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Executive Summary

n the United States, the federally supported but

state-administered unemployment insurance (UI)

system typically provides someone who has lost a
job through no fault of his or her own with unemploy-
ment benefits for up to 26 weeks. In states that have
experienced a sharp rise in unemployment rates, the
extended benefit (EB) program kicks in, providing an
additional 13 to 20 weeks of jobless benefits. And in
times of severe economic distress, Congress routinely
votes to provide extra weeks of aid beyond EB. The most
recent Emergency Unemployment Compensation
(EUC) program was authorized by Congress in June
2008 when the overall unemployment rate was 5.6 per-
cent, the long-term unemployment rate (the share of the
labor force that has been unemployed for 27 weeks or
more) was 1.0 percent, and the average duration of
unemployment was 17.1 weeks. It was allowed to lapse in
December 2013, with the overall unemployment rate
standing at 6.7 percent, long-term unemployment stand-
ing at 2.5 percent, and average duration standing at 37.1

weeks.

Even before the federal EUC program lapsed in Decem-
ber 2013, eight states reduced the number of weeks state-
level unemployment benefits were available, claiming the
cuts were needed to shore up insolvent state accounts in
the federal Unemployment Trust Fund (UTF). (While
federal payroll taxes fund certain administrative costs,
state payroll taxes flow to state accounts in the UTF
to fund regular benefit payments.) One of these
states—North Carolina—also cut back the level of
weekly benefit amounts, which triggered a cutoff of fed-
eral EUC benefits for that state in July 2013.

The first section of this brief provides an overview of the
U.S. UI system, explaining the interaction between fed-
eral and state financing flows and detailing the workings
of the federal Unemployment Trust Fund. The next sec-
tion reviews the academic and research literature on the

impact of UI benefits on the U.S. labor market. The last

section looks at those states that decided to shorten the
duration of jobless benefits, reviewing possible reasons
why state policymakers made this decision, and examin-
ing the (admittedly thin) data record of pre- and post-
duration changes to see if the shortened durations had

measurable impact on state labor markets. Following are

key findings of the brief:

B Most state accounts in the federal Unemployment
Trust Fund became insolvent in the wake of the
Great Recession. The accounts of only 15 states
(Alaska, Iowa, Louisiana, Maine, Mississippi, Mon-
tana, Nebraska, New Mexico, North Dakota, Okla-
homa, Oregon, Utah, Washington, West Virginia,
and Wyoming) plus Washington, D.C., and Puerto

Rico, remained solvent.

W It was largely trust fund adequacy before the Great
Recession—not significantly less-severe state-level
recessions—that differentiated the states with solvent
UTF accounts from other states: Fourteen of the 15
states that retained solvency in their UTF accounts
ranked in the top half of states on a key measure of
trust fund adequacy (a ratio of fund balance to future

payouts) going into the Great Recession.

B The adequacy of state UTF accounts before the
Great Recession was largely driven by whether the
states collected enough revenue during the economic
recovery and expansion between 2001 and 2007:
State accounts that remained solvent following the
Great Recession had not cut Ul-dedicated state taxes
(also known as State Unemployment Tax Acts or
SUTA taxes) nearly as deeply as did other states dur-
ing the 2001-2007 period.

B Failure to adequately fund state UTF accounts does
not just lead to fiscal problems. It can weaken the
function of Ul as an automatic stabilizer and make
the UI system as a whole less countercyclical than it
should be by requiring tax hikes or benefit cuts dur-

ing periods of depressed aggregate demand.
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B Trust fund imbalances largely cannot explain why
some states shortened Ul durations while others did
not. Only eight of the 35 states whose UTF accounts
became insolvent following the Great Recession tried
to address the situation by cutting the duration of
their benefits. These states’ UTF accounts as a whole
were not appreciably worse off than those of states
that chose to either increase revenues by raising the
SUTA tax rate or enlarging the tax base, or to simply
wait for labor market improvements to shrink their
UTF accounts’ debt burden naturally. What most of
the eight states do share is a recent history of not sup-

porting safety-net programs.

B Despite the widespread accounting distress in state
UTF accounts following the Great Recession, the
cuts that eight states made to the duration of unem-
ployment benefits did very little to change their fiscal
condition. Compared with a tax hike that would
have achieved the same boost to the state UTF
account’s balance, the savings per covered worker in
the six of these eight states for which data are avail-
able ranged from $0.06 to $0.69 per week. In short,
unemployed workers lost an average $252 per week
of curtailed benefits just so states could save roughly
37 cents per covered worker per week in SUTA taxes,

holding trust fund account balances equal.

B The effect of shortened unemployment benefits on
state labor markets was very much in line with the
existing empirical research on the effect of UI dura-
tions: There was no visible improvement in state

labor

employment-to-population ratio of workers age 25

market (specifically,  the

outcomes

to 54) following cuts to UI durations.

B Even the North Carolina cuts to state Ul, which
were so extreme that they triggered a cutback of
federal Ul extended benefits to the state, provided
no evidence of spurring employment growth in the

state.

B Cuts to Ul benefit duration in these eight states were
disproportionately borne by African American work-
ers, who make up a larger share of the labor force
in each of the eight states that cut the duration of
jobless benefits than they do in the labor force of
the other 42 states collectively. African Americans
are also largely overrepresented among the long-term

unemployed.

In short, most state unemployment insurance fund
accounts became insolvent in the wake of the Great
Recession because states did not adequately fund them
in the early to mid-2000s recovery. States that responded
to the insolvency by cutting the duration of unemploy-
ment benefits did not save significant amounts of money
or boost employment. There are no clear differences
between the financial positions or labor market outcomes
of states whose UTF accounts became insolvent and cut
the duration of benefits relative to states with insolvent
accounts that did not cut benefits. But the benefit-cut-
ting states did share some things in common: an overall
lack of support for social programs that predates the
Great Recession, and fiscal policies that feature low per
capita state spending and tax collection. In short, states
that decided to cut the available duration of jobless bene-
fits appear to have made a political decision more than a

fiscal one.

Some claim that extended unemployment benefits are to
blame for extended high unemployment. But the effect
of UI changes on the labor market is one of the most-
studied topics in empirical economics, and the overall
conclusion of the research literature reviewed in this
report is that there is little evidence that extending unem-
ployment aid provides a disincentive to work that is large
enough to materially change the trajectory of key labor
market aggregates. Rather, our review finds that the cause
of the persistent problem of a depressed number of work-
force participants relative to the overall population is that
employers’ demand for workers remains weak, not that
workers have effectively chosen to stay unemployed to

get benefits.
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This finding has largely been reinforced by the exam-
ination of Ul and labor market outcomes during and
after the Great Recession, including at the state level.
And yet several states chose to cut the duration of jobless
benefits in recent years. We find that the track record
of the UI system over the last decade strongly argues
against such cuts, and for policy measures that could bet-
ter ensure that the Ul system serves its countercyclical
role of boosting spending in times when demand drops.
Such measures could be pursued by states doing a better
job of prefunding UI trust fund accounts during eco-
nomic expansions as well as by federal lawmakers sub-
stantially increasing the federal commitment to the Ul

system.

The report was updated July 29 to make cor-
rections to Table 4 and related text regarding
states’ savings from limiting the duration of
jobless benefits. The previous results under-
counted these savings by calculating a fixed
amount for each exhaustion, rather than
allowing savings to grow with the difference

between exhaustion incidence by duration.
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Section One: Background on the
U.S. unemployment
insurance system

The U. S. unemployment insurance (UI) system is
designed to help those who have lost jobs through no
fault of their own. (Note: Some organizations, including
the Congtressional Research Service, use the term unem-

ployment compensation, or UC). Within broad guide-

lines established by the U.S. Department of Labor, states
have a great deal of leeway in designing their UI systems
while still receiving federal support: They determine who
is eligible for benefits, and how much and for how long
beneficiaries may be paid, as well as the base and rate that
are taxed to fund the state portion of the UI system."
This federal/state interaction makes the overall system

quite complex.

A Congressional Research Service report (Whittaker
2012) provides a useful background on the system. This
EPI briefing paper draws many of the facts in this back-

ground section from the Whittaker report.

In brief, public unemployment benefits are administered
through a joint federal-state program financed by payroll
tax revenue collected under the Federal Unemployment
Tax Act (FUTA) and by state payroll taxes imposed
under the State Unemployment Tax Acts (SUTA). This
system was originally constructed by the Social Security
Act, signed into law by President Franklin D. Roosevelt
in 1935. By funding unemployment insurance through
employers’ payrolls, lawmakers ensured that the unem-
ployment insurance system is structurally countercycli-
cal. During times of low unemployment and rapid eco-
nomic growth, revenues into the program increase while
expenditures decrease. Conversely, during recessions,
when unemployment rises and growth slows, expendi-
tures increase while revenues decrease. In this manner,
during economic downturns, the federal and state gov-
ernments replace a portion of the economic activity that
is lost though decreased wages by injecting money in the
form of UI benefits into the economy. Moreover, during
times of prosperity, states pay less in benefits than they
receive in revenues, allowing them to build up account
balances within the federal Unemployment Trust Fund
(UTF), balances which tend to decline during down-
turns, when states must pay out more in benefits than

they receive in taxes.

