EXECUTIVE SUMMARY

The federd-state Unemployment Insurance (Ul) program offers ass stlance to workerswho havelost
their jobs through no fault of their own. In dl sates, the level of cash benefits paid is based on previous
wages earned, and the duration of benefitsislimited, typicaly to a maximum of 26 weeks. However, the
federal government has extended the duration of benefits during every recesson since the 1950s. Most
recently, the Emergency Unemployment Compensation Act of 1991 created theEmergency Unemployment
Compensation (EUC) program. The program, which subsequent amendments to the act extended, paid
federdly financed extended benefits from November 1991 through April 1994. More than $28 hillionin
benefits was paid under the program.

The EUC program, as implemented, contained two different components. The largest consisted of
a program that extended individual workers potentid durations of unemployment compensation. This
component, targeted at workers suffering long-term unemployment, was smilar to earlier emergency
extended benefits programs. Federal Supplementa Benefits (FSB), in the 1970s, and Federd
Supplemental Compensation (FSC), in the 1980s. Its most important difference from these “third-tier”
programs lay in the precise way in which EUC interacted with the regular, permanent Extended Benefits
(EB) program. Specificaly, EUC legidation permitted statesto substitute EUC for EB in Stuationswhere
EB otherwise might have been avallable. Mot dtates availed themselves of this option throughout the
period in which EUC was avallable. This had the practica effect of turning EUC into a “second-tier”
program aswel. That is, for most workers suffering long-term unemployment, EUC was the only source
of extended benefits during the recession of the early 1990s.

The second component of EUC was uniqueto that program. During Phases 3 and 4 of itsfive phases,
some workerswho normally would have collected benefitsunder theregular Unemployment Insurance (UI)
program had the option of collecting EUC benefits indeed. Because the only clamants digible for this
optionwerethose beginning anew benefit year, such clamsacted asasubgtitutefor regular Ul and served
a different category of worker (specificaly, workers who expected recall and who had much shorter
periods of unemployment than those who usualy collect benefits under extended benefits programs).
Although benefits paid under thiscomponent probably totaled lessthan 15 percent of al benefitspaid under
EUC, the novdty of its structure suggests that considerable attention be devoted to it in our overdl
evauation.

CONCLUSIONS
Our review of the EUC program suggests 11 conclusions about its overdl impact and effectiveness:
1. The extended benefits component of the EUC program performed an important
countercyclical role during the recession of the early 1990s. The rdaivey long

duration of the program and its widespread implementation by the states were appropriate,
giventhe extended weakness of the labor market exhibited in that recesson. EUC appears
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to have avoided both the overly generous and the poorly targeted benefitsthat characterized
the extended benefits programs (EB and FSB) in the 1970s and the overly long duration of
the FSC program of the early 1980s. Although no one measure of the performance of the
EUC program capturesall its countercyclica features, the exhaudtion rateis perhgpsthe best
angle measure. We estimated that avail ability of its extended benefits component permitted
the overd| system of unemployment compensation to provideadightly lower exhaugtionrate
(our estimates ranged from 17 to 24 percent) than the rate that characterizes the system
during nonrecessionary periods. These benefits replaced about 2.4 percent of the shortfall
in red digposable income attributable to high unemployment throughout the recessionary
period.

The size and scope of the EUC program significantly exceeded what would have
been provided under the regular EB program. Our smulaions suggested thet, in the
absence of EUC, only about 3 million exhausteeswould have been covered under theregular
EB program during the period 1991.4 to 1994.2, even if al states had adopted the tota
unemployment rate asatrigger for EB. On the other hand, EUC (which effectively replaced
EB during this period) paid benefits to about 7.7 million regular Ul exhaustees under its
extended benefitscomponent. Evenwith modestly relaxed trigger thresholds, EB would have
been a substantialy smdler program than EUC. In actudity, of course, EB itsdf played
virtudly no roleinthe recesson of the early 1990s. In addition, thefedera financing of EUC
resulted in $3 to $4 bhillion in trugt fund savings for the states. These savings were
concentrated in a sndl number of daes resulting in an average Unemployment
Compensation (UC) tax rate saving of gpproximately 0.25 percentage point in those states
where EB would have been payable.

