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EXECUTIVE SUMMARY

The average duration of insured unemployment has remained high since the end of the most
recent recession, despite lower unemployment rates generdly. Overdl, the estimates presented in this
report suggest that average durations increased by between 1.1 and 1.4 weeks in the post-1992 period
relaive to what might have been predicted based on historical data. This figure represents
gpproximately a nine percent increase in the average duration for which unemployment insurance (Ul)
benefits are paid.

Increased average Ul durations may be of concern to policymakers, for severa reasons.
To the extent that they represent increasing labor market difficulties that specific types of workers are
facing, increasing average durations may suggest the need for new labor market initiatives to help those
workersfind new jobs. The increases may aso reflect hardships that certain categories of unemployed
workers are facing, even in the current “full-employment” economy. Policymakers may wish to
congder waysin which Ul palicy (or, possibly, other income maintenance policy) might be adjusted to
meet these needs. Finally, because increases in average Ul durationsimply increased aggregete levels
of benefit payment under the program, these findings may raise concern about the adequacy of current
Ul trust fund levels. The present report, however, focuses primarily on identifying the reasons that
average Ul durations have increased relaive to historica norms without explicitly addressing these
larger policy concerns.

The review of the literature on Ul durations presented in this report suggests severd
potentia reasons for the recent increases, including (1) changesin Ul lawsthat affect duration, (2)
changes in the geographic distribution of claimants among the states, and (3) changes in the compodtion
of the unemployed population that tend to favor longer durations. To assess the relative importance of
these effects, the report contains a detailed analysis of aggregate data at both the nationd and state
levels. It dso includes an examination of clamant-level data, from four Sates, that seek to identify
possible effects that may have been obscured in the aggregate statistics. The genera conclusion of the
andyssisthat mogt of theincrease in average Ul durations is coming from the labor market itsdf (most
notably from the increased average length of workers' unemployment spells), not from changesin Ul
policy. Specificaly, the andys's presented here concludes that:

C Several factorsrelated to the labor market appear to be the most likely
explanations for the observed increase in average Ul durations:

- Recent trends in the average duration of unemployment play an
important role in explaining why average Ul durations are higher than
might have been expected. As measured by the total unemployment
rate, labor markets appeared to be quite hedlthy in the post-1992
period. However, the lengths of unemployment spells were longer
than have usudly been associated with such low unemployment rates;
these longer lengths explain alarge portion of the increase in average
Ul duration compared to historical patterns.
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- Increases in the fraction of clamantsin demographic groupswho are
likely to experience long unemployment spells (older workers, females,
African Americans) have played an important role in lengthening
average Ul durdions. Thistrend is especidly visblein the daimant-
level data.

- Changesin the industrial composition of the labor force, most notably
the decline in manufacturing jobs, dso seem to have played an
important role in increasing average Ul durations. This effect
probably arises because manufacturing unemployment itsdf is usudly
associated with higher recal probabilities and shorter associated spells
of compensated unemployment than other types of layoffs.

C Several other factors do not appear to explain increasesin average Ul
durations:

- The aggregate analys's concludes that changes in weekly benefit
amounts or in average potentia durations at the Sate level cannot
explain the increase in average Ul durations rdative to historical
patterns.

- Changing rates of Ul recipiency (as measured by theratio of the
insured to the total unemployment rate) do not explain increasing
average Ul durations. Indeed, the estimates reported here suggest
that average Ul durations should have decreased in response to recent
declinesin the average rate of Ul recipiency.

- Changesin the relative share of Ul casdloads among the states do not
explain recent increases in average Ul durations relative to historical
experience.

In addition (athough examining other sources of income for clamants households was not
an explicit focus of this report), the literature review suggests that Ul claimants do not easily increase
other family income rapidly in response to unemployment. Only small percentages of clamants collect
other government transfers during Ul benefit receipt, and there is no evidence that spouses
employment rates or earnings increased &fter the claimants became unemployed. Therefore, Ul
benefits are amagjor source of short-term income support for workers who collect them.
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. INTRODUCTION AND BACKGROUND

The average duration of insured unemployment has remained higher in recent years than
would be expected on the basis of hitorical data, despite low unemployment rates generally. For
example, the 1997 nationd figure for average duration exceeded 14 weeks, about the level of the late
1980s, when unemployment rates were higher. The 1997 figure aso exceeds by one to two weeks the
figures recorded in the early 1970s, when unemployment rates were below five percent. Some portion
of this higher average unemployment insurance (Ul) duration may be explained by festures unique to the
recession of the early 1990s and the subsequent recovery, but other forces may be operating aswell.
Generdly, an investigation of Ul durations may shed light on the sources of this trend, such as changes

in rates of permanent job loss, changesin Ul laws, or other sources.

The implications of an increase (compared to historicd standards) in the average Ul
duration for individuas, the Ul system, and the economy differ, depending on the reason for the
increase. For example, if the increase occurs because of changesin Ul laws, it may be that
unemployed workers face greater disincentives to reemployment; unemployed workers, however, may
have greater ability to develop skills or search for jobs that use ther skills more efficiently Snce more
generous Ul benefits may cushion the financid strain caused by unemployment.  Policymakers would

need to decide whether having more generous Ul laws is an gppropriate allocation of resources. If, on



the other hand, the increase in average Ul duration is because of a change in the distribution of
clamants across states, then it may be that no policy change is necessary, since, within certain

guiddines established a the federd levd, states control the characteristics of their own Ul programs.

Alternatively, the increase in average Ul durations compared to historica expectations may
be attributable to structural changesin the labor market. If the fraction of al unemployed workers who
are permanently separated from their former employersincreases, average unemployment duration
would be expected to increase. Other changes in clamants demographic or economic characteristics,
such as changesin the industrid or occupationd composition of claimants, could aso affect Ul
durations. If labor market changes are the cause, policymakers may want to consider changing the type
of services available to unemployed workers to respond to a greater need for retraining and increased

difficulty finding jobs

Regardless of the reason, if the average Ul duration isincreasing compared to what would
be expected, this pattern has implications for the Ul system. Totd dollars paid in benefits is the number
of first payments times the average weekly benefit amount (WBA) timesthe average Ul duration. For
agiven number of first payments and an average WBA, an increase in the average Ul duration will
cause a short-term decline in Ul trust fund reserves; therefore, Ul tax rates must increase in response to
the increase in benefits paid out. The Ul system, however, may be able to play arole addressng any
recent changes in clamants  needs, and thus in reducing Ul durations, through the profiling system

implemented.



A dedire to quantify the magnitude and source of the change in Ul durations, and to
understand the policy implications, motivates this research project. This chapter of the report provides
the research context for this study, specificdly the literature relevant to understanding average Ul
durations. The second chapter contains an andysis of the annua pattern of average Ul durations over
time, both at the nationd level and across dates. Thethird chapter contains an andysis of clamant-
level datato assess the importance of changesin characteristics between the late 1980s and the mid-

1990s. Thefind chapter discusses the policy implications of the findings.

A.LITERATURE RELATED TO Ul DURATIONS

Much research has noted recent increases in average unemployment and Ul durations
compared to what would be expected based on historical experience (see, for example, Loungani and
Trehan 1997; McMurrer and Chasanov 1995; and Baumol and Wolff 1998). This research has been
based on individua-level data on unemployment spells or weeks of Ul benefits collected. However, no
known research examines the recent pattern of aggregate Ul durations, constructed (using Ul
adminigtrative data provided by the states to the U.S. Department of Labor) as the number of weeks of
Ul collected in atime period divided by number of first paymentsin that time period. Therefore,
athough the satigtical properties of measures of duration congtructed from individua-level data and
from aggregate data may differ, research on the modding, estimating, and interpreting of the
determinants of individuals' durations of unemployment must be used as a guide for interpreting
changesin aggregate Ul durations. Thisindividua-level research focus makes sense since the
underpinnings of observed aggregate durations are individuas behaviord responsesto job loss. Only
through understanding of individua behavior can appropriate policy responses--for theindividua and
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for the economy--be designed. Therefore, in this literature review, the theoretica and empirical
research on individuad behavior and any factors that may affect the ability to draw inferences about

individua behavior from aggregate measures of Ul duration are discussed.

1. FactorsInfluencing Ul Durations

The discussion of the literature rdated to Ul durations begins with an overview of the
theory of individua job search and unemployment duration and the empirica findings on the
characterigtics that influence unemployment durations. Next, the rdationship between the Ul system

and unemployment is discussed.

a. Modd of an Individual’s Time to Reemployment

Standard models of job search assume that unemployed workers conduct their job search
to maximize ther lifetime expected wdl-being (usudly caled “ utility”), which is a postive function of
income and a negative function of time spent working (Burdett 1979; and Mortensen 1977).t Ina
ample verson of the modd, workers know the distribution of wages being offered by firms, but they do
not know the wage offered by each company until they contact that company. Although job search

models may be mathematicaly complex, they imply asmple rule for which job offer aworker should

!Andternativemode of the determinants of unemployment duration explicitly consdersthetrade-offs
between labor market and leisure by constructing a budget condraint so that utility is maximized (see, for
example, Moffitt and Nicholson 1982; and Decker 1997). Changesin Ul program parameters or other
factorsaffecting expected income or the va ue of |elsure change the shape of the budget congtraint and may,

in turn, change the duration of unemployment.



accept: & any point in time, accept the firgt offer of awage higher than some minimum acceptable

wage, caled the “reservation wage.”

The reservation wage for each worker in each time period is the wage for which the
expected lifetime stream of utility from accepting ajob is equd to the expected lifetime stream of utility
from remaining unemployed. Asapracticd matter, the reservation wage is usudly afunction of an
individua’ s economic and demographic characteristics, such as education level, work experience, and
other family income. In more complex versons of the mode, the effects of characteristics may vary
over time, and the reservation wage may vary over the worker’s unemployment spell.? For example, a
worker may update the expectations about the distribution of wages available, or he or she may be
more willing to take alower wage as savings are depleted. Severad demographic and economic
characteristics have congstently been associated with the duration of unemployment: these include recal
datus, unionization, indugtry, other income in household, sex, maritd satus, avalability and
characterigtics of Ul benefits, and economic conditions (see, for example, Corson and Dynarski 1990;

and Corson et al. 1999).3* Whether an individua expects to be recalled to his or her former employer

2Several other model extensions have been devel oped, such asby Mortensen (1977), who dlowsfor
the possibility of layoffsin subsequent jobs, and Rogers (1998), who dlows for clamants to update their

expectations of Ul entitlements because of possible benefit extensions.
3The effects of the Ul program and the business cycle on unemployment durations are discussed in

more detail in subsequent sections.

“Another way to examine the factors influencing the time to reemployment is to look at the factors
(continued...)



isone of the most important characteristics predictive of the length of the unemployment spell. In
adapting the standard job search modd, Katz (1986) and others have alowed workers to have the
possihility of recdl from their previous employer. Using Pand Study of Income Dynamics (PSID) deta,
he finds that the likelihood of finding a new job decreases as the perceived probability of recall
increases. Workers with a stronger job attachment are more likely to leave unemployment quickly (by
returning to their former employers) than are unemployed workers who are not job-attached (and must
search for new jobs to exit unemployment) (see, for example, Brewster et d. 1978; Corson et d. 1977,
and Corson and Dynarski 1990).°

Other demographic and economic characteristics, as well as characteristics of the prior
job, have been found to be associated with the length of the unemployment spdll (see, for example,
Corson et d. 1999). Having lower education is associated with alonger time to reemployment,
because of the worker’ s having fewer work-related skills. Being amarried femae is associated with a
longer time to reemployment, probably because of a higher premium on nonemployment activities or

larger sources of outside income. Being African American and older is also associated with alonger

4(...continued)
influencing the rate a which individuas leave unemployment, often caled the “hazard rate€’ or “exit rate,”

and how the exit rate changes as the time unemployed increases. However, this approach is Smply a

transformation of the approach that looks at time to reemployment.

°*Katz and Meyer (1990) aso point out that the rate at which workers find new jobs over time may
appear to increase in the aggregate if factors that raise the recdl rate lower the rate of finding new jobs.
That is, asworkerswho arerecalled |eave unempl oyment, those remaining unemployed may bemorelikely

to find new jobs than the group who were expecting recall.

6



time to reemployment, while having a prior job in manufacturing and being unionized are typicaly
associated with a shorter time to reemployment. Higher unemployment rates are adso associated with
lower exit rates from unemployment and longer times to reemployment for individuas, presumably
because fewer jobs are available (see, for example, Dynarski and Sheffrin 1990; and Katz and Meyer

1990).

b. The Relationship Between the Ul System and Unemployment

Theoretica models focus on unemployment duration and not Ul duration per se. Standard
theory predictsthat Ul program parameters, such as the WBA and potentid benefits duration, affect
unemployment. Hence, measures such as the replacement rate (the WBA divided by some measure of
prior or average earnings) are included as explanatory variables when researcherstry to identify the

determinants of individuas unemployment durations.

Effects of the Potential Ul Duration on Unemployment Dur ation.

One of the key research questions pertaining to the Ul system is. “How many weeks does extra
potentia Ul duration add to the time to reemployment?’ Thisresearch isimportant for understanding
not only the disincentive effects of the regular Ul system, but aso the disincentive effects of benefits
made available through the permanent extended benefits (EB) programs or emergency benefits
programs such as Federd Supplemental Compensation (FSC), Federa Supplemental Benefits (FSB),
and, most recently, Emergency Unemployment Compensation (EUC). The potentid delaysin

reemployment (or increasesin the total number of weeks of Ul benefits collected) associated with



providing extraweeks of benefits must be counterba anced with potential advantages, such asthe
provison of extraincome asworkers families face reductionsin their earnings and of extra time so that
workers may conduct a more thorough job search or participate in skills-developing activities, such as
traning. Nevertheless, numerous attempts have been made to quantify the disincentive effects

associated with the provision of Ul benefits.

In their recent reviews of the literature on Ul program disincentives, both Woodbury and
Rubin (1997) and Decker (1997) conclude that estimates of the disincentive effects of extra Ul benefits
vary widely. By considering the econometric methods and the data sources used, Woodbury and
Rubin conclude that the mogt reliable estimate of how much an extraweek of benefits increases the

expected duration of unemployment is 0.2 week or less® Woodbury and Rubin, aswell as Decker,

*The sample over which estimates (of Ul program disincentive effects) are caculated may be
important. Levine (1993) has andyzed how Ul program disincentive effects may affect the unemployment
durations of workers who do not receive Ul. By potentidly reducing the work search efforts of Ul
recipients, nonrecipientsmay findjobsmorequickly. Levine (1993) calculatesthat increasesin Ul program
generosity (specificdly, through increasing the wage replacement rate) may, on net, decrease the
unemployment rate because of shorter unemployment spellsby nonrecipients. In addition, the Ul program
may affect trangtions into and out of the labor force. Severa reemployment bonus demondtrations
explored whether lump-sum benefitsto workerswho become reemployed quickly would reducetheir time
to reemployment and the cost to the Ul trust funds (Spiegelman and Woodbury 1987; and Decker and

O'Leary 1995). The bonuses weakened the approximately linear relationship between weeks of Ul
(continued...)



emphasize that different workers may respond differently to the availability of extra benefits. For
example, workers who expect recal may not delay their time to reemployment when extra benefits are
available, whereas workers who are permanently separated from an employer may delay finding anew

job (Corson and Dynarski 1990).

Woodbury and Rubin aso point out that most of the research uses Ul spdlls (rather than
unemployment spdlls) to estimate Ul disncentives, dthough this measure is an imperfect subgtitute for
the actud duration of unemployment, because individuas' length of time unemployed after receiving
thar last Ul check may vary condderably. Once again, it is noted that Ul duration istypicaly used in
research as a proxy for unemployment duration, and there has been little focus elther on examining how

Ul duration differs from unemployment duration or on analyzing the unique properties of Ul duration.

Modeling an Individual’s Ul Duration.
A smple theoreticd mode of the observed Ul duration for an individua can define Ul duration asthe

minimum of the duration of the unemployment spell and the duration of potentid Ul benfit receipt.” If

8(...continued)
collected and total benefits collected. However, the results of the most recent demonstrations were

discouraging, in that reemployment bonuses are unlikely to generate net savingsto the Ul system, so it is

unlikely that this type of incentive scheme will be used in the future to reduce average Ul durations.

"The potentia duration of benefits is defined as the entitlement divided by the WBA, conditiona on
being determined digible. If anindividud who would be entitled to Ul benefitsif he or she gpplied chooses

not to file for them, then the potentia duration is zero.
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aclamant becomes reemployed before exhaugting his or her Ul entitlement, then that claimant will
receive benefits only for the weeks prior to reemployment. In contrast, if a clamant takesamuch
longer time to become reemployed, then the number of weeks of benefits that claimant receivesis
congtrained by his or her maximum potentia duration of benefits® Duration of the unemployment spell
isafunction of the availability and potentid duration of Ul benefit receipt (because of the disncentive
effects discussed earlier) and other claimant characteristics, such asrecal status, occupation, and
industry (and others discussed above). Potentia Ul duration in turn isafunction of the clamant’s base
period earnings (the leve of earnings--which presumably depend on the claimant’ s characteristics and,
possibly, the distribution of earnings across quarters) and state-specific Ul program parameters

(Woodbury and Rubin 1997).