At the federal level, FUTA imposes a 6 percent tax on
employers on each of their employee’s first $7,000 of
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wages annually. As long as an employer is located in
a state with an unemployment insurance program
approved by the federal government—and as long as that
state has no delinquent federal loans to cover Ul pay-
ments—the tax rate is reduced by 5.4 percentage points,
thus making the effective FUTA tax only 0.6 percent.
This means that in most states, employers pay a maxi-
mum FUTA tax of $42 annually per employee. While
regressive—$42 is a lower percentage of a high earner’s
wages than a minimum wage worker’'s—the tax is very
low because the $7,000 taxable base has not changed
since 1983.

The cost of regular Ul benefits is borne by the states, paid
for by SUTA taxes on employers’ payrolls. Due to the
different tax bases and wages in the states, SUTA taxes
vary widely as a share of covered workers’ total earnings,
currently ranging from 0.4 percent in South Dakota to
2.2 percent in Hawaii. Nationwide, the average SUTA
tax is equal to just under 0.9 percent of covered workers’
total earnings, or about $375 per worker who works for
an employer that pays into the Ul system (U.S. Depart-

ment of Labor Unemployment Insurance Data Summary).

Federal role traditionally grows much
larger during economic downturns

The FUTA tax funds state and federal administrative
costs for the unemployment compensation system, as
well as for state employment services, loans to states with
insolvent unemployment insurance trust fund accounts,
and the federal share of the “Extended Benefit,” or EB,
program. EB provides for additional weeks of unem-
ployment benefits—usually 13 to 20 weeks beyond what
the states normally offer, which is typically up to 26
weeks—in states that have experienced a sharp rise in
unemployment rates. Usually, the federal and state gov-
ernment split the costs of EB evenly, though the federal
government shouldered the entire burden during and
after the Great Recession, due to a provision in the Amer-

ican Recovery and Reinvestment Act (Chen and Stone

2013). Currently, no state has an unemployment rate ele-

vated enough relative to the recent past to qualify for EB.

During severe economic downturns, Congress typically
provides additional weeks of unemployment benefits
even beyond what the permanent EB program automat-
ically adds to state UI systems based on the unemploy-
ment rate in a given state. Congress has acted on eight
separate occasions—in 1958, 1961, 1971, 1974, 1982,
1991, 2002, and 2008—to temporarily lengthen the
duration of UI benefits, ranging from an additional six
weeks to an additional 63 weeks of benefits. All these
extensions were designed to expire (Whittaker and Isaacs
2012).

The most recent federal program to extend unemploy-
ment benefits—Emergency Unemployment Compensa-
tion 2008, or EUC08—was implemented quicker and
lasted longer than the two prior federal interventions,
owing to a much deeper recession. EUC08 became active
seven months into the recession and expired in Decem-
ber 2013, 66 months after the program took effect. In
contrast, the Temporary Extended Unemployment
Compensation (TEUC) program became active 12
months after the onset of the 2001 recession and ended
22 months later; 1991’s EUC program took hold a full
16 months after the 1990-1991 recession began and

ended after being in effect for 26 months.

At its most far-reaching, EUC08 added up to 63 weeks
of benefits for recipients, bringing the maximum possible
duration of unemployment benefits (including regular
and EB benefits, and taking into account duration caps
and other rules) to 99 wecks.” The comparable numbers
for TEUC were 26 weeks for a maximum of 72 weeks,
and for EUC91, 33 weeks for a maximum of 59 weeks.

However, when Congress allowed EUCO08 to expire at
the end of 2013, the labor market still had not recovered
from the Great Recession. When EUCO08 lapsed, the
overall unemployment rate was more than 1 percentage

point higher than it was when the program began and the
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percentage of the labor force unemployed for 27 weeks
or more was twice as high as it was when the last three
federal emergency Ul programs expired. In short, there
has never been a previous cutoff of EUC benefits in a
labor market that remained so damaged. Even worse, 1.3
million workers were cut off from the program all at

once—there was no phase-out of benefits.”

Because federal funding for Ul benefits is important to
states, the federal government uses the threat of financial
penalties—including stopping the flow of EB and EUC
funding—to ensure that states establish UI systems that
comply with federal guidelines. For instance, though
states are allowed to establish their own taxable bases and
tax rates to fund their UTF accounts, the law requires
employers in states that set their bases below the federal
FUTA threshold of $7,000 to pay much higher FUTA
taxes. Therefore, no state has a taxable base under
$7,000. Similarly, while the EUC08 program was in
effect, federal rules mandated cutting off all federal EUC
funds to any state that cut the dollar amount of recip-
ients” average weekly benefits, unless the state received
a federal exemption. Without receiving an exemption,
North Carolina cut its Ul recipients’ average weekly ben-
efits, effective July 1, 2013; the state was thereby cut off
from the EUC program (Dalesio 2013).

Why most states’ Ul trust funds went
insolvent following the recession—and
the consequences of insolvency

As mentioned earlier, the federal-state Ul system is
designed to enable states to increase the balances of their
unemployment trust fund accounts during periods of
economic prosperity and low unemployment so that the
accounts maintain solvency during economic downturns,
when the unemployment rate increases. However, inad-
equate trust fund account balances going into the Great
Recession that began in late 2007, combined with the
historic depth and length of the recession and slow recov-
ery, led the majority of state UTF accounts to become

insolvent at some point following the onset of the Great

Recession. This inadequacy can be seen in a common
measure of trust fund account health from the U.S.

Department of Labor.

Among the department’s guidelines for state UTF
accounts is that they maintain a balance high enough to
pay for the equivalent of an average of the three high-
est levels of benefit payments borne by that state over the
past 20 years—a number that is called the “average high-
cost multiple,” or AHCM. An AHCM ratio of at least
1.0 prior to a recession “indicates a state is minimally sol-
vent. States below this level are vulnerable to exhausting
their funds in a recession” (Whittaker 2012).

Figure A shows that as of the onset of the Great Reces-
sion in 2007, most states had not achieved this 1.0
threshold. In fact, in 2007—the prerecession high-water
mark for trust fund balances—only 17 states (plus Wash-
ington, D.C. and Puerto Rico) met the 1.0 AHCM
threshold. The main cause of inadequate UTF account
balances was failure to collect enough revenue during the
2001-2007 economic recovery and expansion. As Chen
and Stone (2013, note 31), referencing Wilus (2010)

note:

Many states kept state Ul taxes artificially low
and by 2008 had actually reduced their Ul tax
rates to historically low levels. ... In inflation-
adjusted dollars, average Ul taxes were $274 per
employee in 2008, less than they had been in
1994 ($350), and far less than they were in 1984
($515). The U.S. Department of Labor found
that 28 states made significant legislative reduc-
tions of Ul taxes between 1995 and 2001.

Another explanation for why some states saw their
accounts within the UTF go insolvent following the
Great Recession could simply be that they experienced
significantly worse unemployment than other states. Fig-
ure B tests this proposition. For each state, it compares
the average monthly unemployment rate between

December 2007 and May 2014 with the unemployment
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FIGURE A

Average high-cost multiple (AHCM) ratio, by state, 2007
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Note: The average high-cost multiple (AHCM) ratio is a measure of state unemployment trust fund adequacy that divides the trust
fund balance by the average cost rate of three high-cost years in the state\'s recent (typically 20-year) history. To be considered min-
imally solvent prior to a recession, a state trust fund must have an AHCM ratio of at least 1.0.

Green bars denote states whose trust fund accounts never went insolvent following the recession that began in December 2007. Red
bars denote states that went insolvent and cut benefit duration. The black bar is the U.S. total.

Source: Authors\" analysis of U.S. Department of Labor Unemployment Insurance Data Summary, 4th Quarter 2007

rate that prevailed in December 2007 and plots the
percentage-point difference on the graph. This difference
is a rough measure of how much excess unemployment
each state faced due to the Great Recession. The figure
breaks down this data by states whose UTF accounts
became insolvent versus those whose accounts stayed sol-
vent. While the latter group did indeed have slightly
lower excess unemployment on average, there is very sub-

stantial overlap in the labor market distress experienced

ECONOMIC POLICY INSTITUTE

by these two groups of states. In short, several states
that experienced extraordinary and lengthy increases in
unemployment due to the Great Recession retained sol-
vency in their UTF accounts, while some states that
experienced only relatively mild excess unemployment
saw their accounts become insolvent. This points again
to states’ failure to prepare UTF accounts in the run-up
to the Great Recession as a prime cause of subsequent

insolvency. This failure, in turn, was largely led by inten-
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FIGURE B

Excess unemployment, by state, January 2008-May 2014
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Note: States are grouped into two categories: those whose state unemployment trust funds remained solvent following the reces-
sion that began in December 2007 and those whose state UTF funds became insolvent. For each state, excess unemployment is cal-
culated as the percentage-point difference between the average monthly unemployment rate from January 2008 to May 2014 and

the unemployment rate in December 2007.

Source: Authors\" analysis of Bureau of Labor Statistics Local Area Unemployment Statistics public data series

tional policy decisions to collect clearly insufficient rev-

enue during this period.

