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Executive Summary

Over 2 million long-term unemployed workers stand to lose their federal unemployment
insurance (UI) benefits by the end of February if Congress fails to reauthorize those
benefits before they expire. That number could grow to 5 million before the end of 2012.1
Continuing emergency federal benefits would help keep the economic recovery on track
and provide a lifeline to millions of Americans struggling in the sluggish economy.

Federal Ul benefits are structured to provide the most benefits to states still reeling from
the blows of the Great Recession and to phase out as the labor market improves. Although
the recession officially ended more than two years ago, the employment situation in most
states is still bleak. Currently, the national unemployment rate is 8.6 percent,
3.6 percentage points higher than the rate in December 2007.2 In more than half of the
states and the District of Columbia, the unemployment rate exceeds 8.0 percent.3 Over 40
percent of the unemployed have been without a job for at least six months and over 30
percent have been unemployed for more than one year. Half of all Ul recipients have
exhausted the 26 weeks of regular state-provided benefits.# In every other major recession
since the 1950s, Congress continued to extend Ul benefits until the national unemployment
rate fell substantially from its peak.> Moreover, at 3.7 percent, the current long-term
unemployment rate is nearly three times higher than it has ever been when Congress let
federal benefits expire. Letting emergency federal benefits expire now would be
unprecedented and could derail the recovery.

A reauthorization of emergency Ul benefits provides the greatest “bang-for-the-buck”
among a range of fiscal policies designed to boost gross domestic product (GDP) and create
jobs, according to the non-partisan Congressional Budget Office (CBO).6 The boost to the
economy from additional spending on UI benefits is estimated to be as large as $1.90 for
each dollar of assistance.” Even without lengthening the maximum allowable duration of
benefits, continuing federal benefits could generate up to 400,000 jobs.8

UI benefits also serve as a critical lifeline to workers and their families in the face of a
sudden and severe drop in income. Benefits enable families to continue paying for their
necessities—food, housing, clothing and utilities—obligations that continue even when a
family member loses a job. In 2010, Ul benefits kept over 3 million Americans out of

poverty.?

Claims that extended Ul benefits deter unemployed workers from looking for work are
unfounded. On the contrary, beneficiaries of federal Ul benefits have spent more time
searching for work than those who were ineligible for Ul benefits.10 Studies find the impact
of additional benefits on the unemployment rate to be small. Of the 5.1 percentage point
rise in the unemployment rate from the start of the recession to its peak at 10.1 percent,

Page 1 Prepared by the Chairman’s Staff of the Joint Economic Committee



The Case for Maintaining Unemployment Insurance:

Supporting Workers and Strengthening the Economy

studies could attribute no more than half a percentage point to additional Ul benefits.11
More importantly, any increase in the unemployment rate because of federal Ul benefits is
most likely because the beneficiaries remain attached to the labor force and continue to
search for work, not because they refuse employment or do not search for a job.12

If federal Ul benefits are allowed to expire, many families, with little private savings to
draw upon, would be forced to seek assistance from other government support programs.
However, the long recession and sluggish recovery have created unprecedented demand
for services, and have pushed spending on public support programs to their limits, given
budget strains facing both federal and state governments. Failing to preserve emergency
benefits could force unemployed workers to seek alternative forms of public support such
as Temporary Assistance for Needy Families (TANF) or Social Security Disability Insurance
(SSDI) for disabled, unemployed workers. In doing so, some workers would leave the
workforce permanently, at a significant cost to the economy.
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Current Labor Market Conditions and Emergency Federal Ul Benefits

In December 2007, the U.S. economy entered the most severe economic contraction since
the Great Depression. Businesses continued to shed jobs well after the recession officially
ended, and the unemployment rate rose to a peak of 10.1 percent in October 2009.13 (The
recession officially ended in June 2009 according to the National Bureau of Economic
Research, which is the official arbiter for determining the start- and end-dates of U.S.
economic contractions.) While the overall unemployment rate never reached the record set
during the 1980s downturn, the long-term unemployment rate (the percent of the labor
force unemployed for over six months) quickly surpassed the 1982-recession peak, hitting
an all-time high of 4.4 percent in mid-2010.14 (See Figure 1.) The record number of long-
term unemployed workers quickly led to more Americans exhausting their 26 weeks of
regular state unemployment insurance benefits.15

