46 weeks of benefits. Usually, the EB program is funded by both the state and federal governments. But, in the
most recent recession, the federal government opted to pay al EB costs from February 2009 to December 2013.

[S]

In cases of severe recessions, however, the lawmakers have determined that UC and EB are not enough to help
unemployed workers. As aresult, the federal government has also periodically enacted temporary emergency
unemployment compensation programs to extend unemployment benefits even more. Congress has established
temporary extended unemployment compensation programsin 1958, 1961, 1971, 1974, 1982, 1991, 2002, and
2008.[6]

Astable 1 illustrates, the emergency extensions in unemployment compensation grew significantly over time.

Initially, the federal government enacted extensions that provided for an additional 13 weeks of benefits. Then
those programs grew to an additional 26, 16, 33, and 26 weeks for each program from 1974 to 2002. Between

the regular UC, EB, and temporary extensions, the total duration of benefits available to unemployed workers
grew during times of economic crisis from 39 weeks in 1958 to 72 weeksin 2002.| 7]

Table 1: Duration of Unemployment I nsurance Programs

Temporary Program Name Dates Temporary Program Regular Benefits Extended Benefits Total Weeks of Benefits
Benefits Duration

Temporary Unemployment 6/58-6/59 13 26 Not Law 39

Temporary Extended Unemployment @tyi#6eation, 196.. 13 26 Not Law 39
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Table 1: Duration of Unemployment | nsurance Programs|

Temporary Compensation, ! 1/72-3/73 13 26 13 52
Federal Supplemental Benerits, 1975 1/75-3/75 13 26 13 52
3/75-3/77 26 26 13 65

4A/77-2/78 13 26 13 52

Federal Supplemental Comy 9/82-12/82 10 26 13 49
1/83-3/83 16 26 13 55

3/83-6/85 14 26 13 53

Emergency Unemployment Compensafi(91-298d 20 26 13 46
2/92-6/92 33 26 13 59

6/92-9/93 26 26 13 52

9/93-10/93 15 26 13 41

10/93-4/94 13 26 13 39

Temporary Extended Unem 3/02-12/03 26 26 20 72
Emergency Unemployment Compensztiag, 12008 13 26 20 59
11/08-11/09 33 26 20 79

11/09-2/12 53 26 20 99

2/12-5/12 53[9] 26 20 99
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Table 1: Duration of Unemployment | nsurance Programs|

6/12-8/12 53 26 20 99

11/12-12/13 47 26 20 93

None of these extensions in unemployment benefits however compare to the unprecedented expansionsin
benefits that occurred in 2008 during the Great Recession. The Emergency Unemployment Compensation Act
of 2008 (EUCO08) provided benefits for up to an additional 53 weeks. This means that between UC, EB, and
EUCO08, unemployed workers could receive up to 99 weeks of benefits.

LABOR MARKETS AND THE GREAT RECESSION|10]

When lawmakers enacted and expanded EUCO08, the labor market had been severely damaged by the Great
Recession and showed no signs of improving anytime soon. As depicted in Figure 1, the total unemployment
rate increased from 5.0 percent at the end of 2007 to 7.3 percent at the end of 2008. By the end of the recession
in June 2009, the unemployment rate had risen to 9.5 percent and continued to increase during the recovery,
peaking at 9.9 percent in 2010.

I'mage not found or type unknown

For full-time workers, the labor market was even worse. Their unemployment rate increased from 4.9 percent at
the end of 2007 to 7.6 percent at the end of 2008 and 10.3 percent at the end of the recession. During the
ensuing weak recovery, the unemployment rate for full-time workers grew even further, peaking at 10.9 percent
in October 2009.

Women and men both faced troubling labor markets as the unemployment rate quickly increased for each
gender.

Image not found or type unknown

The female unemployment rate rose from 4.9 percent at the end of 2007 to 8.3 percent at the end of the
recession, and peaked during the recovery at 9.0 percent in November 2010. For men, the labor market was
even worse. The male unemployment rate was 5.1 percent at the beginning of the recession and peaked at 11.1
percent during the recovery in October 2009.