8By design, Ul daimantswho are unemployed for along time collect more benefitsthan dlaimantswho
are unemployed a shorter period of time. Asdiscussed earlier, the availability of benefits may encourage
clamants to remain unemployed until the time they exhaust benefits. In an attempt to weaken the Ul
disncentive effects, severd reemployment bonus demongtrations explored whether lump-sum benefits to
workers who become reemployed quickly would reduce their time to reemployment and the cogt to the
Ul trust funds (Spiegelman and Woodbury 1987; and Decker and O'Leary 1995). The bonuses
weakened theapproximately linear rel ationship between weeks of Ul collected and total benefits collected.
However, the results of the most recent demondirations were discouraging, in that reemployment bonuses
are unlikely to generate net savingsto the Ul systems, soit isunlikely that thistype of incentive schemewill

be used in the future to reduce average Ul durations.
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Additional complexities can be added to this smple theoreticd model, which assumes that
the claimant recelves weekly benefits without interruption. For example, the modd can be expanded to
incorporate the effects of disqudifications for failure to meet the work search requirements or to
participate in other mandatory activities, the effects of awaiting week, the possibility that claimants may
not receive their full WBA each week because of earnings, temporary withdrawa from the labor force,

or the possibility of more than one unemployment spell during a benefit year.®

Researchers have made some attempits to address these complexities. Swaim and
Podgursky (1992), Portuga and Addison (1990), and Addison and Portuga (1987 and 1992) note
that Ul recipiency is afunction of expected unemployment duration, since workers who expect to be
unemployed for avery short period of time may not file for or recelve benefits (particularly in sateswith
awaiting week).° Thus, administrative delays or increases in waiting week requirements may reduce

the fraction of the unemployed who participate in the Ul program. Conventiona studies may overstate

°Some of the considerations suggest that workers havewithdrawn from thelabor forcefor atemporary
period of time: for example, aworker who failsto satisfy thejob search requirementsfor Ul benefitsmight
have done so. However, the rel ationship between satisfying Ul program requirements and unemployment
is imperfect. For example, Sates vary considerably in their requirements for continuing digibility, and
extended or EB programshave often set sandardsfor program digibility different from thosefor theregular

Ul sysem. Anderson (1997) providesacomprehengve review of issues surrounding continuing eigibility.

9n addition, Portugal and Addison (1990) find that the effect of the wage replacement rate on
duration may aso be overstated by failure to consider selection into the Ul program by unemployed

workerswho are digible for benefits.
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the average duration of unemployment by Ul recipients while undergtating it for nonrecipientsif the
dudiesfail to take into account the waiting week and other administrative delays associated with Ul

benefits collection (Portuga and Addison 1990).

The Ul benefits collection periods of some claimants stretch over a consderably longer
period of time than their average potentid duration. 1n these instances, the Ul spell may be a poor
proxy for the claimant’s unemployment spell. To address this problem, some researchers, using Ul
adminigtrative data, exclude claimants whose gaps between the dates of first and last payment are
congderably larger than the benefits collected divided by the WBA. In doing so, these researchers
attempt to exclude from the analys's clamants with interruptions in their unemployment spell (see, for
example, Grossman 1989; and Corson et a. 1986). However, concern about the appropriateness of
these types of sample exclusionsis warranted. The reason for the discrepancy between the number of
weeks between the first and last payment and the weeks of benefits collected at the full WBA oftenis
not clear; for example, the interruption in benefits collection may occur because of new short-term
employment, atemporary withdrawa from the labor force, or temporary Ul program disqudifications.
Another posshility isthat Ul benefits collection was not interrupted, but the claimant congstently
collected less than the full WBA each week because of earnings that reduced weekly benefits
payments.

Some researchers have used these types of restrictions on their sample in an attempt to

improve the correlation between the observed Ul spdll and the unobserved unemployment spell.
However, workers excluded because of one or more of these potential reasons may be

concentrated in afew industries or a specific part of the wage digtribution, so systematic differences

12



between the excluded and included groups may exist. These exclusonary regtrictions may therefore
bias inferences drawn about the nature of Ul (or unemployment) spells and the relationship between

spell length and explanatory variables, snce andysisis conducted only on the included group.

Overdl, however, many factors may mitigate the close statistica relationship between the
duration of an unemployment spell and the duration of the Ul spdl. Unfortunately, many of these
factors are hard to observe empiricaly. Some of the necessary data, such as on Ul disqudifications
or weekly payment amounts, may require complicated extractions from Ul administrative records.
Others--such as details aout unemployment status after an individua exhausted benefits-may in
principle be available from surveys of clamants (or unemployed individuas generaly). However,
collecting the details necessary may pose consderable logistica chdlenges because of the need for
information on weekly activities or because the respondents may have difficulty remembering

specific details.** Hence, dthough many researchers treat unemployment and Ul durations almost

“For example, surveysof Ul bendficiaries have difficulty identifying whether individuas have changed

labor force status one or more times between benefits exhaustion and being interviewed (see, for example,

Brewster et a. 1978; and Corson et a. 1977). Swaim and Podgursky (1992) and Addison and Portugal

(1992) discuss the empiricd difficulties associated with identifying the durations of unemployment spdls

(and whether these spells are right-censored) when one has data on |abor force satus at a point in time

rather than data on labor market status since the unemployment spdll began. Specificdly, they identify

trade-offs between including or excluding different categories of displaced workers from the andysis on

the basis of their labor force status at the time of the Digplaced Worker Survey, which occurred up to five

(continued...)
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interchangeably because of data limitations and because they are closdly related, thereis no

consensus about how close unemployment and Ul durations rlate to each other for individuas.

2. Changesin the Composition of Ul Claimants

Asdiscussed earlier, alarge body of literature on the factors influencing individua
unemployment durations exisgs. However, even if individuas have unemployment spells that are not
sengtive to the business cycle, aggregate data may reflect a change in the composition of the
unemployed over the business cycle. Changesin the characteristics of the population of the
unemployed (or Ul claimants) may limit the ability to draw inferences from aggregate dataon
individua behavior. Typicaly, andyss of changesin the compaosition of Ul claimants has focused
either on changes atributable to the business cycle or on secular changes that have occurred

independent of the business cycle. Each of theseisdiscussed in turn.

a. Business Cycle Changes

Although cyclica downturns are often defined by worsening labor market conditions, such
as increased unemployment through job loss, it is not clear theoreticaly whether business cycle
downturns will be associated with increased or decreased unemployment (or Ul) durations. On the
one hand, downturns may be associated with increased durations, snce workerswill have a more
difficult time finding employment as companies shed workers and deplete inventories. Any given
worker would be expected to have a harder time finding a new job during an economic downturn:

the frequency of job offersis expected to be lower during downturns, and the distribution of wages

11(_..continued)
years after the job separation of interest.
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offered to workers may be less favorable> Workers may take some time to adjust their
reservation wages, either because of imperfect information about how wages have changed or
because of inflexibility in the wages workers will accept (Hall 1995). However, this phenomenon
reflects not a change in the compostion of workers per se, but atemporarily decreased demand for

|abor.

The average duration of unemployment (and Ul) may change aso because of a changein
the composition of unemployed workers over the business cycle. Because the fraction of
unemployed workers who are on temporary layoff typicaly increases during downturns, and since
workers on temporary layoff tend to have shorter unemployment spells than workers who are
permanently separated from their employers, the average duration may decrease (Lilien 1982).2* As
the economy recovers, temporary workers are rehired and the pool of unemployed workers

congsts of alarger fraction of permanently separated workers.

2Two effects of afaster job arrival rate on time to reemployment exist: workers have more chances

to exit unemployment, but they may be more sdective in the jobs they choose. Severd researchers, such

as Burdett and Ondrich (1985), examined the shapes of wage offer distributions that would alow the net

effect of afagter job arriva rateto be ashorter timeto reemployment. Van den Berg (1994) furthered this

research and concluded that the range of wage offer digtributions that alows for an increased job offer

ariva rate to generate afaster exit from unemployment on net is quite broad.

3Firms may respond to abusiness downturn by increasing the length of their layoffs, so the net effect

may be smdler than if the composition were to change during a business boom.
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Both of these potentid effects-associated with changesin demand for specific workers
and changesin the composition of the unemployed--suggest that Ul (or unemployment) durations
may increase or decrease in response to economic downturns. The relationship between the

business cycle and durations must be determined empirically.

Empirical Findings from the 1970s and 1980s.

Using different data sets during the 1970s and early 1980s, researchers generdly have
found that higher unemployment rates are associated with longer unemployment durations, dthough
this has not uniformly been the case™* For example, Flinn and Heckman (1982) used a subset of
the Nationd Longitudind Survey of Y oung Men from 1969 to 1971 to find thet a higher (monthly)
national unemployment rate is associated with longer unemployment spdlls. Katz (1986) and
Dynarski and Sheffrin (1990) used PSID data from the early 1980s, and Solon (1985) used Ul

clamantsin Georgiafrom 1978 to 1979, to reach smilar conclusons.®®

Baker (1992) explicitly examines whether the change in duration over the busnesscycleis
attributable to an increase in the incidence of unemployment, a change in the composition of the
unemployed, or an increase in the unemployment durations within each category of workers. Using

a synthetic pand data set constructed from monthly data from the Current Population Survey (CPS)

“Rogers (1998) finds that the coefficients for national- and state-level unemployment rates have

different Sgns on the exit rate from unemployment. She does not explore this finding in detail.
K atz (1986) uses the average annua county unemployment rate, whereas Dynarski and Sheffrin
(1990) use the monthly nationd rate.
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outgoing rotation groups (1979 to 1988), Baker finds that both the duration of individua
unemployment spells and the incidence of unemployment increase during economic downturns.
However, the increase in duration of unemployment spells accounted for about 60 percent of the

increase in the unemployment rate.

Baker finds little evidence to support the hypothesis that changes in the compostion of
workers can explain aggregate changes in unemployment duration over the businesscycle. The
shares of the unemployed accounted for by most subgroups of workers did not change significantly
over the business cycle, except for prime-age maes and subgroups by reason of unemployment. 26
Thus, he finds that the change in the composition of the unemployed over the business cycle cannot
explain aggnificant portion of the change in the aggregate average duration of unemployment over

the 1980s.

The Recession in the Early 1990s.

A large body of literature has focused on how the most recent recession--officidly from
June 1990 to March 1991--differed from earlier recessonsin both its causes and its effects on
workers.t” The consensusisthat, in contrast to earlier recessions, this one was mild but the

subsequent recovery was extremely dow. For example, long-term unemployment pesked 15

®Baker considered subgroups by reason for unemployment, by region, by sex and race, by sex and
age, by sex and education, and by industry.
17See, for example, Blanchard (1993), Hall (1993), and Hansen and Prescott (1993) on the causes

and Boigoly and Duncan (1994), Gardner (1994), and Ilg (1994) on the effects on workers.
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months after the officia end of the 1990s recession, whereas it peaked about 6 months after the
ends of the recessions of the 1970s and 1980s (11g 1994). The time between the peaks in many
other labor market indicators (such as the number of involuntary part-time workers, the number of
discouraged workers, and the number of permanent job losers) and the officiad end of the most
recent recession was longer than the time between the peaks and the officia ends of earlier

recessions (Gardner 1994).

The composition of job losers aso differed during the most recent recesson: in terms of
both their industries and occupations and their likdihood of returning to their former employers.
Coming in part from industries and occupations (such as the professona and managerid
occupations) that have higtorically escaped the effects of economic downturns, the unemployed
during the recession of the early 1990s came from amuch broader spectrum of the [abor force than
the unemployed during the recessions of the mid-1970s and the early 1980s. They also were much
lesslikely to expect to return to their former employers. 86 percent of dl job losers were permanent

job losers, compared to 56 percent in earlier recessions (Gardner 1994).

Although the economy has been rdlatively strong for the past severd years, the unusua
shape of the recesson in the early 1990s may explain some of the current pattern of average
unemployment (or Ul) duration. Hal (1995) models how the effects of job displacement & the
beginning of arecesson will linger. Hefinds that these initid job losses can explain new job losses
that begin two years later, because experienced workers face greater probabilities of job loss

resulting from their lower tenure levels a their new workplaces.
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Although Hall does not examine this specificdly within the context of current and previous
recessions, an implication of hisresearch is that a higher rate of permanent job loss by senior
workerswill have aripple effect on subsequent unemployment.*® Following the recession of the
early 1990s, during which a greater fraction of the unemployed were permanently separated from
their former employers, job loss and average unemployment duration would be at higher rates than
what would typicaly be expected during the economic recovery. Nevertheless, the labor market
effects of the past recesson may be symptomatic of widespread changes in the labor market that

have been occurring in the past 20 years. These are discussed in the next section.

b. Secular Changesin Composition of Ul Claimants

Aswith the business cycle, secular changes in the compostion of clamants-which are
independent of the business cycle--may lead to changes in average Ul duration. Two important
recent secular changes are discussed: (1) the decline in the fraction of the unemployed who receive

Ul benefits, and (2) the change in the nature of employment relationships and job attachments.™®

The Ul recipiency rate (the fraction of the unemployed who receive Ul benefits) began a

gradud decline severa decades ago, then dropped dramaticdly in the early 1980s, and remains low

184l (1995) dso estimatesthefinancia consequence of ajob displacement, which resultsfrom fewer
hours worked and lower earnings levels. Hefindsthat the financial lossto aworker isabout 120 percent
of the worker’ sannud earnings, athough this estimate will vary depending on how job |osses attributable

to displacement are defined.
9AIthough these two phenomenamay be causaly related, research has not typicaly integrated them.
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(McMurrer and Chasanov 1995; and U.S. Department of Labor 1998). Depending on the measure
used, the long-term drop was between 40 and 60 percent of the rate in the late 1940s, so that
recipiency rates are now about 30 to 40 percent.*?! This decline hampersthe Ul system’s ahility
to provide atemporary source of income support to unemployed workers and to act as an

automatic stabilizer.?

At the same time, potential Ul duration and average unemployment duration have generdly
increased (McMurrer and Chasanov 1995; and Woodbury and Rubin 1997). No known research
has analyzed how the decline in Ul recipiency has affected average Ul durations. However, the
average duration would change in response to compogtiona changesin recipientsif different
recipient groups have different average duraions. For example, a shift of the unemployed from an
area of high recipiency rates and high average duration, such as the Northeast, to an area with lower

recipiency rates and lower average duration, such as the South or Southwest, would cause the

The recipiency rate tends to increase during recessions as the fraction of job losers among the

unemployed increases.

2\/roman (1998) points out that the ratio of insured unemployment to total unemployment increased

dightly since 1986, dthough it dtill remains low compared to historical rates.

??Researchers have used dightly different measuresfor Ul recipiency, such astheratio of theinsured

unemployment rate (IUR) to thetotal unemployment rate (TUR) or theratio of Ul clamantsto total number

of unemployed workers. As McMurrer and Chasanov (1995) point out, measures differ dightly in the

timing of how they are measured, but they are highly correlated. Andysisof their patterns over time leads

to the same conclusions.
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average Ul duration to decrease at the same time that the overal recipiency rate declines.
Alternatively, a decline in recipiency could be associated with an increase in average durations. For
example, if some workers are less likely than othersto collect Ul but more likdly to collect for a
longer period of time when they do collect, then recipiency rates could decline while average

duration increases if such workers make up a greeter fraction of the unemployed over time.

The Declinein the Ul Recipiency Rate.

Severd studies have tried to decompose the decline in Ul recipiency (particularly during
the 1980s) into different sources?® Changes in the labor market that have been considered as
potentiad sources for the change in Ul recipiency have been shifts from manufacturing to service
sector employment, the decline in the unionization rate, increased rates of female employmernt,
Increasing quasi-fixed costs of hiring new workers, and the increased use of part-time and contingent
workers. In addition to changesin the labor force, changesin the aggregate characteristics of Ul
program participants may have arisen because of expanded coverage of the Ul system and because
of changesin federd requirements and sate digibility rules (such asthe federd taxation of benefits
and the decline in the redl value of benefits), most notably during the 1980s, that reduce the

percentage of the unemployed who receive benefits.

ZBass and McMurrer (1997), Vroman (1991), and McMurrer and Chasanov (1995) also provide

athorough review of some of the studies discussed here.
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Blank and Card (1991), for example, conducted a detailed analysis of why the Ul
recipiency rate declined during the early 1980s. Using Current Population Survey (CPS) data, they
find thet the decline in the recipiency rate cannot be atributed ether to changesin the digibility-
determining characteristics of unemployed workers or to changesin state Ul laws governing
digibility.?* Instead, they find that declining take-up rates among digible unemployed workersis
respongble for dmogt dl of the decline. Blank and Card estimate that about haf the decline in take-
up rates results from shiftsin the distribution of the unemployed across states (from the Northeest,
which higtoricaly has had high take-up rates, to the South, which has had lower take-up rates),
while the rest is attributable to changes in take-up rates within states. Lower unionization rates are

the predominant cause of lower within-state take-up rates.®

Research by Vroman (1991) further investigates the decline in Ul recipiency rates. Like
Blank and Card, he points out that the recipiency rate experienced a sharp decline in the early
1980s. However, Vroman notes that the main factors that Blank and Card attribute thisto did not

experience sharp changes during the same time period. The shift of the population toward the

2They esimate that tighter state digibility rules reduced benfit receipt dightly, but that changesin the

composition of workers increased digibility dightly. On net, these effects could not explain the sharp

decline in recipiency rates observed in the early 1980s.