Figure 1. Need for Additional Ul Benefits Continues
Long-Term Unemployment Rate and Exhaustion Rate for Regular State Ul Benefits, 1973-2011

60 5
4.5
0 Exhaustion Rate a
’??: for Regular State p
§ Ul Benefits a5 3
;Et‘ 40 + (Left Axis) l:i
wv
= 3 B
©
S S
® 2
ks 30 - 2.5 =
E Long-term o
el Unemployment Rate -2 §
E 20 (Right Axis) g
- 1.5
-1
10
- 0.5
0 0

1973 1975 1978 1980 1983 1985 1988 1991 1993 1996 1998 2001 2004 2006 2009 2011

Source: Chairman's staff of the Joint Economic Committee based on data from the Bureau of Labor Statistics, Household
Survey and the Department of Labor. Note: Shaded areas denote recessions according to NBER.
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Today, the overall unemployment rate has fallen to 8.6 percent, while the long-term
unemployment rate is at an extraordinarily high 3.7 percent.1¢ During the second quarter
of 2011 (April-June), half of all Ul recipients—more than 1.2 million individuals—
exhausted their regular benefits.1”

Figure 2. Benefits Are Set to Expire Despite High Long-Term Unemployment
Long-Term Unemployment Rate at Program Expiration Date
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Source: JEC Chairman's staff based on data from the Bureau of Labor Statistics, Household Survey and Congressional Research Service,
Extending Unemployment Compensation Benefits During Recessions, Table A-1.

In every major recession since the 1950s, Congress has enacted a temporary program
providing additional weeks of federally-funded unemployment insurance benefits.
Congress has always continued providing those benefits until the economy was back on
track and job prospects were improving. Today, job opportunities remain scarce and
forecasters predict only a glacial pace of improvement in labor markets over the coming
year. In weak economies over the past six decades, the highest unemployment rate at
which federal Ul benefits have been cut off was 7.4 percent.!8 Significantly, because federal
benefits start only after the 26 weeks of state Ul benefits are exhausted, the long-term
unemployment rate has never been so high when federal benefits expired. (See Figure 2.)
For example, following the 1990-91 and 2001 recessions, the long-term unemployment
rate was 1.3 percent when federal benefits expired. At 3.7 percent, the current long-term
unemployment rate is nearly three times higher than that.
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Existing Federal Unemployment Insurance Programs

In response to the severe economic downturn and the staggering rise in unemployment,
and especially long-term unemployment, Congress created a temporary program to
provide additional weeks of unemployment insurance benefits to out-of-work individuals.
The Emergency Unemployment Compensation (EUC) program began in June 2008 and has
been expanded and extended multiple times, most recently through the end of 2011. An
individual who has exhausted the 26 weeks of regular state-funded benefits may continue
to receive Ul benefits through the federally-funded EUC program for up to an additional
53 weeks. The EUC program provides for four “tiers” of benefits depending on a state’s
unemployment rate. The first two tiers provide a combined 34 weeks of additional benefits
that are available in all states. Individuals in states with higher unemployment rates may
also receive Tier 3 and Tier 4 benefits, which provide an additional 13 and 6 weeks,
respectively.

After exhausting EUC benefits, unemployed individuals may continue to receive Ul through
the permanent extended benefits (EB) program. The cost of each state’s EB program is
usually split 50-50 between the state and federal governments; however, in addition to
creating and extending the EUC program, the federal government assumed financial
responsibility for 100 percent of EB costs through the end of 2011.1° EB provides an
additional 13 or 20 weeks of benefits depending on a state’s unemployment insurance laws
and its unemployment rate. The temporary elimination of the requirement that state
governments match the federal contribution has worked to relieve some of the fiscal
strains facing those governments.

In total, the maximum number of weeks of benefits an individual may receive through all
programs is 99 weeks. Currently at least 60 weeks of unemployment compensation are
available in every state and the District of Columbia. At least 74 weeks of benefits are
available in 35 states and the District of Columbia, and 99 weeks, the maximum allowable
duration, are available in 20 states and the District of Columbia. 20 (See Figure 3.)