This failure to collect enough revenue to restore the
health of state UTF accounts during an economic expan-
sion also undermined some of the macroeconomic ben-
efits of the overall UI system. Optimally, the UI system
is designed to be countercyclical. But when states cuz
taxes when unemployment is /Jow, it not only prevents
trust fund balances from increasing to sustainable levels,
but also increases pressure to raise SUTA taxes during
downturns, which imposes a fiscal drag and can harm
economic recoveries. Claims that states’ failure to collect

revenue during good economic times could make the UI

ECONOMIC POLICY INSTITUTE

system less countercyclical are buttressed by the fact that
35 states raised Ul taxes in 2010—the year with the high-

est unemployment rate since 1983 (Henchman 2011).

Along these lines, the U.S. Government Accountability
Office has concluded that UTF account insolvency can
be blamed on “long-standing UI tax policies and prac-
tices in many states over 3 decades” that “have eroded
trust fund reserves, leaving states in a weak position prior
to the recent recession” (U.S. GAO 2010). Indeed,
though state UTF accounts were rebuilt quickly after the
recession that began in 1981, they recovered much more

slowly after both the 1990 and 2001 recessions, leaving
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the funds vulnerable leading into the Great Recession

that began at the end of 2007.

States’ failure to respond to fiscal
incentives

In spite of the fiscal consequences of trust fund insol-
vency, lower SUTA taxes became the norm prior to the
Great Recession—and insolvent state Ul trust fund
accounts followed. When a state’s UTF account becomes
insolvent, it remains legally required to continue paying
benefits. In order to do so, a state is forced to borrow
funds, typically from the Federal Unemployment
Account (FUA) within the UTF A

In order to help ensure repayment, if a state has outstand-
ing FUA loans on January 1 of at least two consecutive
years and has not repaid the loan in full by November 10
of the second year, the federal government will apply a
“credit reduction” to that state’s FUTA taxes. This means
that starting the second year for which a state has an out-
standing loan, the federal government will not give a 5.4
percentage-point credit to the FUTA tax, but will instead
reduce that credit by 0.3 percentage points to 5.1 per-
cent, meaning the FUTA tax on employers will increase
to 0.9 percent from 0.6 percent. Each additional year a
state has an outstanding balance, its FUTA credit will
be reduced by another 0.3 percentage points (with addi-
tional credit reductions applied in some circumstances).
States may have these reductions lowered if they pay
back a certain portion of the outstanding loan in a given
timeframe, or meet other criteria, though these situations
rarely occur. The way states generally stop being hit with

credit reductions is to pay their balance off in full.

States do not want to have their FUTA taxes raised, but
that is just one consequence of insolvency. As the Con-
gressional Research Service notes, states whose unem-
ployment trust fund accounts become insolvent “will
probably be forced to raise taxes on their employers or
reduce UC benefit levels, actions that dampen economic

growth, job creation, and consumer demand. In short,

states have strong incentives to keep adequate funds in
their trust fund accounts” (Whittaker 2012). And yet
despite these strong fiscal incentives, the majority of
states did not do what was necessary to avoid these out-

comes.

Preventing insolvency and procyclicality
in Ul financing

The historic depth of the Great Recession and the very
slow recovery that followed were always going to be hard
on UTF accounts across the states. However, states owe
as much of the fiscal troubles of their UTF accounts
to inadequate preparation before the Great Recession
as to the downturn itself. Fifteen states (Alaska, Iowa,
Louisiana, Maine, Mississippi, Montana, Nebraska, New
Mexico, North Dakota, Oklahoma, Oregon, Utah,
Washington, West Virginia, and Wyoming, plus Wash-
ington, D.C., and Puerto Rico) had trust fund accounts
that remained solvent after the Great Recession. These
jurisdictions had, on average, much healthier trust fund
accounts heading into the Great Recession than did other

jurisdictions.

In fact, nine of the top 10 state trust fund accounts
(ranked by AHCM ratios) in 2007 made it through the
Great Recession without becoming insolvent. Fourteen
of the 15 states whose UTF accounts did not go insolvent
(plus Washington, D.C., and Puerto Rico) ranked in the
top 25 of AHCM ratios in 2007. Eleven of the 19 juris-
dictions (17 states plus Washington, D.C., and Puerto
Rico) with AHCMs of 1.0 or greater in 2007 made it
through the recession without having to borrow to make
up a hole in their unemployment trust fund accounts
(U.S. Department of Labor, Unemployment Insurance
Data Summary). In contrast, of the 15 states with the
lowest AHCM s in 2007, six ended up cutting the dura-

tion of unemployment benefits.

Some states—Arizona, Florida, Hawaii, and Nevada, for
instance—had healthy trust fund accounts heading into

the Great Recession, but had housing bubbles so large
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FIGURE C

Average Ul-dedicated state tax rates on total wages, by
condition of state unemployment trust fund

accounts, 1990-2012

States whose trust fund accounts remained solvent following the recession that began Dec. 2007
== States whose trust fund accounts became insolvent
== States whose trust fund accounts became insolvent and that cut the duration of benefits

== All states
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Note: This chart displays, by state category, estimated average State Unemployment Tax Acts (SUTA) rates as reported by state agen-
cies. The rates displayed are Ul tax collections as a percent of total wages in taxable employment.

Source: Authors\" analysis of U.S. Department of Labor Unemployment Insurance Chartbook, Table B7

that their deflation caused enough macroeconomic dam-
age to overwhelm even healthy UTF accounts. Yet, the
general rule is that the better-prepared states were, the
more likely they were to make it through the effects of
the Great Recession without encountering UTF account

insolvency.’

As such, it is useful to examine the funding mechanisms
in place in those states whose UTF accounts were healthy
to see if they differed from states whose trust fund
accounts became insolvent. Figure C provides evidence
that one clear way in which states diverged was the rate
at which they decreased their SUTA taxes in the boom

years of the mid- to late-1990s. In 1995, states whose

ECONOMIC POLICY INSTITUTE

UTF accounts went insolvent after the Great Recession
levied similar SUTA taxes (as a percentage of covered®
employees’ wages) as states whose accounts remained sol-
vent. However, even as most states decreased their taxes
over the remainder of the 1990s, those that remained sol-
vent in the wake of the Great Recession decreased these

taxes at a much slower rate.”

States that had UTF accounts that became insolvent fol-
lowing the recession were clearly less diligent in col-
lecting enough dedicated revenue to maintain a healthy
trust fund balance. For example, during the 1990s the
North Carolina General Assembly voted to cut SUTA

taxes five different times and it authorized a one-year tax
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holiday. Half of the states that received federal transfers
under the 2002 Reed Act—a law that allows Congress to
transfer money from the federal UTF to individual state
accounts—used the funds to finance cuts in Ul taxes on
employers. (O’Leary and Van Erden 2012)

Because tax rates in many states rise if UTF account bal-
ances fall too low, proper macroeconomic management
argues that Ul trust fund accounts should be built up
during good times and start emptying out during reces-
sions (i.e., be countercyclical). But failure to collect ade-
quate revenue during times of low unemployment and
decent economic growth leads the taxes that finance Ul
benefits to become procyclical—at the state level, many
states automatically raise rates when trust fund balances
are low, and cut them, based on an automatic formula,
when UTF accounts are adequately funded.® And at the
federal level, FUTA taxes increase when states have out-
standing loans. So, state policymakers’ failure to heed the
principles of sound macroeconomic management even
when given fiscal incentives to do so leads not just to
accounting problems for state UTF accounts, but also to
blunting some of the macroeconomic benefits of the Ul

system as a whole.

Figure D indicates that the introduction of procyclicality
into some aspects of the federal-state Ul system is a
recent phenomenon. Until the 1990s, it was largely the
case that contributions collected far exceeded the benefits
paid for a number of years following periods with high
UI benefit payouts. This link was broken in the
mid-1990s boom; as benefits paid decreased dramati-
cally, UTF account funding fell at a similar rate. This
occurred again, though to a smaller extent, while the
economy was growing in the first decade of the 21°*" cen-
tury. This broken link facilitated the UTF account insol-

vency that occurred following the Great Recession.

Section Two: Empirical evidence
on the impact of extended
Ul benefits

While the previous section examined the institutional
makeup and fiscal accounting of the U.S. Ul system, this
section examines the evidence regarding a perennial ques-
tion asked by labor economists: Do UI benefits increase
unemployment, and do extensions to eligibility for Ul

benefits also increase unemployment?

The EUC extensions passed in 2008 have spurred new
empirical studies on this question, at least in part because
these extensions were economically very significant,
increasing duration by sometimes nearly four times
longer than standard UI benefits. By and large, the stud-
ies examine three prongs of Ul's impact on unemploy-
ment: microeconomic impacts, specifically the impact of
UI benefit extensions on workers” decisions; macroeco-
nomic impacts of Ul benefit extensions on employers’
demand for labor; and macroeconomic impacts of Ul

benefit extensions on economy-wide demand for labor.

Microeconomics of labor supply

Valletta and Kuang (2010) provided the first rigorous
evaluation of the effect of the UI benefit extensions that
took effect following the onset of the Great Recession.
They note two channels through which UI benefit exten-
sions may raise measured unemployment, but for very
different reasons. On the one hand, UI benefits may
reduce job search efforts by reducing the cost of job-
lessness, and hence reduce the probability that unem-
ployed workers find work. On the other hand, because
receipt of Ul benefits is contingent upon active job-
searching, benefits may keep workers actively searching
for jobs. This active job-searching guarantees that work-
ers will be classified as officially unemployed (instead of
“out of the labor force”) while jobless and will hence
boost measured unemployment, but does not negatively

impact their probability of reemployment. The Ul-based
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FIGURE D

Unemployment Trust Fund contributions collected minus
benefits paid, as a percent of total wages, 1969-2012
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Source: Authors\’ analysis of U.S. Department of Labor Unemployment Insurance Chartbook, Table B11

requirement for active job-search may in fact even raise

this reemployment probability.