ZOther characteristics associated with differencesin state take-up rates are higher wage replacement

rates, Ul disqudification rates, and Ul coverage rates. However, changes in these characteristics do not

explanthedeclineintake-up rates, Sncetherdative patterns across sates remained roughly constant over

time

22



southern gtates, the decline in the manufacturing industry’ s share of employment, and the declinein
unionization rates have been occurring gradudly over time and were not isolated to the early

1980s.%

Vroman was unable to explore the effects of changesin state Ul program digibility rules,
but he points out that the timing of many of these changes coincides with the timing of the reduction
in recipiency rates. Using data from supplements to the CPSin 1989 and 1990, he found that the
most common reason that unemployed job losers did not apply for benefits was that they thought
they were not digible. Changesin Ul program rulesin the early 1980s and the gradud shift of the
unemployed to areas where less is known about the Ul program may have affected thisrate.
Conggtent with this supposition, Corson and Nicholson (1988) found that changesin Ul program
eigibility rules were responsible for 40 percent of the decline in recipiency rates from 1980 to

1982.7

The disparate research findings suggest that severd factors may be a work: the shift
toward states with low Ul take-up rates among the digible population, the declinesin unionization
and manufacturing, and changes in gate digibility rulesin the early 1980s. However, it is difficult to

quantify the share that each factor is respongble for.

%\/roman (1998) concludesthat shiftsin thelabor forceto geographic areaswith low recipiency rates
can explain part of the gradua declinein recipiency, but further research needs to be done to understand

why those areas have higoricaly had low recipiency rates.
2’Blank and Card (1991) attribute very little of the decline to these changes.
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In conclusion, dthough consensus does not exist among researchers, severd labor market
and Ul program factors can explain part of the decline in Ul recipiency rates over the past severd
decades. Thelabor market trends that may be responsible for some of this decline do not appesar to
be reverang. Changesin Ul program requirements may be used to reverse some portion of the
declinein recipiency rates, but researchers are not clear why recipiency rates vary dramaticaly
across sates. Understanding geographic differencesin recipiency rates is probably the most
important next step to addressing the declinein recipiency. Identifying the sources of changesin the
pool of unemployed workers who receive Ul benefits can help explain the patternsin average

benefit durations aswdll.

The Nature of Jobsand Job Separations.

Particularly during the 1990s, common public perceptions are that permanent job loss and
the percentage of dl jobs that are of “poor quality” have increased, while the prevaence of “lifetime
jobs’ has decreased. Some researchers focus on changes in the nature of job separations, such as
increased rates of permanent didocations or direct measures of time unemployed or of Ul benefits
collection (see, for example, Baumol and Wolff 1998; Butler and McDonad 1986; Farber 1998;
Kletzer 1998; Loungani and Trehan 1997; and Valletta 1996). Other researchers focus on changes
injobs, such as increases in nonstandard employment arrangements and declines in traditiona ones
(such as“lifetime’ jobs for workers with more than five years of tenure) (see, for example, Hal

1982; Levenson 1996; and Vroman 1998).
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The changing patterns of job loss and duration without work may be caused by
technologica change, increased variation in sectord shocks, changes in domestic demand, increased
international competition, or other reasons. Although researchers have not yet reached a consensus
about the sources of increased permanent didocation, a consensus is emerging that structura change
in the labor market is affecting the nature of both employment (by making it less secure) and
unemployment (by lengthening its duration). A greater number of permanent disocations would be
expected to affect measures of long-duration unemployment because of the lack of recdls and

workers potentid need to re-train.

Henry Farber has conducted a series of studies (1997a, 1997b, and 1998) that |ook at
long-term employment and job loss during the 1980s and the first half of the 1990s. He concludes
that the fraction of workers with long durations on their jobs fl substantidly after 1993, dthough
the ditribution of job durations remained relaively stable prior to then.?? Men, particularly the less
educated, were much less likdly to report having along-term job, whereas women were dightly
more likely. In addition, despite the sustained economic expansion, he finds that the overdl rate of

job loss increased during the 1990s; about 15 percent of workers were displaced during 1993,

2vdletta (1996) points out that average job duration is not the best measure of job security, since

workers may be less likely toinitiate job separationsin aclimate when employersaremorelikely toinitiate

permanent separations. Therefore, research should focus on whether the employer or employee initiates

the separation, and whether that separation is permanent or not. Specificdly, Vdlettafindsthat temporary

layoffs have become less common, and employers are increasingly likely to rely on permanent job

Separations.
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1994, and 1995. Thisincrease was larger among highly educated workers, particularly because the
position or shift was abolished, athough job loss was still more prevaent for lower-educated
workers (Farber 1997a; and Kletzer 1998). One mystery that arisesin Farber’ s research is that
didocated workers are consderably more likely to report during the 1990s that their didocation was
for “other” reasons besides plant closings, dack work, or abolished positions or shifts. Farber could
not explore the source for the increase in the prevaence of this “other” reason for didocation.
Neverthdess, the trend that a greater fraction of the unemployed are permanently separated from
their former employersis clearly an important potentid explanation for the observed increasein

average Ul durations.

In addition to potentialy increased rates of permanent job separation, employers seem to
be relying more on nonstandard employment relationships®® This pattern may likewise affect the Ul
system’ s ahility to provide adequate levels or durations of benefits. Both Levenson (1996) and
Vroman (1998) find that temporary employment has increased over the early 1990s (and earlier),
while part-time employment has not. Vroman andyzes the changes in use of severd types of
nongtandard employment relationships (both temporary and part-time work, as well as other types),
how growth in these types of relationships affects Ul recipiency rates, and how policymakers may
respond. By analyzing growth patterns, unemployment rates, and Ul recipiency rates for categories
of workers in these nonstandard arrangements, he concludes that the growth in these nonstandard

work arrangements cannot explain much of the declinein Ul recipiency ratesin the past severd

29A common potential explanation for this shift isthat firms are trying to avoid the quasi-fixed costs--

such as hedlth care benefits-associated with hiring new full-time permanent workers.
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decades.®*® Neverthdess, he points out ways that Ul program provisions may prevent some of these
workers from collecting benefits (even though they may meet monetary digibility sandards). For
example, he notes that the requirement that beneficiaries be available and willing to accept full-time
work limits the digibility of many part-time workers, who are interested only in obtaining new part-
timework. In addition, the disqudification of job leavers for the duration of their unemployment
spdl prohibits the collection of benefits by many workers with nonstandard work arrangements.
Changes in these provisions may increase Ul recipiency rates modestly. 3!

In conclusion, a consensus exigts that a greater fraction of the unemployed are permanently
separated from their former employers, dthough little consensus exists about the reasons for the shift
(Kletzer 1998). Asdiscussed earlier, permanent job loss has been found to be strongly associated
with increased Ul durations, but little research has focused on how the increased prevaence of
permanent job loss over time may affect aggregate levels of Ul participation or Ul durations and

how policymakers should respond. In addition, dthough the increase in some types of nonstandard

39The growth in part-time employment in the 1950s may explain part of the dedline during that time

period.

31Baumol and Wolff (1998) also discuss ways in which the Ul system may respond to theincreasein

unemployment durations as a result of technological change. They recommend that the Ul system be

expanded to 39 weeksinstead of the“regular” 26 weeks, that Ul replacement rates be increased, and that

the government concentrate efforts on retraining workers to address their lack of technologicd skills.

However, Baumol and Wolff do not conduct an andysisof the budgetary implications of these suggestions.
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employment arrangements may limit the ability of some workersto collect Ul benfits, research has

not focused on the impact of growth in nonstandard arrangements on Ul durations.

3. How the Long-term Unemployed Support Themselves

Because Ul benefits are provided as time-limited resources to individuas and their families
to tide them over while they look for work, benefit levels are set in most states to replace
aoproximatdy half the earnings of daimants while they were employed. Thislevd isdesigned to
balance the need to provide afinancia cushion to workers so they can find a job that matches their
skillswith the need to ensure that workers look for employment while collecting Ul benfits. If
nothing esein the household changes, a daimant’ s household income will be lower while collecting
Ul than while the claimant was working. However, a clamant may be digible for other types of
benefits (such as other government transfer programs), and other household members may work

and earn more in response to the claimant’ s unemployment.

A review of findings from prior research suggeststhat rates of receipt for means-tested
cash benefits (such as welfare), means-tested in-kind benefits (such as food slamps), retirement
benefits (such as socid security and private pensions), and other benefits (such as workers
compensation) are quite low, both before and during Ul receipt (Smith and Vavrichek 1990;
Corson and Dynarski 1990; Corson and Nicholson 1982; and Corson et a. 1999). In generd,
rates of receipt during unemployment increased dightly, but it is clear that these sources of income

areinaufficient to replace the income lost through unemployment.
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Severd studies found little evidence that Ul cdlamants, and specificaly exhaustees, were
able to increase other family income rapidly in response to unemployment. Earnings from spouses or
unmarried partners were an important source of earnings for recipients with aworking spouse or
unmarried partner, and poverty status was highly corrdated with the absence of a gpouse’ sincome
(Corson et d. 1999; and Smith and Vavrichek 1990).32% Thereis no evidence that their

employment rates or earnings increased after unemployment (Corson et a. 1999).

In summary, areview of other sudies suggests that Ul keeps a substantia portion of
families from experiencing poverty-level incomes during the period of benefit collection. Other
transfer payments and retirement benefits are not sufficient to keep families above the poverty leve.
The earnings of the spouse or unmarried partner were an important and sizable source of family
income, but this source was available to less than hdf of recipients. The studies found no evidence

of increased employment rates or earnings of the spouse/partner during the unemployment spell.

B. CONCLUSIONS
This literature review provides a context for the present sudy of why Ul durations since

the 1990-1992 recession are longer than is typical when unemployment rates are at the recently

32About three-fifths of claimantsin the EUC study reported being married or living together unmarried,

and about two-fifths reported that they had a spouse or unmarried partner who worked.

33The percentage of claimants during the EUC period whose household incomes were below the
poverty line increased from about 12 percent before unemployment to 45 percent during benefit collection

(Corson et al. 1999).
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observed low levels. In summary, the reviewed research suggests there are four mgor determinants
of Ul durations. (1) the business cycle, (2) Ul program laws, (3) clamant characterigtics, and (4)
characterigtics of jobs and job separation. Since the current study is concerned with whether
average Ul duration islonger than would be expected after controlling for the business cycle, there
are three remaining determinants of interest to thisstudy. Firg, the literature review suggests how
the characterigtics of the Ul program play a strong role in the duration on Ul. Cross-sectional
differencesin program characteristics, such as average potentia duration or the average WBA,
explain some of the cross-sectiond differencesin duration. Second, the characteritics of clamants
may differ from those of clamantsin the past such that duration on Ul islonger. For example,
average duration may increase if dlamants are more likely to be lower-educated or femde than in
the past. Third, the nature of jobs and job separation may have changed such that durationis
longer. If workers who are entering unemployment--and the Ul system--have lost their jobs for
different reasons than in the pagt, then Ul duration may increase. For example, if plant closings,
company mergers, and downsizing have become increasingly common, workers may spend more

time before becoming reemployed.

In dl the studies reviewed, even those going back to the 1970s, recall status has been a
key factor affecting the duration of Ul (or unemployment, more generdly). The literature finds that
rates of job attachment during the 1990-1992 recession were lower than during prior recessions,
this pattern may be continuing during the economic upturn. Research also suggests that increased
use of dternative work arrangements may be changing the face of the labor market. Claimant

characteristics and Ul program characteristics may aso be responsible for increased Ul durationsin
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the 1990s. However, the review of the literature suggests that these are less likely candidates for
explaining the observed pattern, since some of the largest Ul program changes occurred well before
the recession of the early 1990s, and relatively few changes have occurred since then. Recent
changes in clamant characterigtics al'so have been rdaively smdl, suggesting that these may explain

only asmdl portion of the increase in average Ul duraionsin the 1990s.

A review of the literature dso suggests that Ul benefits are an important component in
keeping clamants households above the poverty line, but they are often not large enough to do so
without earnings from other household members. Income from government transfers, retirement

benefits, and other household members earnings do not sgnificantly increase in response to the

unemployment spell.
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TIME SERIESANALYSISOF AVERAGE Ul DURATION

The average duration of Ul benefits has remained unusudly high long after the end of the
recession of the early 1990s, compared to what would be expected given historica patterns® In
this chapter, aggregate time series data (primarily from Ul adminigrative records and from the
Bureau of |abor gatistics) are used to quantify thislonger duration and to examine possible reasons
for the trend. The examination begins with alook at the data on the nationd level. It then shiftsto a
date-level andyss because of the additiona details about labor market conditions and about
possible changes in state Ul laws that these disaggregated data provide. The generd finding is that
both the national and the state data support the conclusion that average duration of Ul benefits
during the period 1993-1996 was about 1.1 to 1.4 weeks higher than what might have been
expected given the overdl leve of unemployment that prevailed and hitorical experience. Such an
Increase represented about a nine percent increase in average duration on anationd basis. It
gppears that thisincrease can be attributed neither to changes in the digtribution of Ul clamants
among the states nor to changes in the provisions of state Ul laws. More likely, the results suggest

that thisincrease was caused primarily by changes in the nature of the unemployment being

*Throughout this chapter, published figures on the average duration of unemployment benefits are

used. These figures are caculated by dividing weeks of Ul benefits paid during a period by Ul first

payments during that period. Thus the figures are not the averages of individua clamants experiences.

For annua data, this method of caculaion may be farly representative of what microdata would show.

With quarterly or monthly data, however, problems raised by differences in the timing of the weeks paid

and first payments series may be more severe.  Such timing issues are discussed later in this chapter.
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experienced by Ul recipients-especidly the fact that the typica unemployed person experienced a
longer duration of unemployment than had been true at Smilar stages of the busness cyclein the
past. It isaso shown that other major labor market trends, most notably the genera declinein
manufacturing employment and the related decline in the prevaence of short-term layoffs, may help

to explain increased average Ul durations.

. NATIONAL ANALYSISUSING ANNUAL DATA

Figure I1.1 reports nationa data on average Ul durations over the period 1978-1996,
which clearly shows that average durations seem to have been higher in the mid-1990s than during
other periods of economic recovery.®3¢ Whereas these durations had consistently been around 13
weeks during yearsin which the economy operated at high levels of activity, in the period 1993

1996 average durations were at least 14 weeks in every year, and sometimes higher.

This gpparent increase during the 1990s can be clarified further with smpleregresson andyss
to control for the tota unemployment rate (TUR) that prevailed at the time. Labeled “Modd 17 in
Figure 11.1, these results forecast vaues of the average Ul duration varigble. (The specific regression
equation underlying this forecast is reported in Table 11.1, Equation 1.) These forecast vaues again

clearly show the discrepancy of themid 1990s. whereas forecasts based on the TUR track average

%The datafor Figure I1.1 are shown in Appendix Table A.1.

%1t is possible to use a much longer time period for these nationa data, but this shorter period was

chosen 0 that the results would be directly comparable to the tate results, which are congtrained by the
absence of unemployment rate data prior to 1978. An andysis of longer time periods using the nationd
data suggests that the findings for the 1993-1996 period would be little changed if such a longer period
were used.
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Ul duration fairly well through 1990, actud duration consistently exceeds forecast duration after that
date. What is gtriking about the figure is the consstency of this discrepancy. Whereas prior to 1990
the forecast errors seem somewhat random (abeit with what gppear to be substantid runs of positive
and negative errors), the post-1990 forecast errors are consstently positive and dl of about the same

meagnitude. This difference of abit more than one week providesavisua hint that something may



FIGURE 1.1 ACTUAL AND PREDICTED AVERAGE Ul DURATIONS 1978-1996
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TABLEII.1

NATIONAL REGRESSIONS, 1978-1996°

Independent Variable Equationl  Equation2  Equation3  Equation4  Equation5 Equation 6

Total Unemployment 0.789*** 0.548*** 0.521** 0.175 0.720*** 0.562*

Rate, (0.121) (0.159) (0.258) (0.346) (0.176) (0.330)

Civilians 16 or Older

Dummy Variable, =1 for ~ 1.436*** 0.671 0.904** 0.663 1.200*** 0.889

Years (0.369) (0.500) (0.497) (0.507) (0.360) (0.560)

1993-1996

Duration of 0.170** 0.130

Unemployment, in (0.081) (0.091)

Weeks

Proportion of Total 170912 184.169 154.466

Employmentin (84.026) (81.343) (100.897)

Construction

Proportion of Total 12.958 6.615 13.508

Employment in (9.658) (11.442) (14.223)

Manufacturing

Proportion of Total 113.365 120.731 19977

Employment (12.843) (13.380) (15.917)

Who Are Females

Average Potential

Duration for 11,779 10.802

Regular (0.800) (0.887)

Unemployment

Benefits, in Weeks

Ratio of Average Ul 10.650 3.261

Benefit to (35.004) (33911

Average Weekly

Wage

Ratio of Insured 2075 1957

Unemployment (4.186) (4.533)

Rate to Total

Unemployment Rate

Constant 9.078*** 8.310*** 21.612*** 23.885%** 47.656*** 36.320*
(0.858) (0.863) (6.811) (6.740) (18.957) (20.586)

36



Independent Variable Equationl  Equation2  Equation3  Equation4  Equation5 Equation 6
R-squared 0.743 0.801 0.815 0.829 0.820 0.877
Standard Error 0.622 0.566 0.498 0.479 0577 0.545

F 23.114*** 20.087*** 16.862*** 15.532*** 11.883*** 8.900* **
Durbin-Watson 1675 1690 2418 2.392 2.368 2583

#The dependent variable, average Ul duration, has amean of 14.72.

