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SENATE PROPOSAL TO ADD UNEMPLOYMENT INSURANCE
BENEFITS IMPROVES EFFECTIVENESS OF STIMULUS BILL

by Chad Stone, Sharon Parrott, and Martha Coven

The economic stimulus package approved by the

Senate Finance Committee contains an important AEVIFINBINER

improvement to the package the House passed « The stimulus package passed by the

January 29 — the addition of temporary extended Senate Finance Committee would
unemployment insurance (Ul) benefits. The Finance provide additional weeks of

bill would make 13 weeks of additional Ul benefits unemployment benefits to jobless
available to all jobless Americans who have exhausted el D S0 IETS L SlTELI e e
their regular state Ul benefits and are continuing to new jobs in this weakening economy.
search for work. Jobless individuals in very high « A broad range of economists agrees that
unemployment states who exhaust their regular providing unemployed workers with
benefits would be eligible for a further 13 weeks (for a extended Ul benefits is one of the most
total of 26 additional weeks). effective of all available tax and

spending options for stimulating the
economy, since these workers, struggling

These extended Ul benefits strengthen the stimulus to make ends meet after losing their
package, for two reasons. First, these benefits are very paychecks, are likely to spend these
highly rated as economic stimulus, because the dollars benefits quickly.

can get out the door fast and will be spent quickly,

providing a needed immediate boost to consumer © DEEMEIEE UL [BEmEilis 2150 mestiie

important stimulus criteria of being

demand. Second, the§e b_enefits vyould aid a group of timely and temporary. They can be paid
people who are experiencing particular hardship out almost immediately to workers who
because they have lost their jobs in an economy where have run out of regular Ul benefits —
many workers are not quickly finding new ones. unlike tax rebates, which cannot begin to

Recent Labor Department data attest to this: the belpaiciuniiliate hay.

percentage of unemployed workers who have been « Long-term unemployment rates are

out of work for at least half a year and are still looking significantly higher today than just prior

for a job is at an unusually high level for a period on to the recession in 2001. More than one

the eve of a recession. So is the long-term in every six unemployed workers who is
unemployment rate. These figures are much higher searching for a job has already been out
han they were at the start of the last recession in of work for at least 26 weeks. This

t y suggests that many workers are having a
2001. particularly difficult time finding new

jobs and that extended unemployment
benefits will provide important relief to
them.




Extended Ul Benefits Have Always Been Part of Stimulus Plans

The unemployment insurance program is a joint federal-state program that provides partial,
temporary income replacement to workers who have a demonstrated attachment to the labor force
and who lose their jobs due to a layoff or other economic reasons (or must otherwise leave their
jobs through no fault of their own).

Unemployed individuals who qualify for Ul benefits typically are eligible for 26 weeks of regular
state benefits. The Ul system also includes an “extended benefits” (EB) program that was originally
intended to provide additional weeks of benefits during downturns to workers in high-
unemployment states who are unable to find a new job before their benefits run out. The trigger for
the extended benefits works poorly, however, and in every major recession in recent decades, the
federal government has created a separate, temporary program to provide additional weeks of
unemployment benefits to workers who have exhausted their regular Ul benefits and continue
looking for work.*

In the past, these federal extended benefits frequently have not been enacted in a timely manner,
but they have always been an important component (and sometimes the only component) of any
federal fiscal stimulus package. For example, when stimulus first began to be debated following the
September 11 terrorist attacks, the unemployment rate for September 2001 was 5.0 percent, but
Congress and the Administration took until March 2002 to work out agreement and pass the
stimulus package (by which time the unemployment rate had risen to 5.7 percent and was still
climbing.)

The Finance bill would provide all unemployed workers who exhaust their regular benefits
through December 31, 2008 and continue to look for work with 13 weeks of extended benefits. An
additional 13 weeks (for a total of 26 additional weeks) would be provided in states with particularly
high unemployment rates.> These additional weeks of benefits would be provided to workers who
qualify for them by December 31, 2008.

Extended Ul Benefits Are Very Effective Stimulus

Temporary expansions in unemployment insurance benefits during a recession are particularly
effective stimulus because they are both well-targeted and temporary. They go to workers who are
involuntarily unemployed and whose incomes have fallen below their normal level of spending, a
group that tends to be concentrated in the areas and industries most affected by the slowdown. As
Nobel laureate Joseph Stiglitz wrote in late 2001 with reference to proposals to temporarily expand
Ul benefits at that time, “give money to people who have lost their jobs in this recession, and it
would be quickly spent.”

Similarly, Peter Orszag — now the CBO director and then an economist at the Brookings
Institution — observed in November 2001:

1 Extended unemployment insurance benefits were not enacted in the short 1980 recession.

2 The benefits in high employment states could be triggered in several ways. Currently, only one state, Michigan, would
qualify.
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Temporary expansions in unemployment insurance help to break the downward economic
spiral created by job layoffs by providing benefits to families of unemployed workers.
Because the spending needs of these families typically exceed their income following the loss
of a job, the families are likely to spend a high percentage of any additional income they
receive during their periods of unemployment....

Unemployment insurance thereby promotes additional spending by households with
unemployed workers, boosting demand for products and protecting the jobs of workers in
the firms that produce those goods and services. Temporary expansions in unemployment
insurance consequently are a “win-win” proposition: They are quite effective at helping
more people to keep their jobs during an economic downturn, while also helping those who
are unfortunate enough to lose their jobs.