Further, they note that estimating the causal impact of
UI extensions upon unemployment rates is extraordinar-
ily difficult because UI extensions are endogenous by
design: UI tends to be extended only when unemploy-
ment rates rise sharply. To make a credible inference on
the causal impact of UI benefit extensions, Valletta and
Kuang (2010) examine the increase in unemployment
duration for two different groups of unemployed work-
ers: those eligible for UI benefits and those not eligible
for UI benefits.

Unemployment insurance benefits are generally

restricted to those who become unemployed through “no

fault of their own.” Workers fired for cause or who vol-

ECONOMIC POLICY INSTITUTE

untarily leave a job are not eligible for UL Further, Ul
receipt requires a recent work history, so those enter-
ing the labor force for the first time (high-school or col-
lege graduates, say) or those reentering after a relatively
extended spell out of the labor force are also ineligible.
During normal economic times, fewer than half of all
unemployed workers are eligible for UI benefits. With
the passage of EUC and with the very large number of
workers losing jobs due to mass layoffs during the Great
Recession, the share of Ul-eligible workers rose dramati-
cally during and right after the Great Recession, peaking
at 65 percent in 2010 (National Employment Law Pro-
ject 2013).

Even at this peak, however, there were a significant num-

ber of unemployed workers who were not eligible for UI
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benefits, and Valletta and Kuang (2010) use this group
as a “control” to contrast with unemployed workers that
were “treated” with UI benefits receipt. They examine
these groups for evidence that those workers receiving Ul
benefits had longer durations of unemployment or were

less likely to become reemployed.

They summarize their key finding thus: “Notably, the
increase in expected [unemployment] duration was simi-
lar for job-losers, the group that is eligible for UI benefits,
and leavers and entrants, who are ineligible.” Specifi-
cally, they find that the slightly longer duration of unem-
ployment experienced by the Ul-eligible could explain
just 0.4 percentage points of the 4.6 percentage-point
increase in unemployment between 2007 and 2009. Fur-
ther, they note that “given the experience with the elim-
ination of extended UI benefits during previous U.S.
economic recoveries, a permanent increase in the U.S.

unemployment rate is unlikely.”

Rothstein (2011) undertakes a similar empirical exercise
as Valletta and Kuang (2010) and supplements it with
two other empirical tests of the effect of Ul extensions on
unemployment duration, both of which rely on exoge-
nously differing UI durations across states. The first
looks at the “gradual rollout and repeated expiration of
EUC benefits through successive rounds of federal leg-
islation” to compare different labor markets operating
under different extended UI regimes but with plausibly
similar labor market conditions. The second looks at the
decision of individual states to either take up or decline
optional extended-benefit (EB) provisions offered by fed-
eral legislation that could alter the availability of EB ben-

efits.

Both EUC and EB types of extended UI benefits contain
“triggers” that change the precise duration of UI benefits.
These triggers are discontinuous—as soon as a state
unemployment rate reaches a particular threshold, Ul
benefits increase in duration. So, for example, a state with
a 7.5 percent unemployment rate could have longer Ul

durations available than one with 7.4 percent unemploy-

ment, even though the labor market conditions of these
states are essentially indistinguishable on this score. In his
test of EUC rollout and expiration, Rothstein examines
an individual’s “hazard rate” for exiting unemployment
(essentially the probability of either returning to work or
ending a job search and leaving the labor force in a given
period) and examines the marginal effect of increased Ul
durations available to him or her according to state Ul
availability. He tries to absorb variation in labor market

conditions by state through a range of measures.

Similarly, EB extensions also varied across even those
states facing identical unemployment rates. This is
because the American Recovery and Reinvestment Act
(ARRA) provided for both full federal funding of normal
EB extensions but also provided optional, more generous
triggers for EB receipt. Rothstein (2011) augments his
regression estimates of the hazard rate for exiting unem-
ployment with controls for the availability of EB benefits
under maximal and minimal state participation in EB,
along with dummy variables indicating the status of each
of the four EB triggers and EUC extensions available
in these states. Given these controls, the only remaining
variation in possible Ul duration available to unem-
ployed workers across states should be their states” deci-
sions regarding the take-up of the optional EB triggers in
ARRA. This provides a test of how much a purely exoge-
nous increase (i.e., driven by state governments’ political
decisions) in Ul durations can subsequently affect mea-

sured unemployment and reemployment probabilities.

Examining the sweep of this evidence, Rothstein con-
cludes much as Valletta and Kuang (2010) do: The large
increase in Ul extensions had only small impacts on the
duration of unemployment benefits (and hence overall

unemployment rates) following the Great Recession:

Using a variety of comparisons that isolate differ-
ent components of the variation in benefit avail-
ability, I find that extended benefits do reduce
the rate at which unemployed workers re-enter

employment. But the reductions are small, in
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most specifications smaller than effects of
extended benefits on labor force exit and always
much smaller than what one would have
expected based on older estimates in the litera-
ture. ... Combined [UI extensions} have raised
the unemployment rate by only about 0.3 per-
centage points, implying that the vast majority of
the increase in the unemployment rate was due to
demand shocks rather than to Ul-induced supply

reductions.

Even more importantly, Rothstein (2011) estimates that
most of the effect of Ul extensions on unemployment
stems not from any barrier to job-finding introduced by
these extensions, but from the inducement to workers to
remain in active job-search, which means that they will
be classified as unemployed rather than out of the labor
force. Ul extensions that keep workers engaged in active
job-search not only do not harm job-finding rates, they
may actually increase them by boosting workers’ job-

search intensity.

Further, he notes that none of these estimates take into
account what he calls “congestion” on the supply side of
the labor market. This refers to the (quite strong) pos-
sibility that total employment levels in the economy are
demand-constrained. Any impact of Ul benefit exten-
sions in raising unemployment hence does not change
how many people are employed at any point in time,
rather the extensions just change the distribution of who
is able to secure these demand-constrained slots, with Ul-

ineligible workers more likely to fill them.

Farber and Valletta (2013) undertake a similar analysis
as Rothstein (2011), but they include in their sample
the recession and jobless recovery of 2002-2004, when
Congress also authorized EUC benefits. Further, because
their data run through the end of 2012, when some
states had begun to see mild labor market recovery, they
can look not only at Ul benefit duration extensions, but
also at the effect of UI benefit duration rollbacks as state

unemployment rates fall and “turn off” some tiers of

EUC benefits. Further, they rely on slightly different
identification conditions to assess the causal effect of Ul
extensions on both the probability of reemployment as

well as the wider probability of unemployment exit.

Specifically, they examine the “time to exhaustion” for
each individual in their data as an explanatory variable
predicting exit from unemployment. This time to
exhaustion is a function of total weeks of Ul benefits
available in a state and individuals’ duration of unem-
ployment. Like Rothstein (2011), they find a statistically
significant but quantitatively small impact of increased
UI durations pushing up unemployment durations and
hence increasing the overall measured rate of unemploy-
ment. Farber and Valletta’s preferred estimate of the
effect of extensions on the overall unemployment rate
mirrors the earlier Valletta and Kuang (2010) finding: UI
extensions likely explain 0.4 percentage points of the 4 to
5 percentage-point increase in unemployment following

the Great Recession.

Importantly, Farber and Valletta (2013) find an even
stronger result than Rothstein (2011) regarding the chan-
nel through which impacts of extended benefits reduce
measured unemployment: Any reduction in measured
unemployment stemming from UI extensions is com-
pletely dominated by the incentive to keep workers
engaged in active search and not by delaying reemploy-

ment. They write:

The results from the competing risk model are
clear-cut. We do not find a substantial effect
of extended benefits on time to exit to employ-
ment. This implies that there is not a significant
reduction in search effort or increase in the reser-
vation wage due to the availability of extended
benefits. However, we do find a significant effect
of extended benefits on time to exit to NILF
[not in the labor force—jobless but not actively
searching for work]. This implies that there may
be individuals who remain attached to the labor

force, perhaps searching at a low level, because
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extended benefits are available. In our view, this
latter effect of extended benefits does not have
first-order efficiency consequences on the level of
employment. It reflects mainly a redistribution to
long-term job losers who, without extended ben-

efits, would have left the labor force.

Finally, Chetty (2008) makes an important theoretical
point about the effect of UI benefit extensions on unem-
ployment duration: Even if these extensions do increase
the time spent unemployed, this is not necessarily evi-
dence that they have introduced economic inefficiency
into decision-making. There are two reasons why UI
may increase unemployment duration. First, it can lower
the price of unemployment (or, lower the net benefit of
working relative to not working), leading people with
the choice of accepting work or choosing nonwork to
choose the latter. Second, it can relieve severe liquidity
constraints by providing people some measure of con-
sumption possibilities during periods of nonwork, allow-
ing them a wider variety of choices of activity rather
than simply taking the first paid employment possibility
offered to them, even if it is a bad employment match
or inefficient. This second influence—relieving liquidity
constraints—does not introduce economic inefficiency,

even if it does lead to longer durations.