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Gignificantly different from zero at the .01 level, two-tailed test.
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have changed a some point just after the recesson of the early 1990s (which officidly ended early in

1991).

To examine whether this 1+ week difference was robust to dternative forecasting methods, a large
number of nationd-level regressonson average Ul duration were run that sought to control for factorsthat
prior research had indicated might be important determinants of aggregate Ul durations. In addition to the
genera measure of labor market strength (the TUR), thesefactorswere grouped into two mgjor categories:
(1) variables that sought to characterize the unemployed population, and (2) variables that measure
characterigtics of the state and federd unemployment compensation system. In thefirst category, included
measures condsted of the industrid compaosition of employment (because, for example, the decline in
manufacturing employment may have reduced the incidence of short-term layoffs and increased average
Ul durations); the demographic composition of the unemployed (because increasing representation of
women among the unemployed may have increased Ul durations); and various measures of the duration
of unemployment itself (because of the close connection that prior research has established between Ul
duration and unemployment duration). For the possible influence of Ul policy, variables such as the
average potentia duration for which workers could collect Ul benefits (which prior research has shown
to increase actual Ul durations), the Ul wage-replacement ratio (which has also been shown to increase
Ul durations), and the ratio of the IUR to the TUR (a measure of the Ul recipiency rate for which there
were no strong prior beliefs about how the observed decline in this variable should have affected average

Ul durations) were used.
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Table 11.1 reports salected results.®” The anaysisfocused particularly on whether the equations could
explantherdatively highlevelsof average duration in the 1993-1996 period--that is, could other nationd -
level variables reduce the estimated extent to which Ul durations in the mid-1990s exceeded historical
levels? Two conclusions are readily apparent in these results. Firgt, the 1+ week discrepancy is robust
to incluson of variables representing characteristics of the Ul system (such as the wage replacement rate
or potentia duration) or variables representing the industria or demographic composition of the
employment (such as the percentage of employees in manufacturing and construction).®® Most of these
variablesaso had estimated effects on average duration that were not statistically sgnificant, in many cases
because the variables themse ves were highly corrdated, making the estimation of independent influences
very difficult with this sort of aggregated data.

The second mgor conclusion that can be drawn from the regresson equationsin Table 1.1 isthat one
nationd-leve variable--the measured average duration of unemployment--did have an important effect
on the estimates. Whenever this variable was included in the regressions, the 1993-1996 discrepancy
became satisticaly insignificant.®® In Figure 11.1, the line labeled “Modd 2’ uses both the TUR and

average unemployment duration to forecast average Ul duration. Here the forecaststrack actua average

v ariable definitions, means, and standard deviations are shown in Appendix Table A.2.

%The conclusion that the percent of workersin manufacturing has “ no effect” on average Ul duration
did not hold up in the monthly andysis, which indicated that there may be some connection between the

decline in manufacturing employment and increasing Ul duration. See Sections C and D of this chepter.

¥The estimated increase in average Ul duration in the 1993-1996 period, athough “not satidticaly
different from zero” remained relatively large--approximately two-thirds of a week. See Table I1.1,

Equations 2 and 4.
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Ul duration fairly well even into the mid-1990s. Although this result is not surprisng (for many of the
unemployed, the duration of unemployment and the duration of Ul benefits are probably identical), it does
suggest strongly that the observed changesin average Ul durations are probably being causedin large part
by changes in the duration of unemployment itself. Thisfact, inturn, suggeststhat changesin the nature of
unemployment itsdlf (such as the changing relative importance of didocated workers or of workers on
short-term layoff) may be the ultimate cause of changing average Ul duration. The high degree of

correlation among the annud data series makes a precise estimation of such effectsimpossble, however.

B. NATIONAL ANALYSISOF QUARTERLY DATA

A quarterly andlyss alows us to gain further ingghts into the time series behavior of average Ul
duration by examining its seasond variability and by exploring severd macroeconomic indicators thet are
available on aquarterly basis. TableI1.2 provides asummary of the findings, which closdy mirror those
givenin Table I1.1. Equation 1 shows that when the TUR is used as a cyclicd indicator, average Ul
duration was approximately 1.3 weeks higher in the 1993-1996 period than would be expected given

historical patterns.®® The analysis explored whether each year in the 1993-1996 period needed to be

“Equation 1 (and dl theother equationsin Tablel1.2) included quarterly dummy variablesthat indicate
that average duration is highly seasond--average duration in the second quarter of the year is about 3.4
weeks higher than during other quarters. Thisfinding probably representsdifferentid seasond timing inthe
two components of the average Ul duration measure--weeks compensated during the second quarter, in
part, represent first payments that are made early in the year, wheress firgt payments during the second
quarter are usudly a seasondly low levels. In the next section, it is shown that the monthly figures on

average duration are affected even more sgnificantly by such timing factors,
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separatdy estimated, but the hypothess that dl the effects in the years were identical could not be
rejected.** Hence, the rest of the nationa estimates focused only on the average increase over the 1993-
1996 period.

Equations 2 and 3 are representative of the estimates made with aternative measures of the business
cyde (represented here by the rate of capacity utilization and the red gross domestic product [GDP)|

growth rate to explain changes in average Ul durations). None of the other cyclica

“The year-specific effects were 1.27 weeks (1993), 1.57 weeks (1994), 1.05 weeks (1995), and

1.49 weeks (1996).
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TABLEII.2

NATIONAL QUARTERLY RESULTS
(DEPENDENT VARIABLE: AVERAGE Ul DURATION)

Independent Variable Equation Equation Equation Equation Equation Equation
1 2 3 4 5 6
Total Unemployment Rate 0.743 -- -- 0.745 0436 -0.041
* k% * k% * k% (0172
(0.083 (0.088 (0117 )
) )
Rate of Capacity Utilization -- - -- -- -- -
0.260
* k%
(0.031
)
Real Gross Domestic Product - - 0.140 - - -
Growth * k%
(0.037
)
1993-1996 Dummy Varigble 1.346 1.069 0.802 1391 0.326 0314
* k% * k% * * k% (0403 (0334
(0.295 (0.296 (0434 (0450 ) )
) ) ) )
Ratio of Insured Unemployment -- -- -- 0.222 -- -
Rate to Total Unemployment (1144
Rate )
Average Duration of -- -- -- -- 0.206 -
Unemployment (Weeks) *k
(0.059
)
Percent Unemployed Over 27 -- -- -- -- -- 2.386
Weeks * % %
(0474
)
Constant 9.143 35.381 13.859 9.014 8378 12.147
* k% * k% * k% * k% * k% *k*k
(0.605 (2.500 (0.295 (0.891 (0612 (0.805
) ) ) ) ) )
R-sguared 0.749 0.738 0.604 0.751 0.777 0.801
Standard Error 1.058 1.080 1352 1.099 1.001 0.947
F 58.42* 55.20* 28.42* 44.18* 56.39* 65.02

* %

* %

* %

* %

* %

* %
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NoTE: All equations also contained quarterly dummy variables. Data are from 1971 through 1996. The mean Ul
duration is 15.2 weeks. Standard errors arein parentheses below the coefficient estimates.

* Significantly different from zero at the .10 level, two-tailed test.

** Significantly different from zero at the .05 level, two-tailed test.
*** Ggnificantly different from zero at the .01 level, two-tailed test.
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indicatorsfit the dataaswell asdid the TUR, as shown by the lower R-squared. However, some affected
the estimated 1993-1996 increasein average Ul duration--asisthe casein Equation 3.2 Further research
(not reported) could detect no explicit pattern in the relationship between the cyclical measures used and
the estimated mid-1990s increase in average Ul durations. Therefore, it was concluded that the TUR is

the best cyclicd indicator for usein investigations of thistype.

Equations 4 through 6 examined various labor market measures that might explain the observed
increase in the average Ul duration. Asin Tablell.1, the Ul recipiency rate (as measured by theratio of
the IUR to the TUR) had a positive but indgnificant effect on average Ul duration, and theinclusion of this
variable did not affect the coefficient of the 1993-1996 dummy. On the other hand, once any indicator of
the duration of unemployment was included in the equations (average duration in Equation 5 and the
percent unemployed over 27 weeks in Equation 6), the coefficient of the 1993-1996 dummy became
datidicdly inggnificant and one week smdler (0.3 week, compared to 1.3 weeks). This confirms the
conclusion from the annua data that changes in average Ul duration are being driven by changes in

unemployment duration.

C. NATIONAL ANALYS SOF MONTHLY DATA
Although many of the cyclica indicatorsused for the quarterly analysisare not available on amonthly basis,
a variety of monthly analyses were conducted using the set of labor market variables that are available.

Table 11.3 presents a sdlection of the results. These are quditatively smilar to the

“2Indudion of al three cydlica variables gave an estimated coefficient for the 1993-1996 dummy of

1.2 weeks.



TABLEIIL3

NATIONAL MONTHLY RESULTS
(DEPENDENT VARIABLE: AVERAGE Ul DURATION)

Independent Variable Equationl Equation2  Equation3  Equation4  Equation5  Equation 6
Total Unemployment 0.737 0422 0.286 0.849 0.742 0.264
Rme * k% * k% * k% * k% * %% * %%
(0.055 (0.077 (0.078 (0.119 (0.057 (0.086
) ) ) ) ) )
1993-1996 Dummy 1341 0.287 0.037 1331 1.289 0.067
Variable *kx (0.264 (0.249 *hx il (0.325
(0.195 ) ) (0.195 (0.298 )
) ) )
Average Duration of - 0.213 - - - 0.338
Unemployment (Weeks) *kx *Ex
(0.038 (0.048
) )
Percent Unemployed - -- 17.908 - - -
Over 27 Weeks *hx
(2.391
)
Ratio of Insured — — — — 0.058 3764
Unemployment Rate to (0.736 *Ex
Total Unemployment ) (0.859
Rate )
Percent of Unemployed - -- - -43.817 - -
on Layoff (41.357
)
Constant 8.087 7.288 8.6 7.773 8.000 4744
* k% * k% * k% * k% * %% * %%
(0.442 (0.445 (0414 (0532 (0.612 (0.730
) ) ) ) ) )
R-squared 0.817 0.835 0.846 0.818 0.816 0.845
Standard Error 1.209 1152 1110 1.208 1233 1136
F 102.65* 107.24* 116.95* 95.43* 85.41* 97.30*
* % * % * % * % * % * %
NOTE: All equations also contained 11 monthly dummy variables. Dataarefrom 1971 through 1996. The mean Ul

duration is 15.2 weeks. Standard errors arein parentheses below the coefficient estimates.
* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Ggnificantly different from zero at the .01 level, two-tailed test.
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annua and quarterly results described earlier.® Regressions that contain only the TUR as a cydlica
indicator imply that Ul durations averaged more than aweek longer in the 1993-1996 period (Equations
1, 4,and5). That differentid iseliminated by any inclusion of variables measuring underlying unemployment
durations (Equations 2, 3, and 6). However, incluson of the layoff rate (which was expected to have a

negdtive effect on average Ul duration) did not adequately control for changesin unemployment durations.

FHndly, Equation 6 illustrates a potentidly important relationship between the average duration of
unemployment and the rate of Ul recipiency (here, the ratio of the IUR to the TUR). Inclusion of the
IUR/TUR ratio increased the estimated effect of unemployment durations (compare Equations 2 and 6).
The coefficient in Equation 6 is large enough 0 that the increase in average unemployment durationinthe

1993-1996 period generated a bigger rise in average Ul duraions than was observed in the data*

“SAll of the equations reported in Table 11.3 dso controlled for the large month-to-month variaion in
the measured Ul duraion. The large monthly varigbility in the average Ul duration figure arises from how
itiscaculated--astheratio of two flowswith mgor and differing monthly patterns. For example, measured
Ul durations are about three weeks below average in January (when Ul first payments peak) and four
weeks above average in the March-to-June period (when first payments are at low levels). Hence,
congderable care must be taken to control for seasondity when seeking to discern trends in the monthly

average Ul duration data.

#“Controlling for other factors, unemployment duration was about 4.5 weekslonger inthe 1993-1996

period than would have been expected given the TUR. According to Equation 6, this change would have
(continued...)
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However, some of this potentid increase was mitigated by a decline in the recipiency rate. These
recipiency rates have falen during the 1993-1996 period, compared to historica levels, and therefore

cannot explain the increase in average Ul durations.

44(...continued)
generated about a 1.5-week increase in the average Ul duration. On the other hand, the observed 10

percent decline in Ul recipiency (from 0.437 in the period 1978 to 1992 to 0.396 in the period 1993 to

1996) would have tended to reduce Ul duration by about 0.4 week.
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D. STATE ANALYSISOF ANNUAL DATA

State-level data on Ul durations was used to address three generad questions that could not be
addressed with the nationd data. First, these datawere used to examine whether the nationdl trends could
be explained smply by changesin the composition of Ul caseloads acrossthe states. Next, it was asked
whether the annua data that are available on some of the characteristics of sate Ul systems could help
explan sate-gpecific changesin Ul duration. Findly, detailled monthly detaat the state level were used to
seewhether thelargeincreasein observations provided by such detailed datacould add further ingghtsinto

possible changes in the determinants of Ul durations.®

Asafirg sep in the andyss of date-level data on average Ul durations, it was whether the nationa
increasein average Ul duration can be explained smply by the shifting composition of Ul case oadsamong
the states. Because average Ul duration tendsto have substantid and lasting differences among the states,
amd| changesintherdative szesof gates Ul programs could have had animportant effect on the nationd
data® Table 1.4 reports on national average Ul duration using two different weighting schemes for

aggregating across the states: (1) weights based on Ul first payments during the 1978-1980 period, and

“Unlike the nationa data, no data on the state level are available on a quarterly, but not a monthly,

bass. Hence, aseparate andysis of quarterly data at the state level was not undertaken.

46/l abama, Georgia, and Virginia had the lowest levels of average Ul duration during the sample
period (about 10 weeks), whereas other states (for example, Massachusetts, New Jersey, and
Pennsylvania) had average levels above 16 weeks. The Digtrict of Columbiahad an average Ul duration

of greater than 19 weeks during the sample period.
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(2) weights based on Ul first payments during the 1994-1996 period.*’” Thetableillustratesthese datafor
two comparison yearswith roughly smilar labor market conditions: 1978 and 1996. Overdl, theweighting
schemes madelittledifference. Weighted nationd average Ul duration was about 13.2 weeksin 1978 and

about 14.8 weeksin

4"Weighting schemes based on three-year averages in first payments were chosen to reduce the

influencesin year-to-year variationsin sates first payments figures.
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TABLEI1.4

NATIONAL AVERAGE Ul DURATION USING DIFFERENT STATE WEIGHTS

Weights Using Fird Paymentsin

Year 1978-1980 1994-1996
1978 13.20 weeks 13.17 weeks
1996 14.74 weeks 14.92 weeks
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1996, regardless of which weights were used. Use of other years and weighting schemes produced
essentidly the sameresults. Hence, it was concluded that the nationa increasein average Ul duration was

not being caused in any sgnificant way by shifts in the compaosition of the Ul casdoad among the states.

A primary advantage of the date-level dataisthat they permit amore detailed investigation of whether
changes in the provisons of state Ul laws are responsble for changing Ul durations. The principa
shortcoming of these data, however, is that state-level information on the economic and demographic
characterigtics of the unemployed is not as rich as information avalable a the nationd level. Especidly
important, given theresultsfrom the nationd-level andlys's, isthe absence of sate-level dataon theduration
of unemployment. This omisson means that the results reported here should be viewed mainly as

suggestive, since they have not controlled for an important determinant of average duration.

Table I1.5 reports on a series of pooled regressions for 51 Ul jurisdictions over the period 1978-
1996.%4° These regressions used average Ul duration as the dependent variable, and, because of the
substantial cross-dtate differencesinthelevesof that variable, most of the equations were estimated using

the “fixed-effects’ estimation procedure™® By controlling for state-specific determinants of average Ul

“8That is, 50 states plus the Didtrict of Columbia.

Vv ariable definitions, means, and standard deviations are shown in Appendix Table A.5.

This procedure amounts to including a time-invariant dummy vaiable for each State in the
regressons. Similar results were obtained by using ordinary least squares and by using the “random-

effects’ method for estimating pooled regressions (Greene 1993).
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duration, this procedure should provide better estimates of how variations in economic conditions and in

Ul policy variables across the states affect average Ul duration.
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TABLEIILS

POOLED REGRESSIONS, 51 Ul JURISDICTIONS, 1978-1996*

Independent

Variadle Equation 1 Equation 2 Equation 3 Equation 4 Equation 5
Total 0.691*** 0.664*** 0.671*** 0.595*** 0.691***
Unemployment (0.022) (0.022) (0.022) (0.024) (0.022)
Rate, Civilians 16

or Older

Dummy Variable, 1.247%** 1.155*** 1.294*** 1.168*** 1.146***
=1 for Years 1993 (0.089) (0.087) (0.088) (0.087) (0.089)
1996

Average Potential

Duration for 0.122*** 0.107*** 0.122***

Regular (0.031) (0.030) (0.030)

Unemployment
Benefits, in Weeks

Ratio of Average 8.521*** 5.975%** 6.570***

Ul Benefit to (1.448) (1.462) (1.430)

Average Weekly

Wage

Ratio of Insured

Unemployment 3.393*** 3.604***

Rateto Total (0.499) (0.488)

Unemployment

Rate

Dummy Variable

for Yearsin Which 0.509***

FSCor EUC (0.075)

Benefits Were

Available

Constant 9.081***
(0.330)

R-squared 0.843 0.851 0.858 0.865 0.843

Standard Error 1.001 1.064 1.039 1014 1.063

F 4914*** 1737%** 1379*** 1166***

NOTE: Equations 1 through 4 were estimated using fixed effects; Equation 5 was estimated using random effects.

aThe dependent variable, average Ul duration, has a mean of 13.82.