I mplementation of the extended benefits component of EUC presented a number of
administrative complexities arising from its multiple-phase structure and its
integration with the regular Ul program. Most of these difficultiesarose from thetime
pressure state officiads were under to incorporate EUC into their operations. Because some
of EUC's provisons (for example, maximum durations) were changed frequently, and
because the program incorporated some provisonsthat differed from those of theregular Ul
program (for example, more stringent work search requirements), it was often impossibleto
devote the necessary care to establishing systems and procedures for paying benefits.
Hence, dthough the phase structure of EUC did permit a flexible response to recessionary
conditions as they became apparent, more attention might have been paid to easing the
dates implementation of the programs and to streamlining trangtions among its phases.

The characteristics of individuals receiving EUC under its extended benefits
component resembled those of recipients of previous programs, although a few
significant differencesreflecting thechanging composition of thelabor market were
apparent. Recipientswho received both Ul and EUC weremorelikely to be older, femde,
and part of a minority group than were shorter-term recipients who received only Ul.
Compared to previous emergency programs, they werelesslikdy to be from manufacturing
indugtries than were recipients of FSB and FSC (for example, 30 percent under EUC, as
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opposed to 44 percent under FSB). Femaes aso condtituted alarger fraction of recipients
under the extended benefits component of EUC, than had been the case under the previous
emergency programs (44 percent in EUC, versus 37 percent in FSC). Still, it seems clear
that the extended benefits portion of the EUC program served workers suffering long-term
unemployment who shared many similarities with workers who collected under earlier
emergency programs.

Workers receiving benefits under the extended benefits component of EUC
experienced considerable difficulty in finding reemployment. Despite extensivejob
search, it took many recipients a long time to find ajob. Moreover, approximately 23
percent of workers who received benefits under the extended benefits component of EUC
never (during an average follow-up period of three and one-haf years) found a new job.
Many of those extended benefits recipients who found new jobs reported subsequent job
Separations, suggesting that much of thereemployment wasinreatively ungtablejobs. Two-
thirds of those who became reemployed found jobsin indudtries different from those of their
prior jobs. About 4 out of 10 workers experienced wage losses of at least 25 percent.

Substantial numbers of individuals receiving benefits under the extended benefit
component of EUC received reemployment services from the Job Service or
education or training. However, not all recipientsreceived reemployment services,
and those receiving education or training were not always the individuals who
appeared to be most in need of further education or training. Approximately 75
percent of long-term reci pientsreceived servicesfrom the Job Service; however, 25 percent
did not. Seventeen percent began educeation or training programs while collecting benefits
or beforethedart of ajob. Thisseemslikeasubstantia number, sncenot dl recipientsneed
or could benefit from educeation or training. However, those who did enter education or
training tended to be better educated and to have greater earnings possibilities than those
who did not. Redatively few individuas who were high school dropouts or who had low
wages on thar pre-benefits jobs participated in education or training.

The extended benefits portion of the EUC program kept a considerable number of
families from falling below the poverty line. Nevertheess, EUC benefits done often
were insufficient to keep families out of poverty when there was no working spouse or
partner. Another factor exacerbating the low incomes of EUC recipients families was that
they had very low rates of receipt of benefits from retirement and transfer programs.

Approximately5 percent of all EUCfirst payments (and 30 per cent of first payments
during Phase 1 of the program) were made to “ reachback” eligibles. Mean weeks
of EUC collected, average total benefits received, and exhaustionrates for this group were
very smilar to those of other EUC recipients during Phase 1.