Chetty and coauthors (Card, Chetty, and Weber 2007)
have looked at a natural experiment in Austria that pro-
vided large severance packages to some laid-off workers
but not others to gauge the relative importance of these
two channels (i.e., changed relative price of nonwork ver-
sus relieving liquidity constraints). They find that two-
thirds of the effect of UI extensions run through the
beneficial liquidity constraint effect. So, even the inef-
ficiency implied by the small findings reported above
(regarding increased unemployment duration stemming
from labor supply decisions made after the passage of Ul
extensions during and after the Great Recession) should
be heavily discounted when making judgments about the

welfare consequences of Ul extensions.

Macroeconomic effects of Ul extensions I:
Firm-level demand for labor

Traditionally, concern about introducing economic inef-
ficiency through extended jobless benefits has centered
on how benefits effect labor supply decisions. The peer-
reviewed research surveyed above has shown these labor
supply effects to be quite small. However, in recent
debates over Ul, some have invoked a not-yet published
working paper to argue that the benefit extensions passed
in the wake of the Great Recession have significantly
reduced labor demand, and that these extensions actually
explain a significant portion of the entire rise in unem-

ployment since the Great Recession.

Hagedorn et al. (2013) argue that Ul extensions sig-
nificantly raise the reservation wages of potential work-
ers—the minimum wage they need to be offered to
accept a job offer—and that this increase in reservation
wages chokes off labor demand. They set up an empirical
test of the effect of Ul extensions on unemployment by
examining contiguous counties that straddle state bor-
ders. Two assumptions need to hold true for this to
be a valid empirical test. One is that only differing Ul
durations distinguish labor markets of these contiguous
counties; this assumption in effect argues that demand
conditions should be identical because the counties bor-
der each other and demand shocks should flow smoothly
across borders. Another assumption is for unemployment
rates of border counties to be completely uncorrelated
with unemployment rates in the other counties of the

same state.

There are strong reasons to doubt both of these identify-
ing assumptions. Regarding state-level demand shocks, it
is easy to think of one such shock that would indeed stop
at state borders: state spending. Shoag (2012) has shown
that state spending shocks are indeed large and have eco-

nomically significant effects.

Even more important, the data used by Hagedorn et al.

(2013) do not support the second assumption: that the
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unemployment rate of border counties be uncorrelated
with the other counties within their states. The authors
use the local area unemployment statistics (LAUS) from
the Bureau of Labor Statistics (BLS) to undertake their
empirical analysis. But the LAUS county-level unem-
ployment rates are not independently estimated. Rather,
they are partially model-based, and one input into the
model prediction is precisely the unemployment rate in
the rest of the state. Thus, even if actual unemployment
rates did indeed vary continuously across borders, actu-
ally measured unemployment rates from the LAUS would
indeed jump at state borders. Since Ul extensions are cor-
related with higher unemployment rates (because they
are “triggered” by high rates), this means that measured
unemployment will “jump” at precisely those state lines
that have longer Ul durations, but the causation will
run from the higher unemployment rates to extended UI,

rather than the reverse.

Macroeconomic effects of Ul lI: Keynesian
effects on aggregate demand

The more traditional macroeconomic case for how Ul
benefit extensions enacted during economic downturns
impact overall unemployment concerns their importance
as automatic stabilizers that keep houschold spending
during recessions from falling as far as it would have in
their absence. This Keynesian channel is very hard to
estimate cleanly with econometrics because of the severe
endogeneity problem already referenced: Ul extensions
only generally occur when unemployment is very high.
Hence, a positive correlation between high unemploy-
ment and Ul extensions will be persistent in the data, but
driven by causality that runs from a spike in unemploy-

ment to extended UL.

However, evidence from large-scale macroeconometric
models such as those used by the Federal Reserve Board,
the Congressional Budget Office, and Economy.com
consistently find that UI extensions are among the most

effective forms of economic stimulus.

Vroman (2010) uses the Economy.com model and finds
that pre-Great Recession estimates of the multiplier asso-
ciated with UI benefit extensions (that is, the additional
economic activity generated by each dollar of UI exten-
sions that were deficit-financed) were too conservative,
and that during and after the Great Recession, this mul-

tiplier may have exceeded two.

Card, Chetty, and Weber (2007) provide important indi-
rect evidence of stabilizing effects, using the natural
experiment with Austrian unemployed workers refer-
enced earlier. The primary argument against the impor-
tance of Ul benefit extensions (or any fiscal stimulus) as
economic stabilizers is that households make consump-
tion decisions by assessing lifetime, not transitory income.
Since a spell of unemployment has a much smaller
impact on lifetime income than it does on transitory
income, the decline in consumption associated with it
should make the current multiplier of UI benefits small.
This reasoning, of course, assumes well-functioning cap-
ital markets that allow seamless consumption-smoothing
following income shocks over a lifetime. However, Card,
Chetty, and Weber (2007) show that most consumption
decisions are made not in reference to lifetime incomes,
but instead are heavily influenced by “cash on hand” and
reflect the inability (or at least unwillingness) to use bor-

rowing to smooth consumption over income shocks.

Section Three: Examining states
that reduced Ul durations

Despite the rich empirical evidence that unemployment
benefit extensions passed during periods of labor market
slack largely boost economic activity without signifi-
cantly discouraging job-search efforts, many states began
cutting back UI benefit durations in recent years, and the
federal government failed to extend the EUC program at
the end of 2013. This section will take a closer look at the
states that cut back on UI benefit durations. Specifically,
we will examine the effectiveness of duration cutbacks on

both fiscal measures as well as labor market outcomes.
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TABLE 1

Maximum weeks of unemployment insurance benefits, by states that cut benefits duration in the
aftermath of the Great Recession

Current maximum duration

State (compared with prior maximum of 26 weeks) Effective date of cut
Arkansas 25 March 30, 2011
Florida Sliding scale, 12 to 23 January 1, 2012
Georgia Sliding scale, 14 to 20 July 1,2012
Illinois Sliding scale, 25 to 26 January 1, 2012
Michigan 20 January 1, 2012
Missouri 20 April 13,2011
North Carolina Sliding scale, 12 to 20 July 1,2013
South Carolina 20 June 14,2011

Source: Evangelist (2013)

Note: The number of weeks of benefits available to recipients in states with sliding scales is "determined by the state\'s unemployment
rate." In lllinois, the criteria for the duration cut were met in 2012 but not 2013 (meaning 26 weeks were available in 2013). In North
Carolina, labor market conditions at the time of implementation were such that the maximum fell to 19 weeks.
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Prior to the Great Recession, most states offered up to
26 weeks of benefits—the exceptions were Montana (28)
and Massachusetts (30, when federal emergency benefits
are not in effect). No state had a maximum benefit of
fewer than 26 weeks at any point between 2000 and
2011 (O’Leary and Van Erden 2012).” In the aftermath
of the recession, however, eight states reduced the maxi-
mum number of weeks of unemployment insurance ben-
efits available—these states, the current duration after
cuts, and the dates on which durations were reduced are
shown in Table 1.

Was the insolvency in these eight states
so dire it merited benefit cuts?

While a significant majority of state UTF accounts
became insolvent in the wake of the Great Recession,
only eight of these states decided to address the situation
by cutting the duration of their benefits—effectively the
only way to cut Ul costs without losing out on federal

EB and EUC benefits. (As noted earlier, reducing average

weekly benefits, i.e., cutting the dollar amount beneficia-
ries receive, would get states kicked out of the EB and
EUC systems.) An obvious question arises: Relative to
the other states whose UTF accounts became insolvent,
were these eight in more dire shape and thus in need of

deeper cuts?

At a basic level, when each of the eight states cut the
number of weeks of benefits available, it had outstanding
loans to the federal Unemployment Trust Fund. But,
alone, having an insolvent UTF account and outstanding
federal loans was hardly unique following the Great
Recession. Indeed, the number of states with outstanding
loans to the federal trust fund at any one time peaked in
April 2010, when 34 states (plus the Virgin Islands) had

loans outstanding to pay for UI benefits.

It is true that each of the eight states that cut UI benefit
duration is on a somewhat smaller list of 24 states (plus
the Virgin Islands) whose FUTA taxes increased because

they had loans outstanding long enough to trigger a
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FUTA “credit reduction.” And the credit reductions for
the eight duration-reducing states were generally larger
than in the other 16 states that saw credit reductions.
So the states that reduced their maximum benefit dura-
tion were indeed among those whose UTF accounts were
in the worst shape. However, the magnitude of their
accounting problems was not that different from that of
other state UTF accounts that became insolvent during

the Great Recession.

