











Simulated effects of changing the initial distribution of unemployment duration, 2010-11

A. Effects on the January 2010 Blue Chip forecast of the unemployment rate
percent
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B. Effects on the path of the average duration of unemployment
weeks
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Note: Blue Chip forecast refers to the forecast of the unemployment rate through 2011 according to the Blue Chip Economic Indicators.

Sources: Authors’ calculations based on data from the U.S. Bureau of Labor Statistics, Current Population Survey, basic monthly files; and
Aspen Publishers (2010).
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Real compensation growth versus the unemployment rate, 1949-2009

real compensation, percent change from a year ago
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Note: The black line represents the relationship between the unemployment rate and the percent change of compensation from
a year ago over the period 1949-2009.
Source: Authors’ calculations based on data from the U.S. Bureau of Labor Statistics from Haver Analytics.

Real compensation growth, actual versus predicted, 1949-2009

percent change from a year ago
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NOTES

!Alternatively, the relationship between the length of time out of
work and the diminishment of work prospects could be picking up
unobserved differences in worker quality between those who are
unemployed for short and long spells (Ham and Rea, 1987; Kiefer,
1988; and Machin and Manning, 1999). In this case, longer spells
in and of themselves do not lead to worse outcomes. It is very diffi-
cult to convincingly identify which of these channels dominates
without strong statistical assumptions.

Based on transition patterns between being employed, unemployed,
and out of the labor force altogether, we estimate that Ul extensions
increased the unemployment rate by roughly 0.7 percentage points
during 2008-09.

*Long-term unemployment is a good deal less common in the United
States than in much of the developed world (for example, Machin
and Manning, 1999). As of 2008, the last year for which comparable
data are available, the share of the unemployed out of work more
than six months was two times, and in some cases four times, higher
in Belgium, the Czech Republic, France, Germany, Greece, Hungary,
Italy, Luxembourg, the Netherlands, Portugal, Switzerland, the
United Kingdom, and Japan.

“The most recent numbers from the Current Population Survey
are still well below the prevalence of long-term unemployment
during the Great Depression. Unfortunately, national data on un-
employment duration before World War II are not systematically
available. Definitions of unemployment also varied across surveys
and are different from the modern one. That said, Eichengreen and
Hatton (1988) report that more than a third of males who were
looking for work in 1930 had been unemployed for at least 14 weeks
and 55 percent of ongoing unemployment spells had lasted at least
six months in 1940. Eichengreen and Hatton also reproduce data
from Woytinsky (1942), showing the year-to-year changes in un-
employment duration in Philadelphia during the 1930s. In 1933,
for example, over 80 percent of the unemployed had spells of at
least six months. Chatterjee and Corbae (2007) describe a special
January 1931 census of the unemployed in Boston, New York,
Philadelphia, Chicago, and Los Angeles, which reported that

45 percent, 61 percent, 45 percent, 61 percent, and 33 percent
were jobless for at least 18 weeks, respectively.

5As can also be seen in figures 1 and 2 (p. 30), it took particularly
long for average and median unemployment duration and the share
of the long-term unemployed to return to pre-recession levels fol-
lowing the 1990-91 and 2001 recessions.

*The U-6 rate, available since 1994, includes marginally attached
workers and part-time workers who want and are available for full-
time work but had to settle for a part-time schedule for economic
reasons. The U.S. Bureau of Labor Statistics classifies individuals
as “marginally attached” if they “indicate that they want and are
available for a job and have looked for work sometime in the re-
cent past” but are not currently looking. We derived a simulated
U-6 series from 1978 onward based on similar questions in the
CPS. The simulated series replicates the actual reported series
from 1994 onward.

"Okun’s law simply states a linear negative relationship exists
between economic activity (that is, GDP growth) and the unem-
ployment rate.

8To be clear, there are other series that are hard to forecast within
this simple statistical model. We also underpredict the increase in
those who are part-time workers for economic reasons and the frac-
tion of the population outside of the labor force but not marginally
attached. These results are not reported but available upon request.
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All of the inferences here are the same if the base of comparison
is the full population rather than the labor force.

10This is true even when controlling simultaneously for all of the
characteristics listed in table 1 (p. 35) in a regression framework

1See Aaronson and Sullivan (1998) for similar results on job
displacement and job insecurity.

12To implement the Blinder/Oaxaca decomposition, a separate re-
gression is run for each time period. The change in average duration
of unemployment over the two periods is then decomposed into

a portion due to changes in the /evels of the explanatory variables
(for example, the fraction of females and the fraction that has
completed less than high school), a portion due to changes in the
coefficients on these explanatory variables, and a residual term
that captures the effects of the interactions (that is, simultaneously
changing the levels and coefficients).

