
How did unemployment insurance extensions affect the  
unemployment rate in 2008–10?
by Bhashkar Mazumder, senior economist and director, Chicago Census Research Data Center

During recessions, it is common for the federal government to extend the standard  
unemployment insurance (UI) program. Many economic studies have shown that workers 
who receive UI extensions tend to take longer to find new employment, leading to a 
somewhat longer average duration of unemployment among all workers. 
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It is important for us to  
understand how much 
of the recent rise in the  
unemployment rate may 
be due to UI extensions. 

ThepassageandcreationoftheEmer-
gencyUnemploymentCompensation
(EUC)federalprograminJuly2008and
subsequentextensionssubstantiallyin-
creasedthemaximumnumberofweeks
ofeligibilityforunemploymentinsurance
(UI).AsofFebruary2011,unemployed
workersin26statesandWashington,DC
wereeligibleforamaximumof99weeks
ofUIbenefits.Thenationalaveragewas
about95weeks.1Bycontrast,duringthe
deeprecessionin1983,themaximum
potentialdurationofUIcoverageinany
statewas55weeks.

Providingmonetaryassistancetotheun-
employedforlongerperiodsmaybenefit
individualsandtheaggregateeconomy,
atleastintheshortrun.However,there
issomeconcernthatUIextensionsmight
alsoprovideadisincentiveforworking.
Somerecentresearchsuggeststhat
longerspellsofUIreceiptareactually
welfareenhancingformanyindividuals
whohavelowlevelsofsavingsandwho
mightotherwisebeforcedtotakejobs
thatrepresentpoormatchesfortheir
skilllevels.2Inanyevent,whetherben-
eficialornot,longerspellsofunemploy-
mentarisingfromUIextensionswill
automaticallyleadtohigherratesof
unemployment.Sincepolicymakersplace
agreatdealofweightontheunemploy-
mentrateasameasureofthedegreeof
slackintheeconomywhenformulating

macroeconomicpolicy,itisimportant
forustounderstandhowmuchofthe
recentriseintheunemploymentrate
maybeduetoUIextensions.

InthisChicago Fed Letter,Ipresentnew
estimatesoftheextenttowhichtheEUC
programmayhavecontributedtothe
riseintheunemploymentrateduring
therecentrecessionandearlyrecovery
period.Iuseasimulationthatapplies
tothecurrentepisodeanestimatefrom
theliteratureoftheeffectsofUIexten-
sionsonthedurationofunemployment.
First,Ireviewsomeotherstudieson
thetopic.

Research on the EUC program

Thekeychallengeforresearchersstudy-
ingtheeffectsofUIextensionsonun-
employmentisdistinguishingcausefrom
effectbecauseextensionsaretypically
enactedinresponsetopooreconomic
conditionsthatleadtorisingunemploy-
ment.Therefore,researchersmustuse
anidentificationstrategytoeithercon-
trolforeconomicconditionsortocre-
ateasuitablecomparisongroup.Valletta
andKuang3identifytheeffectsofUI
extensionsbycomparingtheunemploy-
mentdurationsofthosewhoarelikely
tobeeligibleforUIwiththedurations
ofthosewhoarenot.Theyuseques-
tionsfromtheCurrent Population Survey 
(CPS,conductedbytheU.S.Bureauof



LaborStatistics)onthereasonforun-
employmenttoidentify“involuntary
joblosers,”whocomprisemostofthose
whowouldbeeligibleforUI.Thecon-
trolgroupconsistsof“voluntaryjob
leavers”andlaborforceentrants,most
ofwhomwouldbeineligibleforUI.
TheyestimatethatUIextensionsaccount
for0.8percentagepointsoftheincrease
intheunemploymentratefromitspre-
recessionlevelsin2006and2007through
Juneof2010.Anadvantageoftheir

approachisthatitisrelativelytrans-
parentandtheresultscanbesumma-
rizedvisuallyinachart.Ontheother
hand,theymustmakesomearguably
strongassumptionsinorderfortheir
treatmentandcontrolgroupstobe
trulycomparable.4

Fujita5identifiestheeffectsoftheUI
extensionsbycomparingtheunem-
ploymentdurationsofmenintheCPS
whowereunemployedin2004–07
withthedurationsofmenwhowere
unemployedin2009–10.Hefindsthat
extensionsaccountforbetween0.9
and1.7percentagepointsofthechange
inthesteady-stateunemploymentrate
formen.6Byusingthe“pre”and“post”
EUCprogramdifferences,thestudy
providesanicecomplementtoValletta
andKuang’s(2010)cross-sectionalanal-
ysis.However,Fujita(2011)focusesonly
onmen,sowedonotknowwhether
theresultsgeneralizetotheentire
laborforce.

Inanearlierpaper,Fujita7usesasim-
plermodeloftheunemploymentrate
andtakesanestimatefromthelitera-
tureontheeffectsofUIextensionson
thedurationofunemploymenttopro-
duceanestimateoftheeffectofthe
EUCprogram.Hefindsthattherecent
UIextensionsmayaccountforabout
1.5percentagepointsoftheincreasein
theunemploymentrate.Anicefeature

ofthisstudyisthatitprovidesauseful
theoreticalframeworkthatusesthe
flowsintoandoutofunemploymentto
derivethesteady-stateunemployment
rate.However,theapproachimplicitly
assumesthatallunemployedworkers
arecoveredbyUIanditonlyconsiders
extensionsfrom25to52weeks,even
thoughmanyworkerscanpotentially
collectUIforupto99weeks.Thestudy
alsoreliesonanestimatebasedondata
fromseveralstatesduringthe1970s

and1980s.8Thiscouldbeproblematic
becausetheUIextensionsduringthat
periodreflectedresponsestohighun-
employment,therebypossiblyconfusing
causeandeffectasdescribedearlier.9