Figure E provides one way to view their financial shape
relative to other states. The figure uses data from the U.S.
Department of Labor, which calculates how much a state
would need to raise its Ul-dedicated state tax (its SUTA
tax) on each covered worker in order to boost its UTF
account to a comfortable level of solvency.'” The fig-
ure focuses on the fourth quarter of 2011, because that
is almost the midpoint of the eight states’ decisions to
cut benefit duration (three made cuts earlier in 2011,
four made cuts in 2012, and one made cuts in 2013).
In 2011, each of the eight duration-cutting states would
have had to raise their per-worker SUTA tax by at least
$57 per year. But in all there were 26 states (and also
Puerto Rico, shown, and the Virgin Islands, not shown)
that would have needed to raise their SUTA tax rates
by at least this amount, including Mississippi, West Vir-
ginia, and Puerto Rico, whose UTF accounts never
became insolvent. Moreover, while North Carolina, one
of the eight states that cut benefit duration, would have
needed to raise its rates by $242 to achieve an “adequate
financing rate,” six other states (as well as the Virgin
Islands, not shown) would have needed to raise their rates
even more, and yet none of them decided to cut UI ben-

efit duration.

Similarly, the value of outstanding Federal Unemploy-
ment Account loans per covered worker do not differ
significantly between states that did and did not cut max-
imum benefit duration (aside from Michigan, perhaps).
This is evident in Figure F, which depicts the outstand-

ing loans in March 2011—when the dollar value of out-

standing loans hit its apex at more than $47 billion.
Outstanding FUA loans totaled about $22 billion as of
March 2014 (U.S. Department of Labor Unemployment

Insurance Data Summary).

Though the eight states that cut Ul benefit duration
don’t appear to have state UTF accounts in significantly
worse financial shape than other states whose UTF
accounts went insolvent following the Great Recession,
they do share similarities, as shown in Table 2. For
example, they are generally low-tax, low-spending states.
They tend not to have a state-based Earned Income Tax
Credit and tended to not offer Medicaid benefits to
childless adults before the Affordable Care Act (ACA)
took effect. For states claiming to be in desperate-enough
fiscal straits to cut the duration of UI benefits despite a
deeply damaged labor market, it is striking that four of
the eight turned down the Medicaid expansion offered
under the ACA. The composition (as opposed to overall
collections) of their tax systems ran the gamut: Four of
the eight (Arkansas, Florida, Georgia, and Illinois) were
among the most regressive in the country while the other

four ranged from moderate to relatively progressive.
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FIGURE E

Change in annual Ul-dedicated state taxes per covered worker
needed to achieve a comfortable level of solvency* for state
UTF account, 4th quarter 2011
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*The U.S. Department of Labor has a formula for determining what it calls an "adequate financing rate" for state UTF accounts. This
figure shows how much a state would have to change its Ul tax to achieve this rate.

Note: Green bars denote states whose trust fund accounts never went insolvent following the recession that began in December
2007. Red bars denote states whose trust funds went insolvent and that cut benefits duration. The black bar is the U.S. median. The
figure excludes the Virgin Islands.

Source: Authors\ analysis of U.S. Department of Labor Unemployment Insurance Data Summary, 4th Quarter 2011 and 2nd Quarter
2012, and Significant Measures of State Unemployment Insurance Tax Systems, 2011
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FIGURE F

Outstanding Federal Unemployment Account loan value per
covered worker, by state, March 2011
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Note: Absence of bars denote states whose trust fund accounts never went insolvent following the recession that began in Decem-
ber 2007. Red bars denote states whose accounts went insolvent and that cut benefits duration. The black bar is all states\" loans
divided by all covered workers in the U.S.

Source: Authors\’ analysis of Department of Labor Unemployment Insurance Data Summary, 3rd quarter 2011 and data provided by
Department of Labor staff
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TABLE 2

Characteristics of states that cut Ul benefit duration in the aftermath of the Great Recession

State and local

Party in expenditures Rank of tax

Medicaid Childless adults eligible for Party of control of State and local tax revenue per per capita, state system
State expansion?” Medicaid |ore-ACA?2'2 governor™ Iegislaturez'3 State EITC?** capita, 2011 rank*® 2011 rank progressivity
Arkansas Yes, with waiver Yes D D No $3,387 /39 $7,074 /42 40
Florida No No R R No $3,424 /38 $7,240 /39 50
Georgia No No R R No $3,172/35 $6,524 /51 39
Illinois Yes No D D Yes $4,627 /15 $8,105/26 48
Michigan Yes, with waiver No R R Yes $3,655/30 $7,463 /36 20
Missouri Yes, with waiver No D R No $3,268/43 $6,901/45 19
North Carolina No No R R No $3,491/35 $6,970/ 44 12
South Carolina No No R R No $2,937/50 $7,604 /33 8

{{2.1.}} Medicaid benéefits are listed as of July 2010. Some benefits were available in 18 states, plus Washington, D.C.

{{2.2.}} Arkansas\" Medicaid eligibility for childless adults was limited: “Arkansas currently does not offer Medicaid coverage to childless adults. (Exception: The state has a federal waiver
to cover childless adults through the ARHealthNetworks program. ARHealthNetworks is a limited health plan designed for small businesses. It is partially funded by Medicaid and SCHIP

[ARKids] funds)” (National Conference of State Legislatures 2010)

{{2.3.}} Parties of governor and control of legislature are as of when Ul duration was cut in each state.

{{2.4.}} Earned Income Tax Credit (EITC) benefits are listed as of January 2014. Some form of EITC was available in 25 states plus Washington, D.C.

{{2.5.}} All rankings include 50 states and Washington, D.C.

Source: Authors\’ analysis of Center on Budget and Policy Priorities (2014), Kliff (2014), National Conference of State Legislatures (n.d., 2010), Tax Policy Center (2013a, 2013b), and data
provided by the Institute on Taxation and Economic Policy
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In summary, while the eight states that decided to cut
UI benefit duration all were indebted to the federal gov-
ernment, subjected to higher FUTA taxes, and would
have needed to dramatically raise state UI taxes in order
to achieve solvency, they were not necessarily worse off
than several other states that chose different paths, either
increasing revenues by raising the SUTA tax rate or
enlarging the tax base, or simply allowing debt to increase
and waiting for labor market improvements to shrink the
UTF account debt burden naturally. What they do share
in common is a general lack of support for safety-net pro-
grams. This—combined with our finding in the next sec-
tion that duration cuts saved very little money—suggests
the duration cuts were more likely a political decision

than a fiscal decision.

Given that the cutbacks in duration seem driven as much
by politics as by fiscal pressures, this suggests another
examination of the characteristics of states that reduced
duration. Gais, Dadayan, and Bae (2009) have identified
a strong correlation between a state’s spending on safety-
net programs and the share of its population that is
African American, even after controlling for a range of
other influences (including state per capita income, the
business cycle, age-structure of the population, and rel-
evant political structures). This pattern of high African
American population shares in states characterized by less
support for safety-net spending can also be seen in the
decision of states to accept the Medicaid expansion made
available under the Affordable Care Act (ACA): While
the share of the U.S. population that is African Ameri-
cans is 12.6 percent, African Americans are 8.4 percent
of the population in states that accepted the Medicaid
expansion but 13.6 percent of the population in states

. 11
that rejected the expansion.

As we document in Table 3, in states that reduced UI
duration, African Americans are a higher share of the
state labor force than of the labor force of all other states
collectively and are overrepresented among the long-term

unemployed. The table shows, for each state, the shares

of the labor force and long-term unemployed that are
white, African American, and Latino, and the gap
between these measures. This last measure (the gap
between each racial/ethnic group’s share of the labor
force and their share in the long-term unemployed,
shown in the last three columns) shows the degree to
which long-term unemployment in a given state is dis-
proportionately a nonmajority problem. In seven of the
eight states (all except Missouri), long-term unemploy-
ment does indeed seem to more disproportionately afflict
African-Americans than it does in states that did not cut
their duration of jobless benefits (as shown in the bottom
row of data). Conversely, long-term unemployment is
actually less disproportionately borne by Latinos in each
of the eight states that reduced UI durations relative to

the rest of the country.

All in all, we think the evidence on UI duration cutbacks
strongly argues that longer-run determinants of states’
generosity in safety-net programs is a much better pre-
dictor of cutbacks than any extraordinary fiscal stress
imposed on these states by the Ul system following the

Great Recession.

Did cutting duration work in fiscal terms?

Regardless of a state’s rationale for cutting the maximum
number of weeks available for recipients of unemploy-
ment benefits, it is essential to determine the effectiveness
of the policy. Like any public policy decision, cutting
UI duration has costs and benefits. In this case, costs
are borne by Ul recipients who would otherwise receive
additional weeks of unemployment support, and benefits
are afforded to taxpayers (employers, but also employees
who ultimately pay the tax in the form of reduced pay-
checks) who would see their FUTA and SUTA tax liabil-

. o 12
ity decline in response to the money saved.