Specifically, let unemployment duration D, be specific to an
individual 7 and a time period 7. To keep things simple, we use two
time periods—the 1980s, which is indexed as ¢ = 1, and the 2000s,
which is indexed as ¢ = 2. We show the results by comparing ex-
pansions (1985-86 versus 2005-06 in the first column of table 2 on
p. 36) and comparing periods of high unemployment (first half of
1983 versus second half of 2009 in table 2, second column). Duration
is determined by characteristics X, (for example, gender and age)
that are also specific to individual i and time period .

We can write this statistical model as D, = X b + e, where e,
is an error term. The decomposition is then D, — D, = (X, - X))b,
+X(b,~b,) + (X,— X,)(b,— b,). The first term after the equal sign is
reported in the first set of rows in table 2 (“due to changes in com-
position”). The second term is reported in the second set of rows (“due
to changes in coefficients”), and the third term is the row labeled
“interactions between changes in composition and coefficients.”

Running this decomposition on the share of the unemployed
undergoing long-term spells of unemployment yields similar results.
Those are available upon request.

3Notably, changes in industrial structure have little impact. See, for
example, Rissman (2009), Valletta and Cleary (2008), and Aaronson,
Rissman, and Sullivan (2004) on the role of sectoral reallocation
on labor market conditions during recent recessions.

“Movements between being in and out of the labor force play a much
smaller role in explaining shifts in the unemployment rate, so this
discussion largely abstracts from these transitions for simplicity.
But we return to transitions between being unemployed and out of
the labor force (UO and OU) during the most recent recession later
in the article.

5The term “‘separations,” however, is often used elsewhere to
represent all transitions out of a particular job, including job-to-job
transitions. The separation and hiring rates reported in the U.S. Bureau
of Labor Statistics’ Job Openings and Labor Turnover Survey (JOLTS)
and Business Employment Dynamics (BED) survey also include out
of the labor force transitions.

®Mazumder (2008), using the U.S. Census Bureau’s Survey of Income
and Program Participation (SIPP), also finds that the separation
rate has been of somewhat greater importance in recent recessions
than suggested by Shimer (2007).

"Typically, EE is a continuously employed person. However, it can
also be someone who transitions from one job to another without a
spell of non-employment.
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18]t is important to note that there is an “adding up” constraint because
the three probabilities must sum to 1. Therefore, it is not possible
to vary the paths of all three variables simultaneously.

It should be noted that this transition model is not additive. Allowing
all of the transitions starting from £ and all the transitions starting
from U to follow their actual course (simultaneously) accounts for
about 3.4 percentage points of the actual increase of 5 percentage
points in the unemployment rate, leaving some significant share of
the increase attributable to changes in transitions starting from O.

2We also match the rise in the share of the long-term unemployed
quite well.

2'While this result is unlikely to be surprising, it should be noted
that it need not be the case. The length of unemployment can in-
crease, with a lag, from a surge in job separations.

2Some of the variation in federal extensions occurs at the state level
because of state-specific triggers for unemployment insurance ben-
efit extensions that depend on the severity of unemployment at the
state level.

BSpecifically, for each month we multiply the difference in the
maximum eligibility of UI benefits over and beyond 26 weeks
by the elasticity of a one-week increase in extensions on average

duration of unemployment. This product is scaled by the fraction
of the unemployed receiving Ul benefits in that month. The resulting
estimate represents the full effect of the extension over some period
of time. We then divide this effect by 12 to effectively spread out the
total effect over the next 12 months. Finally, we take a running sum
of the effects over the previous 12 months. Starting in December 2008,
when maximum UI eligibility exceeded one year, we began to spread
the effect over the next two years. See note 24 for more details on
the choice of how long to spread out the impact of the extension.

*#The effect of an extension on the average duration of unemploy-
ment is not instantaneous. For example, the elasticity of 0.2 from
Katz and Meyer (1990) is based on simulating their model on indi-
viduals over a two-year period. They found similar results from
simulating the model over one year or three years. If we were to
spread the effect of the initial increase in benefits over two years,
this would lower the estimated contributions of the UI extensions
only up until October 2009, but would have no effect on the total
contributions as of December 2009.

ZNote that there is no spike at 26 weeks, the typical maximum
number of weeks of Ul eligibility. Although the CPS does not
show a spike, administrative unemployment insurance records
typically do (see, for example, Ham and Rea, 1987; Katz and
Meyer, 1990; and Meyer, 1990, 1995).
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