Even if Congress maintains 100-percent federal financing of extended benefits, many states
would not meet the necessary condition that a state has a high and rising unemployment
rate. While the prolonged labor market recovery has kept unemployment rates high across
the states, few states have experienced an increase in the unemployment rate during the
past three years. 2! Therefore, the maximum duration of benefits would likely drop from 99
weeks to 79 weeks in high-unemployment states even with a reauthorization of the current
federal Ul programs, unless Congress acts to suspend or extend the “lookback” period over
which the rise in a state’s unemployment rate is calculated.
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Emergency Ul Benefits Give a Boost to the Economy

Research shows that extending federal Ul benefits during periods of high unemployment
works to pull the economy back from a downward spiral whereby reduced consumer
demand leads to further reductions in economic activity, and that in turn leads to more job
losses. Ul recipients depend on benefits to pay for many of their basic necessities, including
food, rent and electricity.22 Benefits are spent quickly, which has a ripple effect through the
broader economy, ultimately sustaining aggregate demand and supporting employment.23
Moreover, those benefits are available when they are needed most and phase out gradually
as labor market conditions improve.

In October 2011, roughly 3.5 million workers received additional weeks of federally-
funded benefits through either the EUC or the EB program.?* With an average weekly
benefit of approximately $300 per recipient,2> extended benefits pumped roughly
$4.2 billion into the economy over the month of October, and $51.6 billion over the first ten
months of 2011.

The rapid injection of Ul benefits into the economy generates a “multiplier” for the
economy as a whole. Each dollar in benefits generates a cascade of spending by others,
multiplying the effect of that dollar. Estimates of the magnitude of the impact vary, but the
bulk of research suggests that extending Ul benefits gives a large “bang for the buck”
relative to other fiscal options. The President’s Council of Economic Advisers estimates that
every dollar spent on Ul benefits raises GDP by $1.60, and CBO estimated the effect to be as
large as $1.90.26 In fact, among the policy options analyzed by CBO, providing aid to the
unemployed ranked as having the highest potential positive impact on GDP and job
creation. Using CBO’s estimate of the stimulative effect, continuing federal benefits through
the end of 2012 could generate up to 400,000 jobs.27

According to CBO, reauthorizing the current federal UI programs through the end of 2012
would cost $44.1 billion.28 However, the cost of an extension of this program would decline
automatically as the labor market improves. The number of individuals out of work for
more than 6 months would shrink and the average duration of unemployment spells would
shorten. Fewer workers would exhaust their regular state benefits and become eligible for
federal Ul benefits, and for those who remain unemployed for longer, benefits would
remain capped at 99 weeks.
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It is important to note that the current debate is not about creating an additional tier of
benefits. Reauthorizing the existing EB and EUC programs would not lengthen the
maximum allowable duration of benefits beyond 99 weeks. However, the debate over
continuing federal benefits addresses the fate of millions of unemployed Americans who
have received fewer than 99 weeks of benefits, and who would be cut off if Congress fails to
act.

Ul Benefits Are a Timely, Effective Lifeline for Families

Ul benefits are not particularly generous, typically replacing up to half of a workers’
earnings. 2 However, those benefits provide a temporary lifeline for individuals struggling
to make ends meet. Emergency benefits are critical for individuals who have been
searching for work for at least 6 months and have exhausted their regular state benefits.
For the typical household receiving the additional assistance, the Ul benefits make up one-
third of total income. Moreover, households in which the sole-earner is unemployed rely on
EUC and EB benefits for as much as 90 percent of their total income.3° On average these
benefits only meet half of basic household expenditures.3!