To perform such analysis, it is essential to determine the
amount of money saved by cutting benefit duration to
see if it is worth the cost borne by those cut off from

benefits earlier. Upon request, Department of Labor staff
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TABLE 3

Labor force share and long-term unemployed by race and ethnicity in states that cut duration of
unemployment benefits following the Great Recession, 2013
Difference (percent of
Share of labor force Share of long-term Ior)g-term unemployed
unemployed minus percent of labor
force)
African African African
White American Latino White American Latino White American Latino
Arkansas 74.90% 14.00% 6.80% 48.70% 42.80% 4.10% -26.23 28.77 -2.66
Florida 58.40% 14.60% 22.80% 45.50% 27.70% 23.80% -12.92 13.1 1.04
Georgia 56.10% 30.90% 7.20% 35.00% 58.30% 2.60% -21.15 2745 -4.62
Illinois 67.20% 12.40% 14.40% 51.40% 28.70% 15.80% -15.82 16.31 1.4
Michigan 79.40% 12.20% 3.90% 62.90% 29.00% 5.30% -16.49 16.76 1.35
Missouri 83.20% 10.00% 2.70% 73.30% 18.30% 3.10% 99 8.32 0.4
North
. 64.00% 20.90% 8.90% 52.20% 35.20% 8.60% -11.77 14.32 -0.3
Carolina
South
. 67.10% 25.90% 4.00% 51.10% 41.90% 1.80% -16.04 15.96 -2.19
Carolina
Population
weighted
u.s.
average 64.70%  9.50%  17.30%  5120%  19.00%  20.50%  -13.52 9.52 3.19
(excluding
states that
reduced Ul
duration)
Source: Authors\' analysis of Current Population Survey basic monthly microdata
ECONOMIC POLICY INSTITUTE

provided EPI with quarterly data indicating how many
UI recipients exhausted their benefits during that quar-
ter, and at what week the exhaustion occurred. (As men-
tioned previously, the vast majority of states employ a
sliding scale based on a recipient’s work history to deter-
mine how many weeks he or she is eligible to receive ben-
efits). We present this data in Table 4. The table leaves
out Illinois, whose reduction of benefits from 26 weeks
to 25 weeks for 2012 (but not 2013) did not appear
in U.S. Department of Labor data; and North Carolina,
whose law went into effect July 1, 2013—too recently
for the full fiscal effect to have shown up in the available

data.

Based on this data, it is possible to extrapolate how many
people were affected by the shortened duration. For
example, South Carolina reduced the number of weeks
of UI benefits available to 20 from 26, effective June 14,
2011. Because the law affected only those who started
receiving Ul benefits after this date, there was not a drop-
off of recipients exhausting their benefits after 26 weeks
(as opposed to after fewer weeks) until the fourth quarter
of 2011. During the third quarter of 2011, 7,030 South
Carolinians exhausted their benefits after 26 weeks; in
the fourth quarter, the number was 5,706. By the third

quarter of 2012, zero recipients exhausted benefits after
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TABLE 4

Estimate of fiscal savings of states from unemployment insurance duration cutbacks

Covered
workersat  Estimated
Savings as beginning savings
Quarters percentage of period per Average
of Total saved Total taxable of state’s of covered weekly
duration by cutting wages over taxable shortened worker Ul
State cut® duration period wages duration per week  benefit**
Arkansas 8 $7,279,000 $23,184,313,000 0.031% 1,121,000 $0.06 $289.17
Florida 6 $97,779,000 $70,529,079,000 0.139% 7,096,000 $0.18 $231.82
Georgia 5 $63,754,000 $37,046,517,000 0.172% 3,790,000 $0.26 $240.16
Michigan 7 $243,658,000 $47,300,496,000 0.515% 3,901,000 $0.69 $291.79
Missouri 9 $161,038,000 $55,757,513,000 0.289% 2,562,000 $0.54 $240.18
South
. 9 $86,804,000 $37,731,024,000 0.049% 1,761,000 $0.42 $244.58
Carolina
Average weighted by duration and number of covered workers $0.37 $251.61

Summary

*This column shows the number of calendar-year quarters that duration cut was in effect (through 2013).
**Average weekly benefit over the quarters of duration cut (throughout 2013).

Note: This analysis leaves out Illinois, whose reduction of benefits from 26 weeks to 25 in 2012 did not appear in U.S. Department of
Labor data, and also North Carolina, whose law went into effect on July 1, 2013, too recent to be reflected in the data.

Source: Authors\" analysis of data provided by Department of Labor staff and U.S. Department of Labor Unemployment Insurance Data

ECONOMIC POLICY INSTITUTE

26 weeks; the longest duration for all who exhausted

their benefits was 20 weeks.

By taking the quarterly average (since 2009) of the share
of exhaustions that took place in a given week, we con-
struct a proxy for how many people would have received
benefits in weeks 20-26 if the policy had not changed.
By multiplying by the average weekly benefit amount,
we then estimate how much a state saved by cutting the

duration of benefits.

As we show in Table 4, states that cut the duration of
their unemployment insurance benefits saved very little
money by doing so, relative to the amount of taxable
wages in each state (that is, wages within the state’s tax-
able base for SUTA taxes), or to how much an average

covered employee’s associated SUTA tax bill would have

increased in the absence of the cuts, holding these states’
UTF account balances equal. One way to frame the com-
parison is to weigh the foregone $252 per week (the
weighted average weekly benefit across the six states ana-
lyzed above) for the long-term unemployed (people gen-
erally in economically fragile circumstances) against the
roughly 37 cents per employee per week in SUTA taxes
avoided due to the duration cut (the savings per covered
worker in the six states ranged from $0.06 to $0.69 per

week).

This kind of calculus is what lies beneath the judgment
made by O’Leary and Van Erden (2012) in their survey
of various policy proposals’ potential impact on Ul recip-
ients: “Reducing the potential maximum duration of
benefits to something less than 26 weeks ... is a dracon-

ian curtailment of benefit adequacy.”
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Finally, the duration cuts had an additional impact at the
level of federal benefits. As the Congressional Research
Service put it, “Since state UC benefit duration is an
underlying factor in the calculation of duration for addi-
tional federal unemployment benefits, reducing UC
maximum duration also reduces the number of weeks
available to unemployed workers in the federal extended
unemployment programs,” including the Emergency
Unemployment Compensation and Extended Benefits
programs, when they were in effect (Isaacs 2013). In this
manner, by cutting benefit duration, states were turning

down matched federal money for their citizens.

Impact of duration changes on state
labor markets

While the cuts to the duration of unemployment benefits
had little positive impact on states’ fiscal conditions, did
they have a positive effect in boosting employment? To
assess this, we simply compare changes in the
employment-to-population ratio (EPOP) of prime-age
workers (those between the ages of 25 and 54) before and
after the policy changes went into effect in each state.
Because the prime-age EPOP excludes people who are
younger than 25 or older than 54, this measure is less
likely to be affected by people who voluntarily choose not
to work because they are enrolled in school or retired. It
is important to stress that examining trends in employ-
ment, not unemployment, is much more relevant in
examining the evidence for any beneficial impact of dura-
tion cutbacks on the labor market. Declines in unem-
ployment can occur simply because people stop actively
searching for work and become classified as not in the
labor force. This would not constitute a policy vic-
tory—only an increase in employment growth can be
taken as evidence that duration cuts have affirmatively

helped a given state’s labor market.

A summary of the evidence is that there is very little sign
that these duration cuts improved states’ labor markets.
This is not surprising. For one, the academic research

reviewed above argued that such cutbacks should not be

expected to improve labor market conditions. Further, all
of the duration cuts—except for the North Carolina cuts
in the middle of 2013—were quite modest. Finally, even
the benefit cuts that led to cutbacks in federal EUC pay-
ments to North Carolina lasted only six months before
the entire federal EUC program expired. This probably
is too short a “treatment” period for reliable labor market

effects to be assessed.

Evidence from state labor markets

All of the cuts to state Ul duration went into effect after
the national labor market was already showing signs of
improvement, which makes it difficult to distinguish the
effect of changes in UI duration from ongoing macro-
economic trends. Figures G through N confirm the rel-
atively undramatic behavior of prime-age EPOPs before
and after the duration cuts in each state. As these graphs
show, the timing of reduced UI benefits was not corre-
lated with any substantial improvement in the employ-
ment trend in these states over and above any improve-

ment seen nationwide.
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FIGURE G

Arkansas prime-age employment-to-population ratio (EPOP),
relative to U.S. prime-age EPOP, 2007-2014
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Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata
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FIGURE H

Florida prime-age employment-to-population ratio (EPOP),
relative to prime-age U.S. EPOP, 2007-2014
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Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata
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FIGURE |

Georgia prime-age employment-to-population ratio (EPOP),
relative to U.S. prime-age EPOP, 2007-2014
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Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata

ECONOMIC POLICY INSTITUTE

FIGURE J

lllinois prime-age employment-to-population ratio (EPOP)
relative to U.S. prime-age EPOP, 2007-2014
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Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata
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FIGUREK

Michigan prime-age employment-to-population ratio (EPOP),
relative to prime-age U.S. EPOP, 2007-2014
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Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata
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FIGURE L

Missouri prime-age employment-to-population ratio (EPOP),
relative to prime-age U.S. EPOP, 2007-2014
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Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata
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FIGURE M

North Carolina prime-age employment-to-population ratio
(EPOP), relative to prime-age U.S. EPOP, 2007-2014

85%
== U.S.
80 == North Carolina
75
70
65

2007 2008 2009 2010 2011 2012 2013 2014

Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata
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FIGUREN

South Carolina prime-age employment-to-population ratio
(EPOP), relative to prime-age U.S. EPOP, 2007-2014
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Note: Shaded area denotes recession. Prime-age workers are those age 25-54.