During the recession, lawmakers viewed the duration of regular UC benefits as inadequate particularly because
long-term unemployment spiked. Specifically, those who had been unemployed for over 26 weeks and

AMERICANACTIONFORUM.ORG



exhausted their regular UC benefits grew dramatically. Thistrend isillustrated in Figure 3.

I'mage not found or type unknown

For instance, from the end to 2007 to the end of 2008, long-term unemployment virtually doubled from 1.3
million to 2.6 million. The number of long-term unemployed increased even further, reaching over 6 million
peoplein the following years.

Consequently, long-term unemployment came to represent a significant portion of all unemployed people over
the last few years. Figure 4 illustrates this trend.

I'mage not found or type unknown

At the end of 2007, long-term unemployment only made up 17.4 percent of all unemployed people. In 2010,
those who had been unemployed for over 26 weeks represented 44.9 percent of unemployed workers.

Other troubling trends that plagued the labor market during the recession included steep declinesin job hiring,
openings, and quits. High levels of hiring and openings indicate job creation. In addition a high level of people
quitting their job is a healthy sign because it indicates improved job mobility and confidence in the ability to
find other work. During the recession, however, al three indicators nose-dived.

Image not found or type unknown

THE NEGATIVE SIDE EFFECT OF EXTENDING UNEMPLOYMENT
BENEFITS

Although extending the duration of unemployment benefits during arecession isintended to ease the hardship
of losing ajob, evidence consistently suggests that it has a negative side effect of increasing unemployment
even further. Specifically, increasing the duration of unemployment insurance increases the relative value of not
working and as aresult puts upward pressure on market wages. Thisin turn decreases employers willingnessto
hire. For instance, Hagedorn, Karahan, Manovskii, and Mitman (2013) found that in any quarter a 1 percent
extension in unemployment benefit duration is associated with a 0.0523 percent increase in the unemployment
rate.[ 11] In 2013, AAF applied those findings to the unemployment experienced in the most recent recession.
AAF found that extending unemployment benefit duration elevated national unemployment throughout the
recession, increasing the quarterly unemployment rate by as much as 1.3 percentage points and keeping almost
2 million people from finding jobs.[ 12]
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The chart below displays the actual unemployment rate and the unemployment rate had benefits not been
extended.

Image not faund or type unknown

LABOR MARKET ACTIVITY SINCE THE EMERGENCY
UNEMPLOYMENT COMPENSATION EXPIRED

At the end of 2013 lawmakers did not extend EUCO8 any further and allowed it to expire, which significantly
reduced both the number of people receiving unemployment benefits and the duration of the benefits still
available. Since state labor markets had vastly improved by this point, EB was aso no longer available. Asa
result, in most cases benefits were only available for the regular UC duration of 26 weeks.

In total, the end of EUCO8 resulted in unemployment benefits expiring for 1.3 million people. Severa
lawmakers feared that allowing EUCO8 to expire would be harmful to the long-term unemployed who have yet
to find work. This concern, however, ignores the fact that the expiration of EUCO08 could improve worker well-
being by allowing the labor market to grow quicker.

So, how has the labor market improved after EUCO8'’ s expiration? Since the beginning of 2014, several labor

market indicators have accelerated in positive directions. For instance, the unemployment rate in 2014 fell much
quicker than many anticipated.

AMERICANACTIONFORUM.ORG


http://www.washingtonpost.com/blogs/wonkblog/wp/2013/12/20/unemployment-benefits-for-1-3-million-workers-expire-next-week-heres-what-you-should-know/

At the end of 2013, the unemployment rate stood at 6.7 percent and as of December 2014 it hasfallen to 5.6
percent. While it is difficult to tie this continued decline in unemployment directly to EUCO08’ s expiration, it is
hard to imagine that the unemployment rate would have fallen below 6 percent if unemployment benefits were
still available for 99 weeks. In addition, the full-time unemployment rate also decreased since EUCO08 expired,
falling from 6.9 percent in December 2013 to 5.7 percent in December 2014.