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
**x Ggnificantly different from zero at the .01 level, two-tailed test.
Ul = unemployment insurance.
FSC = Federal Supplemental Compensation.
EUC = Emergency Unemployment Compensation.
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The most basic regression (Equation 1) used only the state TUR asasingleindependent varidble. This
equation yielded results smilar to the nationa estimates presented in the previous section. Overdl, the
equation suggests thet, during the 1993-1996 period, the average state Ul duration was about 1.1 weeks
above what might have been expected based on the strength of state labor markets. The equation adso
implies that each 1 percentage point increase in the TUR resulted in an extraaverage Ul duration of about

0.7 week--again afigure close to the nationd estimate (0.8).

Three aspects of state Ul systems were found to have significant effects on average Ul duration
(Equations 2 through 4). The average potentid duration (that is, the average length of regular
unemployment benefitsfor which damants are digible) was estimated to have asgnificant positiveimpact
on actud duration. Each one-week increase in average potential duration was estimated to increase the
average Ul duration by about 0.1 week--afigure closeto estimates of the disincentive effects of additiona
potential duration found in many other studies (Woodbury and Rubin 1997). Similarly, generosity of a
state’ sUI WBA (asmeasured by theratio of the WBA to the average weekly wagein the state) wasfound
to have asgnificant pogtive effect on average duration. Congstent with the estimates from other research
(reviewed in Decker 1997), a 10 percentage point increase in this measure of generosity was estimated
to increase average duration by between 0.6 and 0.9 week. Findly, the Ul recipiency rate was found to
have asmdl but sgnificant pogtive effect on average duration--each 10 percentage point increase in this
rate (again, as measured by the ratio of the IUR to the TUR) was associated with anincrease in average

Ul duration of about 0.3 week.



Whether extended-benefits policy at the federd level had any effect on states average Ul duration
wasexamined. Thiswasdone by looking at periods during which first paymentswere made under thetwo
emergency programs: (1) the FSC program in the early 1980s, and (2) the EUC program in the 1990s.>*
Asshown in Table 11.5, Equation 4, results for this specification suggested that, other things being equd,
avalability of such emergency extensions increased average duration under regular Ul programs by a

gatigticaly sgnificant half week.

As Table 11.5 shows, incluson of al these Ul-rdated varigbles had little effect on estimates of the
increase in average Ul duration in the 1993-1996 period. For the average potentia duration and wage
replacement variables, theexplanationissmple: onaverage, neither variable exhibited any change (relative
to its past vaues) during the 1993-1996 period. Hence, dthough these variables do affect average
durations in generd, they cannot explain the recent changes. Similarly, taking into account the avallability
of emergency extended benefits had little effect, because such benefits were paid only for asmal portion

of this period.

Ul recipiency rates were estimated to be about four percentage points lower during the 1993-1996
period than might have been predicted on the basis of hitorical experience and the strength of loca |abor
markets. According to these estimates, thisfact actualy reduced average Ul durations by about 0.1 week
from what they would have been had recipiency rates remained unchanged. Hence, as in the nationd

estimates, thisfactor dso cannot explain increasing average durations.

*1Periods when first payments were made under the regular EB program were also examined, but,

because the data series on EB contained many missing values, these results are not reported here.

55



Table 11.6 looks at the experiences of each state separately. The table reports the average Ul
duration for each state in 1996, together with two estimates of the extent to which the average duration in
1993-1996 exceeded higtorical levels. Each specification dlowed each stateto have adifferent coefficient
for the 1993-1996 dummy variable. Thefirg such estimate (referred to as“Common Slope’ inthetable)
imposed the restriction that each state share the same dope coefficient for the TUR, whereas the second

edimate (“Different Sopes’) dlowed the coefficients for the
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TABLEII.6

AVERAGE Ul DURATION AND THE CHANGE IN AVERAGE DURATION,

BY STATE
Average Duration 1993-1996 Changein Average 1993-1996 Changein Average

State in 1996 Duration “Common Slope” Duration “ Different Slopes’
Alabama 105 0.61 10.39
Alaska 152 0.39 0.20
Arizona 145 1.23** 1.32%*
Arkansas 121 1.79** 1.37**
Cdifornia 16.9 0.81 0.60
Colorado 124 1.35%* 1.47%*
Connecticut 159 3.42+* 3.11**
Delaware 16.9 2.43** 2.09**
District of Columbia 19.2 1048 1045
Florida 143 1.93** 1.92**
Georgia 9.6 0.55 047
Hawalii 177 2.64** 2.69**
Idaho 12 0.71 0.92
[llinois 171 0.99 0.93
Indiana 112 1.43** 1.22%*
lowa 125 0.38 0.01
Kansas 137 042 0.36
Kentucky 122 104 10.35
Louisiana 149 0.00 0.10
Maine 142 043 043
Maryland 157 1.89** 1.88**
Massachusetts 16.3 0.85 0.85
Michigan 113 0.72 041
Minnesota 143 0.76 064

M i ssissippi 138 2.17** 1.62**
Missouri 134 1.85%* 1.652%*
Montana 14 1.57** 108
Nebraska 118 0.46 057
Nevada 139 0.69 0.68
New Hampshire 9.8 2.22%* 2.12%*
New Jersey 174 1.15** 1.20**
New Mexico 164 0.83 0.74
New Y ork 192 1.10%* 1.10**
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Average Duration

1993-1996 Changein Average

1993-1996 Changein Average

State in 1996 Duration “Common Slope” Duration “Different Slopes’
North Carolina 9.6 1.17%* 1.08**
North Dakota 123 10.67 10.36
Ohio 136 1.42%* 1.55**
Oklahoma 127 1.21** 1.33**
Oregon 153 2.53+* 2.28**
Pennsylvania 16.8 1.79** 1.93**
Rhode Island 157 1.44** 1.49**
South Carolina 111 0.78 0.67
South Dakota 109 0.06 0.26
Tennessee 121 0.85 0.86
Texas 158 1.86** 1.92%*
Utah 109 0.17 0.62
Vermont 144 1.47%* 1.62**
Virginia 104 1.65*%* 1.88**
Washington 187 3.66** 3.55**
West Virginia 14.8 1.09%* 1.27%*
Wisconsin 119 044 034
Wyoming 14.1 0.64 0.99**

** Sjgnificantly different from zero at the .05 level, two-tailed test.
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TUR to vary among the states.>® These two estimates are consistent with each other and suggest that,
dthough many states experienced large increases in average Ul duration during the mid-1990s, these
increases varied sgnificantly in sze. For example, 10 sates-Connecticut, Delaware, FHorida, Hawaii,
Maryland, New Hampshire, Oregon, Pennsylvania, Texas, and Washington--experienced increases of
about 1.8 weeks or higher under both estimating procedures® The monthly data were examined to

understand the reasons for these large state differences.

E. STATEANALYSSOF MONTHLY DATA

Monthly data on Ul durations at the state level offer both advantages and disadvantages for analysis.
Advantages include the large increase in observations because of the use of the monthly data, the ability
to examine seasona patterns at the state level, and the possibility of looking a important subgroups of
states.> The primary disadvantage of the monthly dataisthat the number of variablesreadily available on
suchabassislimited. Most important, no monthly data.on unemployment durationsexist a the sateleve,
S0 many of the analytic results reported at the national level cannot be duplicated here. Instead, monthly
data were used primarily to identify states that appear to have had especialy noteworthy trendsin average

Ul duration during the 1993-1997 period.> Theexpansion of obsarvations provided by the use of monthly

%2Mirroring the constrained estimates, most state dopes fdll in the 0.5-1.0 range.

3These gates were dso estimated to have such increases even after controlling for levels of the four

Ul-related policy variables described in the text.

*4The basic data set contains monthly data on 51 Ul jurisdictions for the 216-month period 1980 to

1997--atotal of more than 11,000 observations.

%For thisanays's, the data set was extended to include 1997 because datafor that year are available
(continued...)
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data dso provided the opportunity to measure some of the effects more precisdy than was possible with

the more aggregated data.

Table I1.7 reports descriptive regress ons on the monthly data. Other than the TUR and various dummy
variables (induding the “fixed effects’ used in dl of the equations), the only other variablesfor which results
are reported are those measuring the percentages of employment in each state that arein the congtruction
and manufacturing industries>® Findingsfor these variables provided some additiond insights not available

in the more aggregated estimates.

Overdl, many of the equationsin Table I1.7 closely mirror those reported sewhere. Whenever only
the TUR was controlled for, average Ul durations were estimated to be about one week higher in the
1993-1997 period than might have been expected (Equation 1). That result tended to persst when the
monthly equations were estimated on 12-month moving averages of the underlying data (Equation 4) and
in equations that dlowed the change in Ul duration to vary by state (see Equation 5 and the discussion of

Table1.8 that follows).5"%8

%5(...continued)
for dl the variables desired.

%6 Fixed-effects’ modds include dummy variables for each cross-section entity (here, sates).

>"The weighted average of the state-specific effects from Equation 5 in Table 1.7 was 1.04 weeks

when average first payments during 1993-1997 were used as weights.

*The moving average regressions fit the data much better than did the other regressions. (The

standard error in Equation 1is2.5 timesthat in Equation 4.) Even though dl of the equationsin Tablel1.7
(continued...)
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Addition of the industrial composition data to the monthly regressions had a mgor effect on the
estimates of the coefficient for the 1993-1997 dummy variable. Theinclusion of these variables reduced
the estimated increase in average Ul duration in 1993-1997 by approximately haf (Equation 2). An
andyss of the trends in the industrid composition of employment suggests that the reduction in the

coeffident for the 1993-1997 dummy variable occurred admost completely from incluson of

%8(...continued)
controlled for the average monthly variation in Ul durations across the states, state-gpecific factors tended

to make the Ul duration measure volatile on a month-by-month basis.
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TABLEIIL.7

MONTHLY RESULTSFOR ALL STATES

Dependent Variable: Average Ul Duration

12-Month Moving Average

Independent Variable Equation 1 Equation 2 Equation 3 Equation 4 Equation 5

Total Unemployment Rate 0.629*** 0.642*** 0.664*** 0.699*** 0.683***
(0.015) (0.018) (0.028) (0.006) (0.006)

1993-1997 Dummy Varigble 1.009*** 0.483*** — 0.998*** —
(0.057) (0.068) (0.022)

Percentage Employed in — -37.766*** -52.810*** — —

Construction (3.961) (6.426)

Percentage Employed in — -15.724*** -20.558*** — —

Manufacturing 1.722) (2.931)

State Fixed Effects Yes Yes Yes Yes Yes

State-Specific Dummy Variables No No Yes No Yes

for 1993-1997

R-squared 0.640 0.669 0.677 0.874 0.896

Standard Error 2477 2.334 2.360 0.950 0.870

F 1,589*** 1,292%** 292x** 5,177*** 1,224***

NOTE: All equations also contained 11 monthly dummy variables. For Equation 1, data are from January 1980 to

December 1997, and the mean average Ul duration is 14.9 weeks. For Equations 2 and 3, data are from
January 1983 to December 1997, and the mean average Ul duration is 14.9 weeks. For Equations 4 and 5,
data are from December 1980 to December 1997, and the mean is 14.0 weeks. Standard errors are in
parentheses below the coefficient estimates.

* Significantly different from zero at the .10 level, two-tailed test.
** Significantly different from zero at the .05 level, two-tailed test.
*** Ggnificantly different from zero at the .01 level, two-tailed test.
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TABLEI1.8

ESTIMATED INCREASE IN AVERAGE Ul DURATION FOR 1993-1997

Average Ul Duration  Estimated Change
State 1980-1992 (Weeks)? for 1993-1997° Percentage Change®
Alabama 12.7 0.9 7.3
Alaska 16.1 0.7 4.4
Arizona 144 0.6 4.2
Arkansas 13.8 1.6 114
Cdifornia 16.4 0.5 3.0
Colorado 12.9 1.0 75
Connecticut 14.8 3.0 20.0
Delaware 15.7 2.2 13.8
Digtrict of Columbia 20.5 -0.3 -1.7
Horida 134 1.7 125
Georgia 10.9 0.2 2.2
Hawaii 14.1 2.2 155
Idaho 13.6 0.6 4.2
lllinois 18.6 12 6.2
Indiana 131 1.0 7.9
lowa 144 04 3.0
Kansas 14.7 0.2 14
Kentucky 16.2 -0.9 -54
Louisana 17.1 0.1 0.3
Maine 153 04 2.6
Maryland 16.0 1.2 7.6
M assachusetts 174 0.7 4.0
Michigan 16.1 0.3 18
Minnesota 16.6 0.6 3.7
Mississippi 13.9 2.1 15.1
Missouri 138 16 117
Montana 144 15 10.3

63



Average Ul Duration

Estimated Change

State 1980-1992 (Weeks)? for 1993-1997° Percentage Change®
Nebraska 129 0.2 16
Nevada 14.3 0.7 5.0
New Hampshire 10.9 2.3 21.0
New Jersey 16.8 11 6.4
New Mexico 16.7 0.6 3.6
New Y ork 19.2 0.9 4.8
North Carolina 10.4 1.2 115
North Dakota 15.2 -0.6 -4.2
Ohio 16.0 11 7.2
Oklahoma 138 14 10.4
Oregon 154 2.1 13.6
Pennsylvania 175 14 7.8
Rhode Isand 16.0 1.0 6.4
South Carolina 11.7 1.0 8.9
South Dakota 125 -0.1 -0.8
Tennessee 138 0.9 6.2
Texas 145 15 104
Utah 13.7 0.2 18
Vermont 152 14 9.5
Virginia 116 1.9 16.6
Washington 16.7 3.0 18.2
West Virginia 16.8 1.0 6.0
Wisconsin 15.0 0.5 3.2
Wyoming 152 -0.0 -0.3

aAverage of monthly measures.
*Taken from Table I1.7, Equation 5.

¢Equas (Column 3/Column 2) x 100.



the manufacturing varigble. Overdl there waslittle changein the fraction of employment in congtructionin
the 1993-1997 period compared to earlier periods. Hence, despite the relatively large coefficients
reported in Table 11.7, changesin congruction employment cannot explain recent changes in average Ul
durations. However, states experienced a reduction of about 2.7 percentage points in the fraction of
employment in manufacturing during the 1993-1997 period, compared to historica averages. According
to Equation 2, that trend increased average Ul durationby between 0.4 and 0.5 week, thereby explaining
the decline in the coefficient of the 1993-1997 dummy varigble. The manufacturing employment variable
in Equations 2 and 31is, in part, contralling for changing unemployment durations. Because manufacturing
unemployment tends to be heavily concentrated in short-term layoffs, adeclinein this employment--other
things being equal--lengthens U1 durations.>® To theextent that declining manufacturing employmentisalso
associated with increases in worker displacement, the trend can have an additiona impact on average Ul

durations.

To gain additiond indghts on the relationship between changes in manufacturing employment and Ul
duration, Table 11.8 repesats the state-specific focus of Table 1.6, this time usng monthly data. In order
to mitigate the extreme volatility present in the monthly data, the esimatesin Table 11.8 are taken from the
final moving average regresson in Table 11.7, Equation 5. The findings closdly mirror thosein Tablell.6,
athough they focus on the percentage changes during 1993-1997 as departures from the historical (1980

1992) average. Overdl six dtates exhibited increases in average Ul duration of more than 15 percent:

%t should be pointed out, however, that this pattern was not apparent in the nationa estimates, which
found the layoff rate itself to have little influence on Ul durations. Hence, the connection between

manufacturing employment and Ul duration may be more complex than this Smple example suggests.
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Connecticut, Hawali, Missssppi, New Hampshire, Virginia, and Washington. On the other hand, it was
estimated that five statesexhibited adeclinein average Ul duration: Digtrict of Columbia, Kentucky, North
Dakota, South Dakota, and Wyoming. Among the 10 largest states, the variation in average Ul durations
was somewhat smaler--the largest percentage increase wasin Florida (1.7 weeks or about 12.5 percent
of the state’ s pre-1992 average duration), whereas the smallest was in Michigan (0.3 week for a 1.8
percent increase). Some preliminary investigations of these state-specific changes suggest that they may
in part be explained by changes in the pattern of employment in the state--especidly by the declining
importance of manufacturing. Anindication of thispossibility isprovided by the Sate-gpecific estimatesfrom
the regresson that included the congtruction and manufacturing variables (Equation 3in Tablel1.7). They
show a quite different pattern than do the estimatesin Table 11.8. Most notably, the very large estimated
increases for Connecticut and Virginia are reduced to satistica inggnificance by the incluson of the
industrid composition variables, but those for the other large-increase dates are little affected. Similarly,
athough the largest estimated increase among the top 10 states was in Floridain the unadjusted data, the

increase in Florida becomes insignificant once industrial composition is controlled for.*°

The rationship between changesin manufacturing employment and changesin Ul duraionisillusrated
in Figure 11.2. For this figure, the estimated changes in Ul duration in each state during the 1993-1997
period (Table 11.8) are shown on the vertica axis, whereas estimated changes in the proportion of

®05ill, the most appropriate state-specific increasesin Ul duration for some policy purposes arethose
givenin Table 111.8, since these estimates reflect benefits that sates actudly pay (after adjusting for the

influence of the business cycle).
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employment in manufacturing during thet period are shown on the horizontal axis® Visudly there appears
to be some negaive dope to this rdaionship. A smple regresson fit to these

®1The industria composition variable has been adjusted so asto control for month and thelevel of the

TUR
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INSERT FIGURE 1.2 -Ul DURATION AND MANUFACTURING EMPLOY MENT, 1993-1997
HERE
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data yidded a dope coefficient of -23 (rdatively close to the coefficient on manufacturing employment in
Equation 3 of Table I1.7) with at-ratio of over 4. Clearly there is some relationship between these two
variables. The datafor Connecticut, for example, are gpparent in the top left quadrant of the figure. The
overdl dugering of the pointsin the figure is not tight, however, and some states with mgor declinesin
manufacturing employment have not experienced especidly large increases in Ul duration.®? Efforts to
probe these data further through a series of state-specific regression equations based on the monthly data
were largely unsuccessful as many of the coefficients that seemed quite stable in the pooled equations

proved to be highly erratic with this disaggregeation.