Source: Authors\" analysis of Current Population Survey basic monthly microdata
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FIGURE O

Prime-age employment-to-population ratios of North Carolina
and surrounding states, 2012-2013
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Source: Authors\" analysis of Current Population Survey basic monthly microdata

One plausible explanation for the absence of any large
effects is that most states that reduced regular state Ul
duration were still eligible for federal Emergency Unem-
ployment Compensation. That means unemployed
workers could continue to receive Ul benefits even after
exhausting their regular state benefits. The one exception
to this was the state of North Carolina, which forfeited
its eligibility for EUC in July 2013 by reducing the
amount of weekly benefits (without receiving a waiver
from the federal government) in addition to reducing

duration from 26 weeks to 19 weeks.

Did the large North Carolina cuts make a
difference?

In order to determine whether the more drastic cuts
in North Carolina had a significant impact on employ-
ment relative to other states, we compare North Carolina
with five other nearby southern states. South Carolina,
Florida, and Georgia each reduced regular state UI dura-
tion below 26 weeks prior to the change in North Car-

olina. Virginia and Tennessee both retained the 26-week

ECONOMIC POLICY INSTITUTE

maximum. Since Congress failed to extend federal EUC
for all states at the end of 2013, the six-month period
between July 2013 and December 2013 is most relevant
for observing any impact of North Carolina’s especially

sharp cuts.

Figure O presents monthly prime-age EPOP ratios for
North Carolina and these other southern states from the
start of 2012 through the end of 2013. As was shown in
the previous graph tracking the North Carolina EPOP,
the duration cut essentially happened affer the state’s
EPOP had already begun rising rapidly after March
2013. It rose for two more months before beginning a

decline (gradual at first, and then more pronounced).

North Carolina’s EPOP began rising rapidly in the
months prior to the duration cutback, began falling
steadily just two months after the duration cutback, and
differed very little in behavior after the cutback from

EPOPs in surrounding states. This outcome provides lit-
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FIGURE P

Prime-age employment-to-population ratios of Michigan and
surrounding states, 2011-2012
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Source: Authors\" analysis of Current Population Survey basic monthly microdata

tle reason to believe that North Carolina’s cuts funda-

mentally improved the labor market in the state.

Looking at Midwestern states

Though the majority of states that reduced Ul benefit
duration were in the South, this policy change was also
implemented in three Midwestern states—Michigan,
Illinois, and Missouri. Illinois reduced duration by only
one week, to 25 weeks from 26 weeks, and only during
2012, whereas Michigan and Missouri each reduced
duration to 20 weeks. Of these three states, Michigan
had the lowest rate of employment at the time the cut
was made in January 2012, making it an ideal test case
for the effectiveness of this policy shift. The impact of

reduced Ul duration in Midwestern labor markets is also

ECONOMIC POLICY INSTITUTE

an interesting contrast to Southern states because of dif-
ferences in payroll employment trends. At the time of
these policy changes, payroll employment growth was
accelerating in most Southern states while it was gener-

ally slowing in Midwestern states.

Figure P presents monthly prime-age EPOPs for Michi-
gan and the surrounding states of Wisconsin, Ohio, and
Indiana from the start of 2011 through the end of 2012.
Much like the comparison of North Carolina with sur-
rounding states, this chart shows that the duration cut
happened several months after Michigan’s EPOP had
been steadily rising. And again, there is little evidence
that the rate of improvement in the labor market was any

better after the change than before.
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Conclusion

The effect of unemployment insurance and UI benefit
extensions during periods of labor market slack in the
U.S. economy is a very well-researched empirical topic.
The preponderance of evidence from the research liter-
ature is that policymakers should expect little benefit—
and possibly significant harm—from reducing the dura-
tion of Ul benefits during periods of labor market weak-
ness. Despite this well-grounded finding, eight states cut
the maximum duration of unemployment benefits osten-
sibly to move their Unemployment Trust Fund accounts
closer to solvency. However, these states’ Unemployment
Trust Fund accounts were not in a measurably worse
fiscal position than other state UTF accounts that also
became insolvent following the Great Recession. More-
over, our analysis shows that cutting the duration of
benefits saved these states relatively small amounts of
money—money that could have been made up by tax

increases on the order of a fraction of a percent.

While cutting benefit duration did little to improve state
UTF accounts, the other method to try to achieve sol-
vency—raising SUTA taxes—is likewise inadvisable dur-
ing a recession, as these taxes are, for the most part,
passed on to employees in the form of leaner paychecks,
leading to a decrease in consumer demand at a time when

demand is most needed.

Instead, states must update their UTF account financing
systems so that they more reliably lead to robust trust
fund accounts during economic expansions. They can do
this by following best practices, such as increasing the
taxable wage base (thus making the SUTA tax more pro-
gressive), raising the tax rate for new businesses (before
“experience rating”'? kicks in), and providing a wider
range of possible tax rates. And while similar recom-
mendations have been made—including by a bipartisan
blue ribbon commission in 1994"*—the Great Recession
showed the urgency of the problem at hand. Only by
building trust fund reserves during good times will states

prevent mass UTF account insolvencies during bad

times. Cutting benefits when they are needed most will

not bring trust fund accounts back to solvency.

Cutting the duration of benefits also did little to boost
employment in these states. For states that reduced dura-
tion, there was little or no shift in the overall trend in
employment of the prime-age working population (age
25 to 54). Relative to surrounding states that made no
change in duration or enacted much smaller changes,
there were some improvements in employment, but it is
not clear that these changes were the direct result of the
policy change rather than other macroeconomic condi-
tions. What is clear, however, is that the burden of ben-
efit cuts in these states is not equally shared: In each of
the states that cut the duration of benefits, African Amer-
icans were overrepresented among the long-term unem-
ployed, accounting for a higher share of such workers

than their share of the state labor force.
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Endnotes

1. The state UI programs and their variations are myriad and
labyrinthine; this section serves only to provide as much
information as necessary to delve into the question of why
certain states cut their UI benefits, and whether those cuts
made budgetary sense. For a more detailed account of how
the federal-state Ul program works, access the many
reference materials available from the Department of Labor,
Center on Budget and Policy Priorities, and Congressional

Research Service.

2. The maximum duration depended upon the unemployment
rate in the state in which a recipient resided. See U.S.
Department of Labor (2013).

3. Since Congress allowed EUCO08 to expire in December
2013, congressional Democrats and EPI (see Mishel and

Shierholz 2013) have been advocating for its extension.

4. “Some states borrow from sources outside the UTF and
thus are not subject to the loan restrictions described below
but rather are subject to the terms within that outside loan
agreement” (Whittaker 2012). Whittaker (2012) also noted
that ARRA waived the interest requirement through 2010.

5. The difference is even starker when looking not at AHCM
ratios, but rather the trust fund balance as a percentage of
total wages with a state. Under this metric, all 15 states
(plus Washington, D.C., and Puerto Rico) whose UTF
accounts never went bust in the recession ranked in the top
22 in 2007; all eight states that cut U benefit duration
ranked in the bottom half; including five of the bottom 13.

6. Typically, states exclude certain classes of workers from
both paying into the Ul system and receiving benefits.
These classes tend to include most students, some

salespeople, elected officials, corporate officers, and others.

7. There are several other UTF account funding mechanisms
common among states that had accounts that never became
insolvent in the aftermath of the recession, including an
expanded wage base relative to FUTA, higher taxes on new
employers than in other states, and a broader tax range

based on employers’ use of the UI system.

8. Examples of funding mechanisms that adjust automatically
with UTF account solvency can be found in tables 2-10 and
2-11 in U.S. Department of Labor (2014).

9. However, while some states offer the same number of weeks
(still typically 26) of benefits to all Ul recipients, most states
operate with a sliding scale in which many recipients qualify
for fewer than the maximum of number due to “uneven

earnings or a brief work history” (Chen and Stone 2013).

10. The Department of Labor calculates this “adequate
financing rate” “by taking the average benefit cost rate plus
a solvency amount. The average benefit cost rate is equal to
the average of the previous ten calendar year ratios of total
benefits paid to total taxable wages. The solvency amount is
equal to the difference between the state’s current Trust

Fund Balance, including outstanding advances as of Jan. 1,
and the Trust Fund Balance needed to have an AHCM of
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1.0, divided by five, divided by taxable wages. (For states
above a 1.5 AHCM a negative solvency amount (subtracted
from benefit costs) is included equal to the amount that the
trust fund exceeds the thrust fund balance needed to have a
1.0 AHCM, divided by 5, divided by taxable wages)” (U.S.
Department of Labor 2012).

11. African American state population shares come from the
U.S. Census Bureau (Rastogi et al. 2011) and the status of
Medicaid expansion by state come from the Kaiser Family
Foundation (2014). Indiana, Pennsylvania, and Utah are
excluded from these averages because Kaiser lists the

coverage expansion as under “open debate” in those states.

12. Researchers generally agree that a significant portion of the
cost of the payroll tax is passed on to employees in the form

of lowered wages.

13. As the Congressional Research Service puts it, all states set
their SUTA tax rate “based on the amount of UC paid to
former employees. Generally, the more UC benefits paid to
its former employees, the higher the tax rate of the
employer, up to a maximum established by state law. The
experience rating is intended to ensure an equitable
distribution of UC program taxes among employers in
relationship to their use of the UC program, and to
encourage a stable workforce.” See Whittaker and Isaacs

(2014).

14. See: Advisory Council on Unemployment Compensation

(1996).
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