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KEY THINGS TO KNOW
ABOUT UNEMPLOYMENT INSURANCE
by Hannah Shaw and Chad Stone
In the heat of the battle over how to address the imminent expiration of federal emergency
unemployment insurance (UI) benefits (and the payroll tax cut), policymakers should not lose sight
of what UI is and how it has functioned over the years. UI not only cushions the financial blow for
workers who lose their jobs through no fault of their own but also helps sustain consumer demand
during economic downturns by providing a continuing stream of dollars for families to spend.
What is unemployment insurance?
The federal-state unemployment insurance system helps people who have lost their jobs and are
eligible for benefits by temporarily replacing part of their lost wages.1 Created in 1935, UI is a form
of social insurance in which employers pay taxes (which economists believe are financed by
reductions in their employees’ compensation) into the UI system and states use those funds to
provide income support to workers and their families if they lose their jobs.
To qualify for UI benefits, a person must have lost a job through no fault of his or her own and
be ready, willing, and able to take a “suitable” new job. Unemployment insurance does not cover
people who leave a job voluntarily, people looking for their first job, or re-entrants who previously
left the labor force voluntarily. For the past 25 years, fewer than half of unemployed workers have
actually received unemployment insurance, except during recessions.2
The average unemployment benefit is about $300 per week. However, individual benefit levels
vary greatly depending on the state and the worker’s previous earnings. State laws typically aim to
replace about half of a worker’s previous earnings up to a maximum benefit level. Because the

For a more thorough discussion of the unemployment insurance system, please see Hannah Shaw and Chad Stone,
“Introduction to Unemployment Insurance,” Center on Budget and Policy Priorities, April 16, 2010,
http://www.cbpp.org/files/12-19-02ui.pdf.
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The share was less than 40 percent prior to the start of the current recession, but it is now much higher. The rate goes
up in recessions because job losers account for a larger fraction of the unemployed and because people unemployed for
27 weeks or longer may continue to receive benefits through temporary, federally funded programs.
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benefit is capped, UI benefits replace a smaller share of previous earnings for higher-wage workers
than lower-wage workers.3
The total number of weeks of benefits available in any particular state depends on the
unemployment rate and unemployment insurance laws in the state where the person worked.4
Workers are eligible for up to 26 weeks of benefits from the regular, state-funded UI program in
most states.5
In the current downturn, workers in any state who exhaust their regular UI benefits before they
can find a job can receive up to 34 additional weeks of benefits through the temporary federal
Emergency Unemployment Compensation (EUC) program enacted in 2008.6 That number rises to
53 weeks in states with especially high unemployment rates. Workers who exhaust their regular UI
and EUC benefits can receive up to 20 additional weeks of benefits through the permanent federalstate Extended Benefits (EB) program if their state’s unemployment insurance laws allow it.
What’s the issue before Congress?
EUC is scheduled to expire on January 3 — even though over two-fifths of the unemployed have
been looking for a job for more than 26 weeks. Also scheduled to expire is full federal funding for
the permanent EB program, whose cost is typically shared 50-50 between the states and the federal
government.7 Full federal funding for EB, which Congress enacted in the Recovery Act, allowed
many states to temporarily expand their programs.
With the unemployment rate expected to remain above 8 percent through next year,8 the
fundamental question that Congress is debating is whether to continue these emergency federal UI
programs.
If Congress does not extend these federal programs before the holidays, all federal UI benefits will
end, and the number of weeks available in the rest of the states will shrink significantly (see Figure
1). Most of the several hundred thousand workers who exhaust their regular state benefits each

In 2009, the most recent year for which data are available, the average UI recipient collected benefits equal to about 47
percent of lost earnings.
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“Policy Basics: How Many Weeks of Unemployment Compensation Are Available” (updated weekly) for
information on the maximum duration of UI by state: http://www.cbpp.org/files/PolicyBasics_UI_Weeks.pdf.
Arkansas, Missouri, and South Carolina reduced the maximum duration of unemployment benefits available through
their UI programs in 2011, and three more states — Florida, Illinois, and Michigan — will reduce benefits in January
2012. The duration of benefits available for an individual depends on his or her employment history in most states.
5

6

Fewer weeks of federal benefits are available in states with reduced regular benefits.