F. CONCLUSIONS
The analysis of the aggregate data therefore alows several conclusions to be drawn about changes in

average durations for unemployment insurance benefits during the 1990s.

CAverage durations of regular Ul benefits were between 1.1 and 1.4 weeks longer during the
1993-1996 period than might have been expected on the basis of historical data. This finding
takesinto account there atively strong labor market prevailing during these years (primarily by controlling

for thelevd of the TUR).

CTheincrease in average durations does not seem to be explained by changesin Ul policy at

either the state or the federal level. It was examined whether increases in average weekly benefits,

®2For example, both New Jersey and Rhode Iand had declinesin the proportion of employment in
manufacturing of about the same size as did Connecticut, but increasesin Ul duration in these states were

dightly below average (about 1.0 week).
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average potential duration, Ul recipiency rates, or the avalability of extended benefits could explain the
observed increase in Ul durations.  Although such features of state Ul programs as the level of thar
benefit or the potentia durationfor which individuas can collect have been found to affect Ul durations,
these features cannot explain the 1990s increase in average Ul duration because these factors did not,
in fact, change during the period. Similarly, athough availahility of extended Ul benefits has been found
in other studies to increase regular Ul durations, such benefits were not available during the mid-1990s

in large enough quantities to explain the increase in regular Ul durétions.

CAlthough attempts to use demographic and economic variables toexplain theincreasein Ul
durations at the national level were generally unsuccessful (in part because many of thetime
series move together), some evidence that suggested that the increase may be arising from
changesin the labor market itself was found. Specificdly, the duraion of unemployment itsdf hed
agtrong effect in explaining Ul durations. Once the increase in average unemployment duration during
the mid-1990s was controlled for, the estimate for the unexplained increasein Ul durations was reduced

sgnificantly.

CAnalysis of the state-level data suggested that there is an important connection between
lengthening Ul durations and declining manufacturing employment. The ranking of the Sates
by their estimated increases in Ul duration was sgnificantly affected when changes in the industria
composition of employment were controlled for, Providing a complete explanation of the connection

between these two trends, however, was beyond the limits of the available aggregate data.
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[Il.  ANALYSISOF DATA ON CLAIMANTS

Aggregate measures of Ul duration are based on the number of first payments and the total number of
weeks of Ul collected inatime period. Asdiscussed in Chapter |1, these aggregate measures may reflect
seasona patterns in the numerator or denominator but may not adequately relate to the individud
experiences of Ul clamants. Thus, examination of the experiences of individua clamants may providean
important complement to an analysisof theaggregatetrends. Together, thesetwo analytic approachesshed

light on the reasons for the change in average Ul durations in the 1990s.

The anadlyss of the clamant-level datais divided into five sections. Section A describes the data used
for thisandyss, highlighting some of its potentia shortcomingsfor thistype of andyss. Section B presents
the basic results for the gatisticd andyss of Ul durations using theindividud-leve datain a sate-specific
andysis. In Section C, these results are used to assess the quantitative sgnificance of various changesin
the compostion of Ul casdoadsin the states. Section D examines equationsthat pool the dataacrossthe
dates in an effort to better understand how labor market characteristics may have affected the outcomes.
Section E determines which industria groups experience the longest durations, and Section F reviews
researchthat examines how thelong-term unemployed support themsdves. Findly, Section G summarizes

the reaults.

A. DESCRIPTION OF THE DATA
Ul program adminidirative and survey data on nationaly representative random samples of clamants

over time would beided for analyzing changesin Ul durations. With these data, it would be possible to
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examine the determinantsof Ul clamants experiences and how changesin economic circumstances affect
such experiences.  Unfortunately, such a detailed microdata set is not available, so dternatives were

considered.

This project uses more limited data collected as part of two evaluations sponsored by the U.S.
Department of Labor (DOL) and conducted by Mathematica Policy Research, Inc.® Thefirst data s,
collected as part of the Unemployment I nsurance Exhaustee Study, contains random samples of clamants
in 20 stateswho collected a Ul first payment during aone-year period, from October 1987 to September
1988. These data are fairly representative of Ul experiences during periods of relatively hedthy labor
marketsinthe 1980s. The second dataset, collected as part of the Evaluation of Unemployment Insurance
Worker Profiling Initiatives, contains the population of claimants from seven states who collected first

payments between July 1995 and December 1996 (except for claimants who were not profiled under the

&3Data from another evaluation, the Evauation of the Emergency Unemployment Compensation Act,
aedso avalable. Thisdata set contains random samples of clamants from 16 states who collected first
payments between January 1991 and February 1994. However, these data were not included in the
andysis, for severd reasons. Firg, the primary analyss question is why the average Ul duration did not
return to alevd that istypica during hedthy economic times. A dataset on clamantsduring therecesson
islessuseful in addressing this question compared to the two data sets on cla mants during nonrecess onary
times. Second, some clamants did not collect regular Ul during the recession but collected EUC instead.
Since these clamants are not arandom subset of dl clamants during that period, estimates of average Ul
duration will be biased. Third, including the EUC dataiin the analyss would restrict the number of states

available for the andys's even further than what is reported here.
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worker profiling and reemployment services system). Again, these data are fairly representative of Ul

experiences during periods of relatively hedthy labor demand--in this case, during the mid-1990s.

Itispossibleto make only limited comparisons acrosstime periods using these data, for severa reasons.
Firgt, no survey data, for severd reasons, were avallable from the profiling sudy. (Adminigrative and
survey datawere avallable from the exhaustee sudy.) Thelack of profiling survey dataseverely limitsthe
ability to assess how clamants pre-Ul job characteristics and reasons for job separation have changed

over time.

Second, the sets of states that participated in the evauations differed. Mogt important, the seven dates
inthe profiling study were not sdected to be nationdly representative, so nationd estimatesof Ul durations
and claimant characteristics cannot be made. Instead, the states used to compare patterns over time are
limited to those states that participated in both evaluations® This retriction limits the ability to assess
nationd trends and to make conclusons that gpply to the nation in generd. Stll, it is believed that an
examinaion of the state-gpecific experiences that is possble with these data can offer indgghts about the

nationd trends.

Third, the profiling data exclude claimants who were not profiled. The decisons that states used to
exclude these claimants could not be perfectly modeled. In generd, clamantswho were not profiled were

likdy to be clamants who had definite recal datesto their former employers or who expected to be hired

®Data on New Jersey claimants in the mid-1990s were not available in time to be included in the
andyss.
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through aunion hiring hal. To help ensure comparability across the data sets, clamantsin the exhaustees
data set who reported they had adefinite recall date or who reported they did not search for work because
they expected their union to find them ajob wereexcluded.®® These exclusionary restrictions do not capture
dl reasons claimants are not profiled, however.% Differences in states screening procedures for the
prafiling system may affect the accuracy of these exclusonary restrictions and thusthe comparability of the

data sets.

Ultimately, four states-Connecticut, Illinois, Missssppi, and Texas--tha had relatively comparable
informationfrom the two data sourceswere chosen for theanalyss. For most of the andys's, each of these

dates is examined separately; results for pooling data across the statesis mentioned only briefly.

Tables 111.1 through 111.4 report basic descriptive statistics for the state samples. The tables dso

indicate whether mean characteristics differ between the 1980s sample (from the study of exhaustees) and

®The percentage of claimants in the exhaustees data set who were excluded ranged from about 3
percent to about 25 percent. These percentagesarelow compared to the percentagesexcluded inthemid-
1990s, using comparisons between the number of first paymentsreported by the statesto DOL inthemid-

1990s and the sample sizesin the profiling evauation. Thisisa particular concern for the Illinois data.

%0ther common reasons for being screened out before being profiled are that claimants were
interstate or trangtiond clamants, that they had earnings in the first week of benefit collection, and that
there was a large gap between when the clamant established a benefit year and when he or she filed for

afirs week of benefits.
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the 1990s sample (from the profiling study).®” However, sample sizes for the exhaustee sample were very
gamdl (ranging between 71 and 195, compared both to the number of first payments madeinthe four states
during the late 1980s and to the profiling samples). Thissuggeststhat caution should be used in interpreting
differences between the two time periods. Still, several trendsin the data are consstent across the states.
All states experienced rdlatively large increases in the fraction of Ul clamants who are femae and the
percentage who are African American. Only in Connecticut wasthereasgnificant changein the mean age
of dlamants. in that Sate, the samples suggest that mean age increased by more than three years. Both
Connecticut and Mississippi experienced large declines in the fraction of Ul recipients who had been
employed in manufacturing.®® Texas, on the other hand, showed dmost no change. In al states, more
highly educated individuas were a greater fraction of clamantsin the 1990sthan in the 1980s. Relatively

minor changes were recorded for most of the adminigtrative, Ul-related data in the sample

®"For the exhaustee sample, these means are weighted to adjust for oversampling of Ul exhaustees
in that study.
%8| ndustrial attachment data were unavailable for Illinoisin the 1990s sample.
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TABLEIII.1

DEMOGRAPHIC CHARACTERISTICS, CONNECTICUT
(Standard Deviations in Parentheses)

Change from
Late 1980s to
Vaidde Late 1980s Mid-1990s Mid-1990s
Percent Female 36.0 46.6
(48.0) (49.9) 10.6
Age a Firg Clam Date (Years) 38.4 41.5
(12.5) (11.6) 3.1xx*
Tota Unemployment Rete 3.0 57
(0.2) (0.2) 2.7%**
Percentage in Manufacturing Industry 35.4 20.5
(47.8) (40.4) -14.9***
Race/Ethnicity?
African American 3.8 12.0
(19.2) (32.5) 8.2%**
Asan 3.8 0.1
(19.2) (0.9 -3.7x**
Caucasian 81.6 77.6
(38.8) (41.7) 4.0 **
Higpanic 8.3 7.0
(27.6) (25.4) -1.3%**
Other 0.0 2.7
(0.0) (16.2) 2.7%**
Less than aHigh School Graduate 28.2 15.3 -12.9%**
High School Diplomaor GED 42.3 42.0 -0.3***
V ocationd/Technica/Some College 17.8 22.8 5.0%**
College Degree 8.8 12.5 3.7%**
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Change from

Late 1980s to
Vaidble Late 1980s Mid-1990s Mid-1990s
Higher than a College Degree 29 7.4 4.5%**
Maximum Benefit Amount (Dollars) 4,769 5,830
(144.7) (11.0) 1,061***
Base Period Earnings (Dollars) 16,628 23,061
(1,372.9) (8L.7) 6,433***
Weekly Benefit Amount (Dollars) 1834 229.0
(41.9) (210.4) 45.6%**
Red Maximum Benefit Amount (1980 4,077.5 3,749.3
1982 Dollars) (123.7) (7.2) -328.2%**
Redl Base Period Earnings (1980-1982 14,224.2 14,827.9
Dallars) (1,175.8) (52.5) 603.7
Red Weekly Benefit Amount (1980 156.8 147.2
1982 Dollars) (4.76) (0.3 -0.6**
Potential Duration 26.0 26.0
(0.0) (0.0) 0
Unweighted Sample Size 71 57,981

SOURCE: Dataare from the Exhaustees and Profiling evauations.

@Sgnificance levels indicate that the distribution of race/ethnicity differs across the two time periods.

* Sgnificantly different from zero at the .10 level, two-tailed test.
** Sgnificantly different from zero a the .05 levd, two-tailed test.
*** Sgnificantly different from zero a the .01 leve, two-tailed test.
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TABLE 1.2

DEMOGRAPHIC CHARACTERISTICS, ILLINOIS
(Standard Deviations in Parentheses)

Change from
Late 1980s to
Vaidde Late 1980s Mid-1990s Mid-1990s
Percent Female 385 53.3
(48.7) (49.9) 14.8
Age a Firg Clam Date (Years) 39.2 37.0
(12.8) (11.1) -2.2
Tota Unemployment Rete 7.0 53
(0.2) (0.2) -1 7
Percentage in Manufacturing Industry 353
(47.8)
Race/Ethnicity?
African American 24.4 28.8
(43.0) (45.3) 4.4x**
Asan 04 0.0
(6.2) (0.0 -0.4***
Caucasian 63.7 65.1
(48.2) (47.7) 1.4%**
Higpanic 10.7 6.0
(31.0) (23.7) =47 **
Other 04 0.1
(6.2 (3.7) -0.3%**
Less than aHigh School Graduate 16.1 8.4 ST.Tx**
High School Diplomaor GED 62.9 48.7 -14.2***
Vocationd/Technica/ Some College 12.3 234 9.1x**
College Degree 5.6 14.9 9.3x**
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Change from

Late 1980s to
Vaidble Late 1980s Mid-1990s Mid-1990s
Higher than a College Degree 31 4.6 1.5%**
Maximum Benefit Amount (Dollars) 3,635 4,818
(110.3) (7.9 1,183***
Base Period Earnings (Dollars) 16,706 23,048
(1,153.5) (111.5) 6,342+ **
Weekly Benefit Amount (Dallars) 139.8 185.3
(41.3) (6.6) 45,5%**
Red Maximum Benefit Amount (1980 3,117.6 3,094.8
1982 Dollars) (95.3) 4.7) -22.8
Redl Base Period Earnings (1980-1982 14,351.6 14,805.5
Dallars) (999.0) (71.6) 453.9
Red Weekly Benefit Amount (1980 119.9 119.0
1982 Dollars) (3.7) (0.2 -0.9
Potential Duration 26.0 26.0
(0.0) (0.0) 0
Unweighted Sample Size 139 54,722

SOURCE: Dataare from the Exhaustees and Profiling evauations.

@Sgnificance levels indicate that the distribution of race/ethnicity differs across the two time periods.

* Sgnificantly different from zero at the .10 level, two-tailed test.
** Sgnificantly different from zero a the .05 levd, two-tailed test.
*** Sgnificantly different from zero a the .01 leve, two-tailed test.
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TABLE 1.3

DEMOGRAPHIC CHARACTERISTICS, MISSISSIPPI
(Standard Deviations in Parentheses)

Change from
Late 1980s to
Vaidde Late 1980s Mid-1990s Mid-1990s
Percent Female 44.0 48.9
(49.6) (50.0) 4.9
Age a Firg Clam Date (Years) 36.6 36.7
(11.6) (10.9) 0.1
Tota Unemployment Rete 8.6 6.2
(0.9 (0.2 -2.4%x*
Percentage in Manufacturing Industry 63.7 48.9
(48.1) (50.0) -14.8**
Race/Ethnicity?
African American 44.6 49.8
(49.7) (50.0) 5.2%**
Asan 0.0 0.2
(0.0) (4.8) 0.2x**
Caucasian 52.8 49.5
(49.9) (50.0) -3.3%**
Higpanic 2.6 0.3
(16.0) (5.2) -2.3%**
Other 0.0 0.1
(0.0) (3.7) 0.1***
Less than aHigh School Graduate 30.0 21.6 -8.4***
High School Diplomaor GED 52.6 53.1 0.5%**
V ocationd/Technica/Some College 14.1 20.3 6.2%**
College Degree 3.3 4.3 1.0%**
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Change from

Late 1980s to
Vaidble Late 1980s Mid-1990s Mid-1990s
Higher than a College Degree 0.0 0.8 0.8%**
Maximum Benefit Amount (Dollars) 2,639.3 3,476.1
(114.2) (5.2 836.8***
Base Period Earnings (Dollars) 8,449.3 14,461.9
(1,049.1) (41.8) 6,012.6***
Weekly Benefit Amount (Dollars) 107.6 142.9
(27.9) (40.9) 35.3***
Red Maximum Benefit Amount (1980 2,264.8 2,236.5
1982 Dollars) (97.6) (3.4 -28.3
Redl Base Period Earnings (1980-1982 7,246.3 9,303.3
Dallars) (902.9) (26.9) 2,057**
Red Weekly Benefit Amount (1980 92.3 92.0
1982 Dollars) (3.2 (0.2) -0.3
Potential Duration 24.1 23.9
(3.6) (3.6) -0.2
Unweighted Sample Size 97 53,299

SOURCE: Dataare from the Exhaustees and Profiling evauations.

@Sgnificance levels indicate that the distribution of race/ethnicity differs across the two time periods.