Families with savings can draw on their savings to fill the gap between their income and
expenses during periods of unemployment. However, the vast majority of unemployed
Americans have only minimal savings to draw upon during jobless spells. Nearly half of job
losers in the United States report zero liquid wealth at the time of job loss, suggesting that
many households simply do not have the resources to put food on the table in the absence
of unemployment insurance benefits.32

The current unprecedented level of long-term unemployment underscores the urgency for
continuing emergency benefits. Ul benefits kept over 3 million Americans out of poverty in
2010.33 The number of Americans in poverty increased by nearly 24 percent between 2007
and 2010; absent Ul benefits, the increase would have been 32 percent.3* A significant
portion of that reduction in poverty was due to federal EUC and EB benefits, which
accounted for 57 percent of all Ul benefit weeks paid out in 2010.3>To date, the
composition of Ul benefit weeks paid out in 2011 remains similar to last year; a fact that
suggests that federal UI benefits continue to have a significant role in reducing poverty.36
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Ul Benefits Have Not Inhibited Employment

While providing long-term unemployed workers with additional Ul benefits helps to
stabilize a faltering economy, some have expressed unfounded concern that those benefits
provide a disincentive for people to find work.37 The problem is that the jobs simply are not
there. A string of 21 consecutive months of expanding private-sector payrolls has added
nearly three million jobs; however, there are still more than 4 jobseekers for every job
opening, not including an additional 2.6 million individuals who would like to work but
have given up looking for work because they do not believe there are jobs for them.38
Outside of the private sector, depressed revenues from sales, property and income taxes
coupled with unprecedented demand for services have strained state and local budgets and
led to a wave of layoffs in the public sector.3?

Moreover, job creation over the past two years has done little to alleviate the problem of
long-term unemployment. In 2010, individuals who were unemployed for at least 27 weeks
had only a 10 percent chance of becoming employed in the subsequent month, compared to
30 percent for those unemployed for less than 5 weeks.#0 Additionally, recent reports
indicate that some job postings now explicitly state that only currently employed or
recently laid-off workers will be considered, which poses an additional hurdle for the long-
term unemployed.*!

There is no current evidence that emergency Ul benefits have inflated the unemployment
rate by lowering the intensity with which unemployed workers search for work. As
Figure 4 shows, the amount of time long-term unemployed individuals devoted to job
search increased since the Great Recession. However, the increase was greatest among
those long-term unemployed individuals who were unemployed due to job loss and
therefore likely eligible for emergency federal Ul benefits. In fact, since Congress enacted
federal unemployment benefits, time spent looking for a job has tripled among the long-
term unemployed who are out of work as a result of job loss.#2
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Figure 4. Among Long-Term Unemployed, Ul-Eligible Individuals Search More Vigorously
Job Search Intensity of the Long-Term Unemployed Before and Since the Great Recession
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Source: JEC Chairman's staff calculations based on the American Time Use Survey and Current Population Survey.
Note: Search intensity is an index of the average time spent on job search activities by job seekers on a typical day, with the value for non-eligible job seeker in
2005 to 2007 set to 100.
*Long-term unemployed individuals whose unemployment spell began when they entered or reentered the labor market, or voluntarily left their last job are
generally not eligible for Ul benefits.
**0Only individuals who are considered long-term unemployed due to job loss would likely be eligible to receive Ul benefits. After 2008, those individuals who
exhausted their regular state benefits at 26 weeks would be able to continue to collect benefits through the EUC or EB programs until they exhausted those
benefits.

A number of economists have attempted to estimate the effects of providing additional Ul
benefits on the unemployment rate. According to recent research studies, Ul extensions
have accounted for as little as 0.1 percentage point to as much as 0.8 percentage point of
the increase in the overall unemployment rate over the Great Recession.*3 Studies
controlling for workers’ eligibility for federal benefits by differentiating between
involuntary job losers and new entrants or job leavers find only a small impact on the
unemployment rate (less than 0.5 percentage point).#*In any case, it is important to
understand that federal Ul benefits can lead to small increases in the unemployment rate
without an increase in work disincentives by keeping labor market participants attached to
the labor force. Keeping workers attached to the labor force would enhance productivity
over the longer term. Since recipients of those benefits must be actively looking for work,
the unemployment rate may rise simply because some of those unemployed workers
would have otherwise dropped out of the labor force, discouraged by lack of job
prospects.*>
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Failure to Act Would Have Dismal Consequences