A technical change made last year that allowed the EB program to continue in states with persistently high rates of
unemployment also expires at the end of 2011.
7

The Congressional Budget Office estimates that the unemployment rate will be 8.7 percent in both 2012 and 2013.
Economist Mark Zandi estimates that the unemployment rate will be 9.0 percent in 2012 and 8.5 percent in 2013. The
latest Blue Chip consensus estimate for 2012 is 9.0 percent. The Federal Reserve recently estimated that the
unemployment rate would be between 8.5 and 8.7 percent in 2012, and between 7.8 and 8.2 percent in 2013.
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month would receive no further help. The Administration estimates that up to 6 million individuals
would lose benefits over the course of 2012.

FIGURE 1:

Maximum Duration of UI Benefits Available Without Continuation of
Federal Emergency Programs

Source: Department of Labor Employment and Training Administration

How does UI affect the economy?
The problem for most businesses in an economic slump is not that they don’t have enough capacity
to meet existing demand but that they don’t have enough demand to fully utilize their existing
capacity. Thus, policies that put customers in the stores with money to spend are likely to be more
successful at closing the output gap and creating jobs than giving businesses tax breaks.
As the Congressional Budget Office has explained, unemployment insurance “adds to overall
demand and raises employment over what it otherwise would have been during periods of economic
weakness.”9 UI benefits are targeted on workers who are involuntarily unemployed and whose
income has fallen, a group that tends to be concentrated in the areas and industries most affected by
Congressional Budget Office, “Unemployment Insurance Benefits and Family Income of the Unemployed,”
November 17, 2010, http://www.cbo.gov/ftpdocs/119xx/doc11960/11-17-UnemploymentInsurance.pdf.
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a slowdown. Supporting spending by unemployed workers in hard-pressed communities helps
prevent the spread of layoffs and job losses in those communities.
This is why CBO consistently ranks assistance for unemployed workers as one of the most
effective policies for generating economic growth and creating jobs — CBO rated it first among the
11 spending and tax measures evaluated in a recent report.10 Mark Zandi, chief economist of
Moody’s Analytics, estimates that each dollar of UI benefits generates $1.55 in new economic
activity in the first year.
A Labor Department report released last year (originally commissioned during the Bush
Administration) reinforces CBO’s conclusion. It found that in the depths of the recession, federal
emergency UI benefits boosted employment by about 750,000 jobs. 11 (Regular, state-funded UI
benefits boosted employment by an additional 1 million jobs.)
Failure to extend the federal unemployment programs would mean less spending by unemployed
workers and their families, which would hurt sales at local businesses and undermine job creation in
an already weak recovery. Effective temporary stimulus measures like emergency UI benefits can
give the economic recovery a much needed boost and reduce the risk of sliding back into recession.
Why do we still need a federal unemployment insurance program?
Congress has created a program to provide additional weeks of UI benefits in every major
recession since the 1950s. The reason is simple: job opportunities are scarce in a weak economy
and it can take jobless workers longer than the 26 weeks that state UI programs typically provide to
find a job, no matter how hard they are looking.
These federal programs have always been temporary, ending when the economy is back on track
and job opportunities are starting to open up — but not before then.
Basic economics tells us that we’re still far away from that point, which means it would be a serious
mistake to let the current programs expire on January 3rd. Finding a job remains extremely difficult:
in October, about 14 million people were competing for about 3 million job openings. That means
that even if every job opening were instantly filled with an unemployed worker, three out of four
unemployed workers would still be looking for a job. Over 40 percent of the unemployed have
been looking for a job for more than 26 weeks, half of them for over a year, according to the Pew
Economic Policy Group.12 We still have a long way to climb out of the huge jobs hole that the
Douglas Elmendorf, “Policies for Increasing Economic Growth and Employment in 2012 and 2013,” testimony
before the Senate Budget Committee, Congressional Budget Office, November 15, 2011,
http://www.cbo.gov/ftpdocs/124xx/doc12437/11-15-Outlook_Stimulus_Testimony.pdf.
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Vroman, “The Role of Unemployment Insurance as an Automatic Stabilizer During a Recession,” Department
of Labor, July 2010, http://wdr.doleta.gov/research/FullText_Documents/ETAOP2010-10.pdf.
The long-term unemployed represent 3.7 percent of the labor force. Prior to this recession, the previous highs for
these statistics over the past six decades were 26.0 percent and 2.6 percent, respectively, in June 1983. Pew Fiscal
Analysis Initiative, “A Year or More: The High Cost of Long-Term Unemployment,” November 2011,
http://www.pewtrusts.org/uploadedFiles/wwwpewtrustsorg/Reports/Fiscal_Analysis/Long-term-unemploymentaddendum-November-2011.pdf.
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recession created. Allowing the federal programs to expire now, while the economy is
underperforming, would be like taking our foot off the gas pedal just as we’re trying to restart the
economic engine.
As Figure 2 illustrates, the highest unemployment rate at which federal unemployment benefits
have ended in previous recessions was 7.2 percent (in March 1985). November’s unemployment
rate was 8.6 percent.