* Sgnificantly different from zero at the .10 level, two-tailed test.
** Sgnificantly different from zero a the .05 levd, two-tailed test.
*** Sgnificantly different from zero a the .01 leve, two-tailed test.
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TABLEIIl.4

DEMOGRAPHIC CHARACTERISTICS, TEXAS
(Standard Deviations in Parentheses)

Change from
Late 1980s to
Vaidde Late 1980s Mid-1990s Mid-1990s
Percent Female 32.7 41.9
(46.9) (49.3) 9.2**
Age a Firg Clam Date (Years) 38.5 37.8
(12.2) (11.0) -0.7
Tota Unemployment Rete 75 5.7
(0.3) (0.2 -1.8%**
Percentage in Manufacturing Industry 22.2 22.2
(41.6) (41.6) 0.0
Race/Ethnicity?
African American 12.9 17.0
(33.6) (37.5) 4.1x**
Asan 0.3 11
(5.4) (10.49) 0.8***
Caucasian 53.7 46.8
(49.9) (49.9) -6.9% **
Higpanic 29.9 33.9
(45.8) (47.3) 4.0%**
Other 1.6 0.1
(12.4) (10.8) -1.5xx*
Less than aHigh School Graduate 30.7 235 S7.2%**
High School Diplomaor GED 50.4 45.4 -5.0%**
V ocationd/Technica/Some College 115 19.9 8.4x**
College Degree 6.9 7.8 0.9*¥**
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Change from

Late 1980s to
Vaidble Late 1980s Mid-1990s Mid-1990s
Higher than a College Degree 0.5 34 2.9%**
Maximum Benefit Amount (Dollars) 3,358.5 4,231.0
(151.3) (3.8) 872.5%**
Base Period Earnings (Dollars) 14,653.0 20,171.2
(1,026.1) (42.5) 5,518.2%**
Weekly Benefit Amount (Dollars) 158.6 192.8
(56.0) (66.2) 34.2%**
Red Maximum Benefit Amount (1980 2,868.4 2,708.8
1982 Dollars) (129.3) (2.4) -159.6
Redl Base Period Earnings (1980-1982 12,514.8 12,907.0
Dallars) (877.2) (27.2) 392.2
Red Weekly Benefit Amount (1980 135.5 1234
1982 Dollars) (4.9 (0.2) =12, 1% **
Potential Duration 20.4 21.1
(5.4 (4.9 0.7
Unweighted Sample Size 195 270,666

SOURCE: Dataare from the Exhaustees and Profiling evauations.

@Sgnificance levels indicate that the distribution of race/ethnicity differs across the two time periods.

* Sgnificantly different from zero at the .10 level, two-tailed test.
** Sgnificantly different from zero a the .05 levd, two-tailed test.
*** Sgnificantly different from zero a the .01 leve, two-tailed test.
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once the datawere adjusted for inflation. However, both Connecticut and Texas experienced declinesin

the average red Ul WBA.

In congtructing these data sets, TURs were imputed based on the rate that applied for the month in
which benefits collection started. According to these data, clamants in three of the states (lllinais,
Mississppi, and Texas) experienced substantialy stronger labor markets in the 1990s than in the 1980s.
In these States, the average unemployment rate declined between 1.7 and 2.4 percentage points from the
late 1980s tothemid-1990s. Asshown inthe previous chapter, such achangewould have been expected
to reduce Ul durationssignificantly. In Connecticut, on the other hand, measured unemployment ratesrose
by more than three percentage points-a change that would be expected to increase Ul durations

sUbstantially.

B. REGRESSION ANALY S SOF Ul DURATION

Asdiscussed in Chapter 1, theoretical modds suggest that individua characteristics will be important
factorsthat explain differencesin thelength of unemployment and Ul spells. Changesover timein average
Ul duration can be explained in two ways. (1) by changesin the average characteristics of clamantswho
collect benefits, and (2) by changes in the effect that these characterigtics have on average Ul durations.

In this section, regresson andysis is used to estimate the relative importance of these two factors in

®9The aggregate regressionsin Chapter 11 suggest that each percentage point increaseinthe TUR may
increase average Ul duration by about 0.7 week. Therefore, other things being equa, average duraions
inlllinois, Missssippi, and Texas would have been expected to decrease by about 1.4 weeks, whereas

average durations in Connecticut might have been expected to increase by about 2.1 weeks.
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explaning the increase in Ul durations in the 1990s. Because most of the regression equations were
imprecisely estimated for the exhaustee samples, the analys's focuses primarily on assessing the effects of
changes in sample characteristics. Changes in the parameters of the mode are briefly discussed when
pooled results are presented later in this section.

Table 111.5 reports state-specific regressions from the profiling samples.® Someprdiminary andyss
suggested that the appropriate dependent variable in these model swas the (naturdl) logarithm of weeks of
Ul benefits collected, so dl the regressons used that transformation. Thus the individua coefficient
estimates in the regressons can be interpreted as the proportiona changein Ul duration brought about by

aone-unit change in the independent variable.

Perhaps the most notable feature of the equations reported in Table 111.5 is their overdl amilarity

acrossthedates. For example, indl of the states, women are estimated to collect Ul for about five percent

Ordinary least squares (OLS) regressions are presented in Table 111.5. Many different model
specifications yie ded generdly smilar results. Among the modd specificationstried were quarterly dummy
variables, usng nomina dollars for the WBA and base period earnings (instead of red dollars), and
modding the level of weeks of benefits collected instead of the logarithm of weeks collected. In addition,
modes that corrected for censoring of weeks of benefits collected were estimated. Estimates of these
modes gave smilar results. OLS results are presented because they make it eader to interpret the
estimates. Findly, estimating the modd using the 1980s data and estimating the change in predicted weeks
collected between the 1980s and 1990s was tried. These results are not reported, because the smaller

sample szes for the 1980s data led to less stable estimates for the coefficients.
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moreweeksthanmen.”™ Similarly, African Americans are estimated to collect benefits for between 4 and
30 percent longer than whites (the omitted category in the regressons). Ageis aso estimated to have a
sgnificant positive effect on duration, athough here the estimates vary somewhat among the states.” In

the three states that provided information on industrial

LAt amean duration of about 14 weeks, this amountsto 0.7 week.

2The significance of the age-squared term, however, indicates that this positive effect eventualy

becomes negative for older workers.
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TABLEIIl.5

UNEMPLOYMENT INSURANCE DURATION ANALY SIS
(Standard Errors in Parentheses)

Independent Variable Connecticut lllinois Missssppi Texas
I ntercept 1.751%** 1.044%*** 1.487*** 1.816***
(0.056) (0.046) (0.061) (0.029)
Femde Dummy Vaigdle 0.059*** 0.056*** 0.067*** 0.054***
(0.009) (0.009) (0.020) (0.005)
Agea Firg Clam (Years) 0.022*** 0.044*** 0.022*** 0.002*
(0.003) (0.002) (0.003) (0.001)
Square of Age at Firgt Clam -0.0002***  -0.0004***  -0.0001***  -0.00006***
(Years) (0.00003) (0.00003) (0.00004) (0.00002)
African American Dummy Varigble 0.167*** 0.308*** 0.040*** 0.132***
(0.014) (0.010) (0.020) (0.008)
Hispanic Dummy Vaigble 0.091*** 0.142*** -0.321*** 0.004
(0.018) (0.018) (0.092) (0.006)
Less than aHigh School Diplomaor 0.026** 0.056*** -0.005 0.012*
GED (0.013) (0.016) (0.012) (0.007)
Some College -0.041*** -0.066*** 0.041*** 0.010
(0.011) (0.011) (0.012) (0.007)
College Degree -0.079*** -0.089*** 0.026 -0.009
(0.014) (0.013) (0.024) (0.010)
Higher than a College Degree -0.127*** -0.040* 0.066 -0.013
(0.018) (0.022) (0.052) (0.014)
Potentia Duration (Weeks) -0.001 0.013***
(0.002) (0.0006)
Manufacturing Dummy Varigble -0.063*** -0.067*** -0.264* **
(0.010) (0.010) (0.006)
Red Weekly Benefit Amount (1980  0.009*** 0.009*** 0.027*** 0.006***
Dollarsx 10) (0.0010) (0.001) (0.002) (0.0008)
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Independent Variable Connecticut lllinois Missssppi Texas

Real Base Period Earnings (1980 0.0019*** 0.0003 -0.003* ** 0.0003
Dallars x 1,000) (0.0005) (0.0003) (0.001) (0.0002)
R-squared 0.016 0.033 0.022 0.032
F 69.2 153.3 78.7 369.4
Mean of Ul Weeks Collected 16.4 12.6 13.8 14.4
Number of Observations 49,644 50,078 45,570 144,995

Note  DaaarefromtheProfiling Evauation. The dependent varigbleisthelog of Ul weekscollected.
Standard errorsarein parentheses below the coefficient estimates. Potential duration doesnot
vary in Connecticut and Illinois since they are uniform duration states. Data on industry are
unavailablefor lllinois

* Sgnificantly different from zero at the .10 level, two-tailed test.

** Sgnificantly different from zero a the .05 levd, two-tailed test.
*** Ggnificantly different from zero at the .01 leve, two-tailed test.
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atachment in the profiling data, workers from manufacturing industries experienced sgnificantly shorter Ul

durations than did workers from other industries.”

Parameters of the Ul system gppear to have some influence on duration; because of the
nonexperimental nature of these data, however, such estimates should betreated with caution. Itispossble
that the corrdations should more properly be regarded as reflecting rel ationships between (unmeasured)
workers characteristicsand Ul parametersrather than true behaviord effects. Still, the equations suggest
that potentia duration has a positive effect on actud duration in Texas, with each extraweek leading to
about 0.2 extraweek of benefits being collected--a figure close to the consensus econometric estimate.
Missssppi, however, exhibitsanegative effect of potentid duration--afinding difficult to reconcilewith the
exiging literature.™ Red WBAS dso gppear to have a positive effect on duration: each $10 increase in

the WBA is estimated to increase Ul duration by between 0.6 percent (in Texas) and 2.2 percent (in

Dummies for dl the one-digit standard industriad classification (SIC) codes were not included in the
regressonsin Tablelll.5, because sample sizesfor each one-digit SIC codein thedatafromthelate 1980s
are extremely small. In addition, use of one-digit standard occupationa classfication codes in the
regressons was explored. These variables were unavailablein lllinois and Missssppi and suffered from

smilar limitations in Connecticut and Texas.

"Because Connecticut and Illinois offer uniform Ul durationsto their dlaimants, the potentid duration

variable was not included in these regressons.

89



Misssgppi). These esimates, dthough smdler than most of the econometric estimates, suggest that

changes in Ul benefits could have had some effect on average Ul duration.™

Modeling labor market effects with the profiling data proved difficult. The variation in unemployment
rates within each state during the periodsin which the profiling datawere collected was too smd| to permit
accurate or plausible estimates.”® Therefore, the TUR was not included in the equations in Table 111.5.
Instead, the information in these regressons was used to evauate the impact of changes in clamant
characteridtics in the states, ddaying the andyss of the TUR until the pooled regresson andysis is

discussed.

C. ESTIMATED EFFECTSOF CHANGESIN CLAIMANT CHARACTERISTICS
In this section, the regressons from Table 111.5 were used to estimate how the changes in clamant

characterigtics reported in Section A may have affected Ul duration at the Sate level. Tablelll.6

*The consensus econometric estimate suggests that each $10 per week should increase Ul duration

by about five percent (see Decker 1997).

*The TUR ranged from 5.6 to 6.0 in Connecticut, from 5.0 to 5.4 in lllinois, from 5.8 to 6.5 in
Mississppi, and from 5.4 t0 6.1 in Texas. Hence, the narrow range of vaues for the TUR could not be
reliably usedintheregressonsto predict how Ul durationswould havediffered during thelate 1980s, when

the TUR is out of the sample range for the profiling data.
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shows the basic results from the caculations. Entriesin the table indicate the relative importance of
various demographic and economic factorsin explaining the tota changesin average Ul duration that
can be attributed to such changes. These are most easily understood by starting at the bottom of Table
[11.6. For example, the entries there show that the profiling regressions, in combination with the data on
economic and demographic characterigtics of clamantsin the 1980s, can explain an increase in average
duration in Connecticut of about 7.3 percent. In weeks, that would amount to approximately one
week--about one-third of the total three-week increase estimated in Chapter [1. Similarly, the
estimates would have predicted a decline in average duration in lllinois of about 1.4 weeks (versus an
estimated increase of 1.2 weeksin Chapter 1), an increase of 0.3 week in Mississppi (2.1 in Chapter
1), and 0.1 week in Texas (1.5 in Chapter I1). Thus, athough the ranking of statesin Table111.6in
terms of relative changesin average duration is the same as was derived from the aggregate detaiin
Chapter |1, the sizes of the absolute predicted changes are much smaller. A substantia portion of the

(TUR-adjusted) changes estimated in Chapter |1 cannot be
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INSERT TABLE I11.6 - DECOMPOSITION OF CHANGES IN DURATIONS HERE
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explained by changes in the characteristics of the Ul casel oad that can be measured with the profiling data

Despitethisunderestimation, theindividud entriesin Table111.6 do offer someintriguing indghts about
possible reasonsfor the observed changes. 1n Connecticut, for example, the mgjority of the estimated 7.3
percent increasein average duration is attributable to the ol der average age of recipientsinthe 1990s. The
dedline in manufacturing and increased representation of African Americansin Connecticut isal o estimated
to have had arddivey large effect on the average increase in duration. These older workers may have
been permanently displaced from manufacturing jobs as companies shift from temporary layoffs to

permanent downgizing of their workforces.

For Illinois, the predicted decline in average duration predicted by Table111.6 isanomalous, Sncethe
aggregate data suggest otherwise. However, thefiguresin the table suggest that most of the changesin the
demographic profile of 1llinois clamantswould have predicted anincreasein duration, dthough dl of these
effects are dominated by the estimated decline in the average age of clamants. These results might have
been sgnificantly affected by the absence of the industry variable for the Illinois sample or, possbly, by

other data sample quality problemsin the profiling datain that sate.

The Missssppi resultsreported in Tablel11.6 imply that the declinein manufacturing had an important

effect on average duration in that state. Demographic factors (such as the increase in the proportion of

damants who are femae or African American and the increase in average age) adso have had some
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impact.”” These have been counterbaanced, however, by increasing average base period earnings in

Missssippi (other things being equa, average base period earnings tend to reduce average duration).

Fndly, the Texasresults suggest that the small estimated change in average duration reportedin Teble
111.6 actudly reflects offsetting influences of a variety of changes. Tending to increase average duration
were changes in the demographic profile of Texas recipients (as in other states, an increase in the
representation of femae and African American workers) and a modest increase in average potentiad
duration. These effectswere offset by asmdl declinein the average age of Texasrecipientsand adecline

inthered WBA.

Overdl, these results, dthough not strong or dramatic, reinforce the generd finding from Chapter 1
that changes in the average duration of Ul clams are arising from the [abor market and are being affected
by changesin the nature of the Ul casdoad. However, the microdata (especidly the datafromthe profiling
sudy) are not sufficiently complete (for example, with respect to detals on individuds' layoffs) to permit

adetailed picture.

""Because the states may have changed the way they record race/ethnicity and because of the small
fractionof clamantsin other minority groups besides African American and Hispanic, dummy variablesfor
these groups are not included in theregressons. Inclusion of the other minority categories does not affect

the substantive patterns detected.
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D. POOLED ANALYSS

Initid examination of the data from the exhaustee sample on a sate-gpecific basis yidded satistica
results that were highly unstable. Therefore, these regressons could not be compared to the profiling
regressons to determine whether some coefficients had changed substantialy between the 1980s and
1990s. Inthissection, the dataacrossdl the sates are pooled to make such acomparison. Unfortunately,
some of the results from the exhaustee data remain anomal ous--possibly because of smdl sample sizesor
inadequaci esintheweighting schemesthat sought to “ reverse’ the oversampling of exhaustees. The pooled

results do offer afew additiond indghts, however.

Table 111.7 reports four regressions that have been pooled across the states. All regressions now
contain the TUR, dthough some concern remains about whether the cross-section differences in TURs
observed in these microdatayield estimatesthat are consstent with the time series cross- section estimates
presented in Chapter 1. Because the profiling data in Illinois do not contain information on industrid

attachment, separate equations for a pooled sample of the three states with such data are presented.

The pooled regress onsfrom the profiling data closely resembl e the state-specific regress onsreported
in Table 11.5."8 Coefficients for many of the demographic variables are close to those reported earlier.

For the four-state regression, the coefficient of the TUR is pogtive and of gpproximately the same

BGiven the large samples available in the profiling data, an F-statistic rejects the hypothesis that the

coefficients are identica across the states, however.
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magnitude as obtained in the aggregate regressions in Chapter 11.7° The sign of this coefficient becomes
negative, however, in thethree-state sample--perhaps because of insufficient cross-section variationinthat
sample. However, the coefficient for the manufacturing variable in the three-state regression is highly
daidicdly dgnificant, implying that a 10 percentage point decline in the fraction of employment in

manufacturing might increase average Ul durations by about 2 percent (about 0.3 week).