Likewise, the expiration of emergency unemployment benefits also coincides with a steep decline in long-term
unemployment, asillustrated in Figure 8.

mage not found or type unknown

The graph illustrates that long-term unemployment has fallen 50% over the last three years. A significant
portion of that decline occurred in 2014, after EUCO8 expired. In fact, long-term unemployment fell from 3.9
million in December 2013 to 2.8 million in December 2014. The recent decline in long-term unemployment is

particularly apparent when one examines long-term unemployment as a percent of total unemployment,
highlighted in Figure 9.
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Asthe number of long-term unemployed declined, long-term unemployment began representing a much smaller
portion of total unemployment. This figure steadily decreased in 2012 and 2013. However, after EUCO08
expired, the decline in long-term unemployment as a portion of total unemployment accelerated. For instance,
between December 2012 and December 2013, long-term unemployment as a percent of total unemployment fell
from 38.8 percent to 37.3 percent, only 1.5 percentage points. But after EUCO08 expired, it fell 5.4 percentage
points to 31.9 percent in December 2014.

Since EUCO08 expired a year ago, unemployment and long-term unemployment have both fallen significantly. It
isimportant to note that when workers are no longer unemployed it does not necessarily mean that they found a
job. Rather, it could mean that they gave up looking for work and |eft the labor force.

Fortunately, over the past year those who are leaving unemployment do not appear to be leaving the labor force.
Thisisevident by afew facts. First, as of December 2014 the labor force participation rate was 62.7 percent,
only 0.1 percentage point lower than the 62.8 percent rate in December 2013. This means that virtually the same
proportion of the population either has ajob or islooking for work. Second, in 2014 the country witnessed a
surgein hiring and job openings.

Image not faund or type unknown

The increase in hiring demonstrates that more people are finding work and the boost in openings indicates that
businesses are demanding more labor. Moreover, the jJumps in both indicators coincide directly with the
expiration of extended unemployment benefits. Thisis particularly true of job openings, which increased by
900,000 from 3.9 million in December 2013 to 4.8 million as of October 2014. That isamajor acceleration in
openings considering that they only rose 300,000 in 2013.

Researchers at the Federal Reserve Bank of New York believe that the spike in job openingsis at least partially
due to the expiration of unemployment benefits.[ 13] The authors argued that when the benefits expired, the
upward pressure that extended benefits places on wages diminished, making employers more willing to hire
additional workers. Thisis evident in the accelerated rise in job openings, which directly coincides with the
expiration of EUCOS.

CONCLUSION

Beginning in 2007, America endured through the worst recession since the Great Depression. In response to
extraordinarily high levels of unemployment and long-term unemployment, lawmakers decided to extend the
duration of unemployment benefits to an unprecedented length of time. Usually, an unemployed person has
access for 26 weeks of unemployment benefits. During the recession, however, between regular UC, EB, and
EUCO08, the government allowed up to 99 weeks of unemployment benefits. While this policy was intended to
stimulate the economy and help the unemployed survive the recession, it likely had a nasty side effect of
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unnecessarily increasing the unemployment rate even further. After Congress did not renew extended benefits
and allowed them to expire in 2013, several indicators suggest that the labor market has been improving at an
accelerated rate. Whether or not returning to the standard 26 week benefit duration is directly responsible for the
recent improvements is difficult to determine. Nevertheless, the improving labor market conditions indicate
thereis no longer aneed for 99 weeks of unemployment insurance.

[ 1] “Unemployment Compensation: Federal-State Partnership,” Office of Unemployment Insurance, U.S.
Department of Labor, April 2014, hitp://ows.doleta.gov/unemploy/pdf/partnership.pdf
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