FIGURE 2:

Unemployment Rate and Temporary Federal Emergency Unemployment
Insurance Programs

Sources: Bureau of Labor Statistics, Department of Labor Employment and Training Administration, National
Bureau of Economic Research
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Does extending unemployment insurance make unemployment worse?
Opponents of continuing emergency unemployment benefits often assert that UI discourages
people from looking for work and that ending these benefits would speed a return to full
employment. Though research from earlier periods showed that additional weeks of unemployment
insurance have an impact in lengthening unemployment spells, the most careful recent research
indicates that these concerns are overblown.13
Additional weeks of UI benefits have three distinct effects on the duration of unemployment
spells. First, unemployment insurance has the beneficial effect of allowing an otherwise financially
strapped unemployed worker to search more efficiently for an appropriate job (rather than having to
accept the first job offered, whether or not it is a good match for his or her skills). Second, since
unemployed workers are required to seek work in order to qualify for UI benefits, additional weeks
of UI benefits keep unemployed workers attached to the labor force and looking for jobs for longer
than they might have without those benefits. Finally, UI creates minor disincentives to look hard
for a job.
One study released in early 2010 offers the “back of the envelope calculation,” based on the
relevant research, that weeks of benefits added through EUC could account for “between 0.7 and
1.8 percentage points of the 5.5-percentage-point rise in the unemployment rate.”14 But it also
suggested that “the true effect of extended UI benefits on unemployment duration is likely to be at
the lower end of these estimates.”
Indeed, a careful study of recent evidence by economist Jesse Rothstein (former chief economist
at the Labor Department) found that federal extensions of UI in the past few years likely had an even
smaller effect than this. Rothstein found that the unemployment rate in December 2010 would have
been only about 0.2 percentage points lower without the extension of unemployment
compensation.15 Moreover, Rothstein also found that at least half of this 0.2 percentage-point
increase could be from increasing labor force attachment — i.e. keeping UI recipients actively
searching for work rather than dropping out of the labor force. Most other studies of the
disincentive effect of UI in the current downturn have also found relatively small effects.
Harvard economist Lawrence Katz has also observed that traditional estimates of the relationship
between UI and the length of unemployment spells ignore other effects, such as “the
macroeconomic stimulus impacts of increased consumption expenditures by the unemployed … as
For a more thorough discussion of some of the research on the disincentive effects of extended UI compensation,
please see Chad Stone and Hannah Shaw, “Emergency Unemployment Insurance Benefits Remain Critical for the
Economy,” Center on Budget and Policy Priorities, November 10, 2010, http://www.cbpp.org/files/11-10-10ui.pdf.
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Michael Elsby, Bart Hobijn, and Aysegul Sahin, “The Labor Market in the Great Recession,” Brookings Institution
Papers on Economic Activity, Spring 2010,
http://www.brookings.edu/~/media/Files/Programs/ES/BPEA/2010_spring_bpea_papers/2010a_bpea_eslby.pdf.
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This is the estimate Rothstein finds using his preferred method of estimating the effect. Using alternate specifications
he finds the range of the effect is from 0.1 to 0.5 percentage points. Jesse Rothstein, “Unemployment Insurance and
Job Search in the Great Recession,” University of California, Berkley, October 16, 2011,
http://gsppi.berkeley.edu/faculty/jrothstein/workingpapers/Rothstein-UI-Oct2011.pdf. For a concise summary of this
paper, please see Heidi Shierholz, “What’s UI got to do with it?” Economic Policy Institute, September 22, 2011,
http://www.epi.org/blog/unemployment-insurance-benefits/.
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well as the gains from keeping more of the long-term unemployed attached to the labor market
rather than moving onto disability programs.”16
Arguments that emergency UI benefits are an important contributor to high unemployment in
today’s economy have cause and effect backwards. We have a temporary federal program because
unemployment is so high and jobs are so hard to find. When there are four unemployed workers for
every job opening, it is hard to see how sharply curtailing the duration of unemployment insurance
benefits would increase the pace of job creation.