The pooled exhaustee regressions are much less satisfactory. This may be attributable in part to the
much smdler sample sizes (502 in the four-state sample and 363 in the three-state sample), which yield
imprecise esimates of various parameters in the modd. Some of the earlier findings from the profiling

regressions are confirmed in the exhaustee regressons--for example, femaes and

The coefficient of .06 implies that each point increase in the TUR increases average duration by six
percent. If average durations are about 14 weeks, that would be a0.84 week increase--afigure closeto

the 0.7 figure reported for many of the regressonsin Chapter 11.
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DURATION ANALY SISUSING POOLED REGRESSIONS
(Standard Errors in Parentheses)

TABLEIIIl.7

1990s, 1990s, 1980s, 1980s,
Exduding Induding Exduding Induding
Independent Varigble Manufecturing  Manufacturing Manufacturing  Manufacturing
I ntercept 1.380*** 2.652*** 0.458 2.088***
(0.032) (0.051) (0.581) (0.570)
Femde Dummy Vaigdle 0.065*** 0.058*** 0.233** 0.227**
(0.003) (0.004) (0.103) (0.103)
Ageat Firg Clam (Years) 0.013*** 0.012*** 0.026 -0.041
(0.001) (0.001) (0.026) (0.027)
Square of Age at First -0.0001***  -0.00004*** -0.0003 0.0006*
Clam (Years) (0.00001) (0.00001) (0.0003) (0.0003)
African American Dummy 0.123*** 0.100* ** 0.129 0.055
Vaidble (0.004) (0.005) (0.123) (0.137)
Higpanic Dummy Varidble 0.062*** -0.023*** 0.201 0.128
(0.004) (0.005) (0.125) (0.118)
Manufacturing Dummy -0.193*** -0.100
Variable (0.004) (0.104)
Red Weekly Benefit 0.015*** 0.011*** 0.013 -0.016
Amount (1980 Dallars x (0.0004) (0.0005) (0.014) (0.014)
10)
Red Base Period Earnings 0.0003** 0.0007*** 0.007 0.021***
(1980 Dallars x 1,000) (0.0001) (0.0002) (0.006) (0.0006)
Totd Unemployment Rate 0.060*** -0.135*** 0.136*** 0.118***
(0.005) (0.008) (0.042) (0.034)
R-squared 0.016 0.026 0.040 0.093
F 883.2 765.0 2.6 4.0
Number of Observations 436,668 255,362 502 363
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NoTE  DataarefromtheProfiling Evauation. The dependent variableisthelog of Ul weekscollected.
Standard errors are in parentheses below the coefficient estimates. Regression results for
columns that exclude manufacturing contain data for Connecticut, 1llinois, Missssppi, and
Texas. Regresson resultsfor columnsthat include manufacturing contain datafor Connecticut,

Missssippi, and Texas.
* Sgnificantly different from zero a the .10 levd, two-talled test.

** Sgnificantly different from zero at the .05 levd, two-tailed test.
*** Sgnificantly different from zero at the .01 levd, two-tailed test.
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minority workerstend to collect for longer periods. In addition, the coefficient of the manufacturing dummy
is reasonably condgstent with that reported for the profiling data. However, examination of the sability of
the estimates (not shown) suggeststhat an eva uation of whether the coefficientsare different” inthe 1990s

than they were in the 1980s would not be fruitful.

E. DIFFERENCESIN WEEKS COLLECTED, BY INDUSTRY

An examination was made of whether any patterns existed across satesin theindustriesthat had long
average Ul durations (Table 111.8).%° Without adjusting for the other characteristics of workers, two
indugtria groups--trangportation and public utilitiesand finance, insurance, and real estate--had consistently
higher average durations than other groups®* Workers in the finance, insurance, and red estate industry
group typicaly arelessaffected by business cycle downturns, but they experienced ahigher-than-usud rate
of job separation during the recession in the early 1990s (Gardner 1994). Workersin thisgroup are also
less likely than workersin the manufacturing industry to expect to be recalled to their former employers.
This pattern is therefore consistent with the literature review in Chapter |, which found that workers who
do not expect to be recdled are more likely to experience longer Ul spells. In contrast, construction

workers and durable manufacturing workers had shorter average durations.

&I ndustry data from the profiling time period are not available for Illinois, while sample sSizes are too
smadl in the exhaustees datato permit analysisby industry. Analysisof differencesin occupationd patterns

could not be conducted because adequate data are not available.

81Saverd other industries experienced Ul durationsthat werelonger or shorter than average, but their

patterns were not consistent across states.
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Regresson andysis (not shown here) suggests that workers in the following groups were more
likely to experience long durations once the other available characterigtics were controlled for:

agriculture; trangportation and public utilities; finance, insurance, and red estate; and public

100



TABLEI11.8

MEAN UNEMPLOYMENT INSURANCE DURATIONS, BY INDUSTRY

(Weeks)
Industry Connecticut Missssppi Texas
Agriculture, Forestry, and Fishing 16.2 14.6 135
Mining 15.8 12.6 15.2
Congtruction 15.1 132 139
Durable Manufacturing 16.2 13.6 13.8
Nondurable Manufacturing 16.7 13.3 11.7
Trangportation and Public Utilities 18.1 15.0 15.1
Wholesale Trade 16.8 14.8 155
Retall Trade 15.9 134 14.8
Finance, Insurance, and Real Edtate 17.6 16.0 16.1
Services 16.2 14.0 145
Public Adminigtration 15.7 15.2 15.8
Number of Observations 57,981 53,299 270,666

NoTe  Daaarefrom the Profiling Evauation.
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adminigration. Whether this patternis caused by differencesin recal rates or other factors could not be
asesed. However, it isimportant to remember that thisanalysis is restricted to Ul claimants who were
screened out before entering the profiling system. Itishighly likely that workerswho are screened out are
concentrated in a few indudtries; these workers probably have very short average Ul durations, so the
estimates of average durations reported here are likely to be biased upward for those industries with large

concentrations of screened-out claimants.

F. SUMMARY

In this chapter, patterns in Ul durations in four states in the mid-1990s were anayzed to
determine what clamant characteristics are associated with the increase in average durations during this
time. To do so, these datawere compared to datafrom the same states during the late 1980s. Limitations
of this andysis slemmed from smal sample szesin the 1980s data, the lack of survey datain the 1990s,
and the lack of anationdly representative sample in the 1990s. These limitations prevented an important
andysis of the characterigtics of the preunemployment jobs and the reasonsfor job separation. Therefore,
the findings from this analysis should be interpreted as suggestive of patternsthat should beinvestigated in
amore comprehensive research design that includes data collection on reasonsfor job separation and the
nature of the unemployment spell. Nevertheless, severa conclusions support and add to the andysis of

aggregate data from Chapter I1:

C Changesin the composition of claimantscan explain a portion of theincreasein Ul
duration. Although the changes are not large, shifts may have occurred in the composition
of claimants toward groups that are more likely to collect for along time, such as older

workers, females, and African Americans.
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Changesin the nature of jobs, such asdeclinesin the prevalence of manufacturing,
seem to play an important role in increasing average Ul durations. Although other
research suggests that a decrease in the likelihood of recall among the unemployed may be
responsible as well, this pattern could not be investigated with elther aggregate or claimant-

levd data

Workers from certain industries--such as finance, insurance, and real estate;
transportation and public utilities; public administration; and agriculture--seemto
experience Ul durations that are longer than those experienced by other workers.
This may occur because of differences in recdl rates or other characteritics that could not
be measured in detall. However, the rdative averages of durations by industry varied across
states. in some dates, workers from a specific industry may experience long durations, but

the opposite may be true in another Sate.

Changesin Ul policy are not responsible for theincrease in average Ul durations.
Although the data on these patterns are limited, it appearsthat WBASs and potential duration
of benefits collection have ether remained the same or changed in waysthat suggest average

durations should have decreased, rather than increased, al eseequd.
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V. FINDINGSAND LESSONS

The average duration of insured unemployment has remained high since the most recent
recession, despite lower unemployment rates. There are severd possible explanations for this. They
include changesin Ul laws, changes in the geographic digtribution of cdlamants, and underlying changesin
the compostion of the unemployed population. In thisevauation, the literature pertaining to Ul durations
has been reviewed. Analyses of clamant-level datain four Sates and aggregate nationd- and state-level
data have aso been conducted to investigate the magnitude and sources of the increase in average
durations during nonrecessionary times. Although assessing the magnitude of the increase in average
durations was tried, this research has been exploratory and could not fully examine al the sources of the

increase. Neverthdess, severa conclusions from this research can be drawn:

C Ul durationsappear to haveincreased by between 1.1 and 1.4 weeksin the post-1992
period. Thisis a duration approximately nine percent longer than has historicaly been the
case a this stage in the business cycle. Ul durations are both cyclicaly and seasondly
senditive, so andyses of changes in durations should be conducted with care to account for

these influences.

C Measuresof unemployment duration arecrucial in explaining Ul duration. Themost

likely explanation for the increase in Ul and unemployment durations is a change within the

labor market itsdlf, such asincreasesin demographic groupsthat are morelikely to collect for
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along time, like older workers, females, and African Americans or increases in the rate of

worker displacement.

C Changesin the industrial composition of jobs, such asdeclinesin the prevalence of
manufacturing, seem to play an important rolein increasing average Ul durations.
Manufacturing employment in generd is associated with shorter Ul spells, probably because
of the greater likelihood of recall (dthough recal probahilities in our analyses could not be

controlled for directly).

C Changesin Ul policy are not responsible for theincrease in average Ul durations.
Although the data on these patterns are limited, it can be concluded that Ul recipiency rates,
WBAS, and the potentid duration of benefits collection have ether remained the same or

changed inwaysthat suggest average durations should have decreased, rather than increased.

In addition, the review of the literature on long-term Ul damants suggests that income from
government transfers, retirement benefits, and other household members earnings does not significantly
increase in response to the unemployment spell. Ul benefits are an important component in keeping
cdamants households above the poverty line, but they are not often large enough to do so without earnings

from other household members.

Thesefindings have severd implications. Firg, these patterns do not appear to be induced by

Ul policy. Theliterature review suggests that observed changes in the labor markets are occurring both
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to workers who claim Ul and to those who do not. The Ul program can attempt to respond to these
changes by improving service ddivery to facilitate quick reemployment by workers who are permanently
separated from their preunemployment jobs. However, it is not likely to be adle to override the labor
market changes that determine the composition of the unemployed.

Second, the increase in average durations (which was estimated to be about nine percent) may
affect dates abilitiesto baancetheair Ul trust funds. Although unemployment rates are currently quitelow
by historicd standards, the higher durations suggest that states may belessableto increasetheir trust fund
reservesin anticipation of the next recesson than might be expected. When the economy experiencesits
next cyclica downturn, it is expected that the composition of clamants will change to include more
clamants on short-term layoff. However, this phenomenon probably will not outweigh the increase in
average durations associated with higher unemployment rates and dack demand for workers. Hence,
states may experienceincreased pressureto raise Ul taxesto pay for the additiona weeks of benefits that
clamants are collecting, on average, or they may be more likely to need to borrow fundsto maintain trust
fund adequacy. Since the increase in durations is not uniform across states, the magnitude of problems
states may experience will dso vary, unless effective srategies are taken to dleviate the pressure on the

trust fund.

Hndly, but possibly most important, thesefindings suggest that further researchisneeded intwo
areas. Firgt, additiond information is needed on who displaced workers are, which labor market patterns
cause increased rates of permanent job separation, and how policy can mogt effectively respond to these

changes. The U.S. Department of Labor (DOL) is sponsoring a study being conducted by MPR to

106



examine these other related topics using nationdly representative data on the characterigtics of clamants,

the preunemployment jobs, and the reasons for job separation.

Second, additiona information is needed to assessthe effects of increased durationson Ul trust
funds. These effects could be smulated usng models of state trust funds that project increases in tax
payments associated with increases in benefits paid. Researchusing thissrategy hasfound that trust fund
adequacy depends heavily on thetax system'srespons venessto changesin benefitspaid (Vroman 1998a).
This respongveness varies widdy across states, depending on factors such as the taxable wage base, the
relationship between thetrust fund balance and thetax schedulein effect, and the percentage of experience-
rated employers a the minimum and maximum tax rate schedules. Given the differences across Satesin
thar trust fund systems, analysis of the effects of increased average Ul durations would probably need to
be limited to a few representative states. Use of the Benefit Financing Modd maintained by DOL in

collaboration with more than 15 states may provide a ussful sart to thistype of andyss.
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TABLEA.1

ACTUAL AND PREDICTED AVERAGE Ul DURATIONS

1978 to 1996
Predicted Ul Predicted Ul
Y ear Average Ul Duration Duration 1 Duration 2
1978 13.3 14.3 13.6
1979 131 141 133
1980 14.9 15 141
1981 144 15.3 14.7
1982 15.9 16.6 16
1983 175 16.5 171
1984 144 15.2 15.8
1985 14.2 15 15
1986 145 14.9 14.8
1987 14.6 14.3 14.3
1988 13.7 13.9 13.8
1989 13.2 13.8 133
1990 134 14 135
1991 154 14.8 14.4
1992 16.2 15.2 15.7
1993 15.9 14.8 155
1994 155 14.3 154
1995 14.7 14 14.6
1996 14.9 13.9 14.6

SOURCE: Dataon actual duration are from the ETA394. Predicted vaues are the authors calculations
using data from the ETA394 and the BLS web site.

NOTE  Thesenumbersareshown graphicaly in Figurell.l. Mode 1 usesthetota unemployment rate
to predict Ul duration. Mode 2 usesthetota unemployment rate and average unemployment
duretion.

114



TABLEA.2

DEFINITION OF NATIONAL VARIABLESUSED IN ANNUAL ANALYSIS

(1971 to 1996)
Vaiade Mean Standard Deviation
Average Duration of Regular Ul Bendfits,
in Weeks? 14.72 1.16
Tota Unemployment Rete, Civilians 16
or Older® 6.77 1.28
Dummy Variable, = 1 for Years 1993 to
1996 0.21 0.42
Duration of Unemployment, in Weeks’ 15.06 2.71

Proportion of Tota Employment in
Constructior? 0.06 0.003

Proportion of Total Employment in
Manufacturing® 0.23 0.033

Proportion of Total Employment Who Are
Femdes 0.45 0.024

Average Potentid Duration for Regular
Unemployment Benefits, in Weeks? 24.03 0.23

Retio of Average Ul Bendfit to Average
Weekly Wage® 0.36 0.007

Ratio of Insured Unemployment Rate to Tota
Unemployment Rate? 0.42 0.048

Patafrom Ul Database form ETA34.

bData from DRI Nationa Database.
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TABLEA.3

DEFINITION OF NATIONAL VARIABLESUSED IN QUARTERLY ANALYSIS
(First Quarter of 1991 to Fourth Quarter of 1996)

Vaiadle Mean Standard Deviation
Average Duration of Regular Ul Bendfits,

in Weeks? 15.19 213

Tota Unemployment Rete, Civilians 16

or Older® 6.8 1.29

Dummy Variable, =1 for Years 1993 to 1996 0.15 0.36

Growth Rate of Red GDP (annualized)® 2.76 3.75

Rate of Capacity Utilization — All Industries” 815 351

Duration of Unemployment, in Weeks’ 14.37 2.86

Proportion of Unemployment over 27
Weeks’ 0.14 0.05

Ratio of Insured Unemployment Rate to Total
Unemployment Rate? 0.49 0.1

Patafrom Ul Database.

®Datafrom DRI Nationa Database.
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TABLEAA4

DEFINITION OF NATIONAL VARIABLESUSED IN MONTHLY ANALYSIS

(January 1971 to December 1996)
Vaidble Mean Standard Deviation
Average Duration of Regular Ul Bendfits,
in Weeks? 15.2 2.77
Tota Unemployment Rete, Civilians 16
or Older® 6.69 1.29
Dummy Variable, = 1 for Years 1993 to
1996 0.15 0.36
Duration of Unemployment, in Weeks 14.37 2.86
Proportion of Unemployed over 27 weeks’ 0.14 0.05

Layoffs as aProportion of Tota Labor
Force 0.01 0.004

Ratio of Insured Unemployment Rate to Tota
Unemployment Rate? 0.49 0.1

Pata from Ul Database.

bData from DRI Nationa Database.
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TABLEAS

DEFINITION OF STATE VARIABLES USED IN ANNUAL ANALYSIS
(1978 to 1996)

Vaiable Mean Standard Deviation

Average Duration of Regular Ul Bendfits,
in Weeks? 13.82 2.68

Tota Unemployment Rete, Civilians 16
or Older® 6.51 2.11

Dummy Variable, = 1 for Years 1993 to
1996 0.21 0.41

Average Potentid Duration for Regular
Unemployment Benefits, in Weeks? 23.61 2.36

Ratio of Average Ul Bendfit to Average
Weekly Wage? 0.37 0.05

Ratio of Insured Unemployment Rate to
Totd Unemployment Rate? 0.43 0.13

Dummy Variablefor Yearsin Which FSC or
EUC Bendfits Were Avallable 0.42 0.49

Pata from Ul Database.

"Data from BLS Homepage.

118



TABLEA.6

DEFINITION OF STATE VARIABLESUSED IN MONTHLY ANALYSIS

(January 1980 to December 1997)
Vaidde Mean Standard Deviation
Average Duration of Regular Ul Benfits,
in Weeks? 14.93 4.1
Totd Unemployment Reate, Civilians 16
or Older® 6.41 2.2
Proportion of Employment in Constructior? 0.047 0.012
Proportion of Employment in Manufacturing® 0.166 0.069

Dummy Variable, =1 for Years 1993 to
1996 0.31 0.46

aData from Ul Database.

®Data from BLS Homepage.
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