9. Theoptional claimscomponent of EUC permitted statesto achieve savingsto their
Ul trust funds when workers chose to substitute EUC benefits for regular Ul
benefits that would otherwise have been payable to them. Inaccuracies and
shortcomings in the reporting of optiona cdlaims madeit difficult to obtain precise figures for
the dollar value of benefits payable under them. Overdl, however, we estimate that these
benefits may have amounted to between $3.4 and $4.6 hillion. This represented 12 to 16
percent of al EUC benefit dollarsand 5to 7 percent of regular Ul benefits during the period.
Our datad so suggested that the actud trust fund savingsfrom the optiona claims component
of EUC were unevenly distributed among the states, with some statesreceiving the equivaent
of afull percentage point in Ul tax rate relief, while others received less than a tenth that
amount.

10. This optional claims component of EUC added major complexities to the
administration of EUC during Phases 3 and 4. Presenting information to clamants
about the EUC optiond clams provision was time-consuming and difficult, Snce both staff
clamants found the options hard to understand. Integrating the payment of optiona clams
into state Ul systems aso requiired overriding many existing computer safeguards. Therapid
implementation of Phase 3 of EUC meant that there waslittle timeto validate new computer
code. Thismeant that officials often wereforced to overridetheir sysemsmanudly. Further
complicating the Situation were issues in the proper interpretation of some optiond clams
procedures.

11. The overwhelming majority of workers who collected benefits under the EUC
optional claims component were not long-term unemployed. These workers were
muchmorelikely to expect recall to their prior employers, to do lessjob search, and to have
sgnificantly higher reemployment rates than workers who collected under the extended
benefits component. Indeed, average total unemployment compensation benefits collected
by workers choosing the optional claims portion of EUC amounted to only about 25 percent
of the average total amount of UC benefits collected by workers collecting under the
extended benefits component of EUC.

POLICY IMPLICATIONS

These conclusons suggest four broad implications for future unemployment compensaion policy
toward extended benefits:

1. Intheabsence of major changesto the EB trigger mechanism, it seemslikely that
future emergency programswill haveto function as both “ second-tier” and “ third-
tier” extended benefits programs. Trigger rates under EB are smply too high and too
constrained by thetrigger rates threshold requirementsto permit EB to provide the level of
benefits that EUC did during the recession of the 1990s. Because the gods of future
programs are likely to be smilar to those of EUC (athough the specifics will be tailored to
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particular recessonary circumstances), these too will likely be used as substitutesfor EB if
the Ul system isto continueto provide adequate support to long-term unemployed workers.

Operations of future EUC-type programs would be significantly improved if
implementation could be streamlined. In particular, dthough the phase structure
incorporated in EUC provided flexibility in meeting recessionary needs asthey arose, these
phases were often too short and contained administrative procedures that were changed too
frequently for states to adapt to them. Operation of the program would be much smoother
if sate adminigtrators had more time to adapt their systems to the program’ s requirements
and if basic provisions (such asjob search requirements) were more carefully integrated with
existing Ul procedures.

Experiences of recipients of extended benefits under EUC suggest the need for
enhanced labor market services. Clearly, many of these reci pients experienced sgnificant
difficultiesin finding reemployment asaresult of the 1990srecesson. While many recipients
received some reemployment services, there gppears to have been a need for additional
sarvices directed toward workers who are likely to collect extended benefits and who
probably will have difficulty finding jobs comparable to their pre-benefits jobs. However,
the Worker Profiling and Reemployment Services systems that have been introduced since
the end of the EUC program now provide a mechanism to direct reemployment services
toward workers who are likely to collect extended benefits.

The optional claims component of EUC should not be a component of future
extended benefits programs. The optiona clams component may have helped some
clamants avoid reductions in weekly benefit amounts as the result of entering a new benefit
year, as was intended, but the vast mgority of benefits paid under this option went to the
short-term, rather thanlong-term, unemployed. 1t wasdso extremely difficult to adminigter.
Oveadl, such a component plays no useful role in a policy intended for the long-term
unemployed.
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