In a recent House Budget Committee hearing, Orszag reiterated the value of additional Ul
benefits as stimulus, commenting that “research has shown that the unemployment insurance
system is among the most effective dollar-for-dollar economic stabilizers that we have in terms of
counterbalancing periods of economic weakness.” In CBO'’s analysis of options for responding to
short-term economic weakness, extending or expanding unemployment insurance benefits received
the highest scores on cost-effectiveness (“large”), timeliness (“short” lag from enactment to
stimulus) and certainty of effect (“small” uncertainty about policy’s effects).> No other tax cut or
spending option, except for a temporary increase in food stamp benefits, received CBQO’s top rating
as effective stimulus in even two of these categories, let alone all three.

The speed with which additional Ul benefits would reach consumers and benefit the economy is
particularly notable. Extended benefits enacted in 2002 in response to the last recession began
flowing to long-term jobless workers within a month of enactment. Including a Ul extension in the
current stimulus plan would enable federal resources to start reaching consumers months earlier
than if the plan remained limited to tax rebates. No matter how quickly a stimulus package is
enacted, the first rebates cannot reach households until late May, and many tax filers will not receive
their rebates until July or even early August.

Opponents of extending Ul benefits sometimes argue that the prospect of losing their Ul
benefits is an important incentive for unemployed individuals to look for work. But the economic
research that is sometimes used to support this view is not applicable during a recession. As former
Federal Reserve Chairman Alan Greenspan testified at a 2002 Joint Economic Committee hearing,

...[W]hen you get into a period where jobs are falling, then the arguments that people make
about creating incentives not to work are no longer valid and hence, I have always argued
that in periods like this, the economic restraints on the unemployment insurance system
almost surely ought to be eased to recognize the fact that people are unemployed because
they couldn’t get a job not because they don’t feel like working.

Mark Zandi, chief economist at Moody's Economy.com has quantified the "bang-for-the-buck"
of the various components that are under discussion in the current stimulus package. He estimates
that extending Ul benefits would generate $1.64 in additional economic activity per dollar of cost.

3 Congressional Budget Office, “Options for Responding to Short-Term Economic Weakness,” January 2008, p.22.



That is the second highest bang-for- Percentage of Unemployed Who Are Long-Term
the-buck of all stimulus options, just | unemployed Much Higher Than at Start of Last Recession
behind a temporary increase in food
stamp benefits at $1.73.* 220 1as
The Long-Term Unemployment 1709
Rate Is Unusually High 111
= 12.0 :

In January 2008, the overall 8
unemployment rate was 4.9 percent, 701
and the percentage of all
unemployed workers who had been 20 1
unemployed for 27 weeks or more March 2001 January 2008
was 18.3 percent. At the start of the 3.0
last recession in March 2001, by Source: Bureau of Labor Statistics
contrast, the unemployment rate was

4.3 percent and the percentage of
the unemployed who had been out of work for at least 27 weeks was 11.1 percent. Thus, both the
percentage of the unemployed who have been out of work for more than half a year and the
percentage of the total workforce that consists of long-term unemployed workers (i.e., people who
have been out of work for at least 27 weeks and continue to search for a job) are nearly twice as high
now as they were going into the last recession. (See the chart.)

This high rate of long-term unemployment at a time when the economy is weakening is a signal
of trouble ahead for people who will be exhausting their Ul benefits. One way to measure the
extent to which the regular Ul program is providing adequate help for unemployed workers in an
economy that is weakening is to examine the percentage of all Ul beneficiaries who are “exhausting”
their benefits each month — that is, the share of Ul beneficiaries in a given month who receive their
final benefit without having found a new job. At the start of the last recession in March 2001, this
percentage stood at 31.7 percent of Ul beneficiaries. In December 2007 it already was at 35.6
percent, and this figure is likely to climb higher in the months ahead. (The National Employment
Law Project (NELP) has produced state-by-state estimates of the number of workers who will
exhaust their regular Ul benefits in the coming months; see the table on the next page.)

Conclusion

Extended unemployment insurance benefits have been a part of the federal response in all major
recessions of recent decades, but are not included in the package negotiated by House leaders and
the White House. Adding such benefits, as proposed by the Senate Finance Committee, would
strengthen the effectiveness of the stimulus package while aiding many of the people hit hardest by
the weakening of the economy.

* Mark Zandi, “Washington Throws the Economy a Rope,”January 22, 2008.
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Estimated Number of Workers Who Will
Exhaust Regular Ul Benefits
(January to June 2008)

Alabama 12,510
Alaska 6,913
Arizona 18,846
Arkansas 16,505
California 218,496
Colorado 12,996
Connecticut 17,250
Delaware 3,776
District of Columbia 4,769
Florida 86,092
Georgia 39,826
Hawaii 2,654
Idaho 5,151
Illinois 57,093
Indiana 33,598
lowa 8,736
Kansas 7,754
Kentucky 11,458
Louisiana 11,140
Maine 4,019
Maryland 15,848
Massachusetts 34,275
Michigan 72,136
Minnesota 19,237
Mississippi 7,819
Missouri 17,727
Montana 2,996
Nebraska 6,009
Nevada 15,645
New Hampshire 1,848
New Jersey 66,415
New Mexico 6,142
New York 84,866
North Carolina 48,245
North Dakota 1,562
Ohio 35,320
Oklahoma 7,515
Oregon 20,695
Pennsylvania 58,976
Rhode Island 7,038
South Carolina 21,960
South Dakota 304
Tennessee 22,037
Texas 49,104
Utah 4,029
Vermont 1,763
Virginia 17,076
Washington 18,253
West Virginia 4,179
Wisconsin 32,401
Wyoming 1,147
Total 1,282,149

Source: National Employment Law Project.