If emergency federal Ul benefits are allowed to expire, 2.5 million Americans would see
their unemployment insurance benefits disappear by the end of February 2012 and
5 million would lose federal benefits over the year.*¢ For those individuals and their
families, the loss would be devastating. Absent Ul benefits and private savings, these
workers would need an alternative source of income until they find employment. Many
would be forced to turn to other social assistance programs that could cost the federal
government even more than providing emergency federal benefits. The Chairman’s Staff of
the Joint Economic Committee estimates that over 150,000 long-term unemployed
individuals could qualify for life-long disability insurance benefits. Disability payments are
considerably more costly to the federal government than unemployment insurance
benefits because disability recipients would permanently leave the labor force.*” An
additional 100,000 disabled workers have been unemployed for six months or less. The
federal government would lose the earnings and tax revenues those workers would have
generated over the course of their lifetimes had they remained in the labor force, and the
government would also be required to pay out more in disability benefits.48

Ul benefits give financial support to unemployed workers and keep them searching for
work, leading to employment as the labor market improves. When those benefits expire,
long-term unemployed individuals may seek public assistance as their own financial
resources dwindle. The inevitable increase in demand for public assistance would further
strain state budgets. Participation in TANF and SNAP (food stamps), two of the largest
public support programs, both rise as unemployment duration increases. (See Table 1.)

Table 1. Participation in Public Benefits Programs Increases with Unemployment Duration

Participation in TANF and SNAP by employment status and duration of unemployment

TANF or other public SNAP Number of people
assistance (rate) (rate) (000s)
Total Population 1.0% 9.1% 162,364
Total Employed 0.4% 5.3% 115,035
Total Unemployed 2.4% 19.1% 10,350
0 to 26 weeks 2.0% 18.4% 5,373
27 to 60 weeks 2.5% 18.9% 2,597
61 to 74 weeks 3.9% 19.3% 461
75 or more weeks 3.1% 21.4% 1,919

Notes: Participation is measured over 2010 and duration of unemployment is measured as of March 2011. Data are
for individuals 25 to 64 years old.

TANF = Temporary Assistance for Needy Families

SNAP = Supplemental Nutrition Assistance Program (formerly called food stamps)

Source: JEC Chairman's staff calculations based on 2011 Annual Social and Economic Supplement.
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Conclusion

Record long-term unemployment has become a defining and enduring characteristic of the
Great Recession. Today, the unemployment rate is well above what it was when federal
benefits were allowed to expire following past recessions, and the long-term
unemployment rate remains almost three times higher than it was when federal
unemployment benefits expired after the 1990-91 and 2001 recessions.

As a result of the long duration of unemployment workers have experienced, more than
half of unemployed workers exhaust their state-funded unemployment benefits and
require additional assistance. Those workers would lose the benefits they currently depend
on to pay their bills and put food on the table. Failing to reauthorize federal Ul benefits
would result in as many as 5 million Americans losing their unemployment insurance
before the end of 2012.

Moreover, the economy would be deprived of the additional economic activity and jobs
generated by the spending of UI benefits. As noted previously, unemployment benefits offer
the greatest bang-for-the-buck among the tools available to policymakers. CBO has found
that each dollar spent on Ul benefits ultimately delivers nearly twice that amount in
increased economic activity. Eliminating federal Ul benefits would inhibit economic growth
and job creation beginning in 2012.

Failure to continue emergency Ul benefits may also result in some unemployed workers
turning to other more costly and more permanent federal assistance programs. With little
or no savings to fall back on, and no unemployment benefits to help sustain them, many of
those unemployed workers may seek benefits through SNAP, Social Security Disability
Insurance or other programs. In doing so, some workers would leave the workforce
permanently, at a significant cost to the economy.

Finally, while some have argued that unemployment benefits provide a disincentive to
search for work, the data do not support that view. In fact, since Congress enacted federal
unemployment benefits, time spent looking for a job has tripled among the long-term
unemployed who are out of work as a result of job loss.

Continuing the current emergency federal Ul programs is vital to the economic recovery. A
temporary reauthorization would not only give millions of struggling long-term
unemployed Americans a lifeline, it would bolster the economic recovery by generating
jobs and accelerating economic growth.
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