FIGURE 3:
Who receives unemployment compensation?
Unemployment insurance has kept millions of
people out of poverty in each of the past few years.
CBPP analysis finds that the UI system kept 4.6
million people out of poverty in 2010 — 3.2 million
of them as a result of the federal emergency UI
benefits that Congress is debating whether to
continue.17

Unemployment Insurance Is
Important for Middle-Class
Families

As critical as UI is for many families near the
poverty line, it is also a bedrock middle-class
program. Analysis of recent Census data shows
that nearly 70 percent of the families who received
UI during 2010 had incomes in the middle 60
percent of the income distribution (see Figure 3).
A CBO analysis released last year found that the
median income of families receiving UI benefits
was $54,800 in 2009.18 The median income of
families receiving UI who had been unemployed for
more than 26 weeks — those households who will
not have access to any federal unemployment
benefits in most states if Congress allows the
emergency programs to expire — was slightly lower
at $49,000, but close to the middle of the income

Source: CBPP analysis of March 2011 Current
Population Survey
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distribution.
CBO also found that workers in families with incomes of more than twice the federal poverty line
(about $44,000 for a family of four in 2009) were more than twice as likely to receive UI benefits
during spells of unemployment than workers in families below the poverty line.
How many unemployed workers would lose benefits if Congress does not extend the
federal programs?
If Congress fails to continue the federal UI programs, 1.8 million workers will miss out on federal
unemployment benefits in January, according to the National Employment Law Project (NELP).19
The Administration projects that this number will rise to 6 million over the course of 2012.
NELP’s estimate of 1.8 million workers affected in January includes:
Over 430,000 workers who will exhaust their regular state benefits in January and won’t
have access to any federal benefits. Several hundred thousand unemployed workers exhaust
their regular benefits each month — a trend that will continue over the coming year.
Almost 650,000 workers receiving EB benefits who will lose those benefits immediately
because their states will end their EB program when full federal funding expires.
Over 700,000 workers receiving EUC benefits who will lose those benefits prematurely.
EUC provides benefits in “tiers” of weeks; people receiving EUC as of January 3rd will be
allowed to complete their current tier but not move on to the next tier.20 NELP estimates that
over 700,000 workers will reach the end of their current tier and thus receive no further federal
benefits in January. Many more will lose EUC benefits prematurely in the months to follow.
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