Finally,Aaronson,Mazumder,and
Schechter10usearangeofestimates
fromtheliteratureontheeffectofUI
extensionsonunemploymentduration
andapplythemtoarguethattherecent
UIextensionsaccountedforbetween
10%and25%oftheincreaseinob-
servedunemploymentdurationsbetween
July2008andDecember2009.This
wouldroughlytranslatetoanincrease
intheunemploymentrateofabout0.5
to1.25percentagepoints.Anadvantage
oftheirapproachisthattheyincorpo-
ratedataonthefractionoftheunem-
ployedactuallyreceivingUIeachmonth
tocalculateatimeseriesoftheeffectsof
extensionsandconsiderhowtheeffects
accumulateovertime.However,they
implicitlyassumethatallincreasesin
UIcoverageareduetotheextensions
asopposedtopooreconomicconditions.
Theyalsolackatheoreticalframework
inwhichtointerprettheirresults.

Base case estimates

Myapproachstartswiththeframework
ofthesteady-stateunemploymentrate
usedbyFujita(2010),buttriestoincor-
poratemanyoftheempiricaldetailsused
byAaronson,Mazumder,andSchechter

(2010).Thesteady-stateunemployment
rateisgivenby:
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wheresistherateatwhichemployed
workers“separate”intounemployment,
f  istherateatwhichunemployedworkers
“find”employment,andUistheunem-
ploymentrate.11Istartbytakingadvantage
oftwokeyfactsthatcharacterizedthe
labormarketinthesixmonthspriorto
theincreaseinUIextensions(January
toJune2008).First,theunemployment
rateaveraged5.1%,whichIassumewas
itssteady-statevalue.Second,themean
durationofanongoingspellofunem-
ploymentwas17weeks;thisimpliesthat
f isabout0.253.12Pluggingthesenumbers
intotheequationaboveimpliesthats
wasabout0.0136.13

Ithenestimatehowfchangesasaresult
oftheUIextensions.IuseCardand
Levine’s14estimatethata1-weekincrease
inthemaximumpotentialdurationof
receiptofUIleadstoa0.1-weekincrease
inthedurationofunemployment.To
definetheincreaseinthemaximum
potentialperiodofUIreceipt,Ifollow
Aaronson,Mazumder,andSchechter
(2010)andusethetriggersrelevantfor
eachstateforeachmonthtocalculate
atimeseriesofthenationallyweighted
averageofthemaximumpotentialdu-
rationofUIreceipt.AsofFebruary2011,
thisstoodatabout95weeks.Therefore,
thechangeinpotentialdurationofUI
receiptis69weeks.15Iassumethatthe
take-uprateofUIamongtheunem-
ployedis40%,whichwasthecoverage
ratepriortotheUIextensionsinJuly
2008.Ialsoassumethatthistake-up
rateisthesamefortheUIextensions.

Incombination,theseassumptionsimply
thatunemploymentdurationswould
increasefrom17weeksto19.8weeks
withtheextensionofUIbenefits.16This
impliesthatfwouldfallto0.22.Using
theequationabove,thesteady-staterate
ofunemploymentwouldbe5.9%,ora
0.8percentagepointincreaseinsteady-
stateunemploymentduetoUIextensions.
Itisworthnotingthatthismaybeacon-
servativeestimateforthesizeofeffect
goingforward.Iftheunemployment

The extension of unemployment insurance benefits during 
the recent economic downturn can account for approximately 
1 percentage point of the increase in the unemployment rate, 
with a preferred estimate of 0.8 percentage points.



ratedeclinesoverthenextyear,asitis
projectedtodo,themaximumduration
ofbenefitswillalsodecline,becausemany
stateswillnolongersetoffthetriggers
thatleadtoautomaticbenefitextensions.

Alternative assumptions

CardandLevine’s(2000)estimateofthe
effectofUIonunemploymentduration
isbasedonanextensionofUIbenefits
inNewJerseyin1996.Theextension
wasduetoapoliticaltradeoffduringa
periodofstableeconomicconditions
ratherthanaresponsetorisingunem-
ployment.Asaresult,unlikemostother
estimates,itisunlikelytoreflectreverse
causality.Theremaybesomeconcern,
however,thattheCardandLevineesti-
matesaredownwardlybiasedforthe
currentsituation,becauseworkersmay
haveamoremutedbehavioralresponse
toUIextensionsduringexpansionsthan
recessions.Therefore,Iconsiderasan
alternativetheestimatefromKatzand
Meyer17thataweekofextendedbene-
fitsleadsworkerstoremainunemployed
anadditional0.16weeks.Itshouldbe
notedthattheKatzandMeyerestimate
alsosuffersfrompossiblebias,because
itwasderivedfromdatafromthe1970s
and1980s.Inanyevent,thisalterna-
tiveassumptionchangesmyestimate
ofthenewsteady-stateunemployment
rateto6.3%,ora1.2percentagepoint
increase—0.4percentagepointshigh-
erthanmybasecasefigure.

MybaselineestimatesassumeaUItake-
uprateof40%.Thiswasthetake-uprate
atthetimethattheextensionswere
implemented;sincethen,however,the
take-upratehasrisentocloseto70%.
Inunpublishedwork,mycolleagueLuojia
Hufindsthatthisincreaseintake-up
canbefullyexplainedbyworsening
economicconditionsand,thus,should
notbeusedincalculatingtheindepen-
denteffectsofUIextensionsonunem-
ployment.Nonetheless,asarobustness
check,Ireranmycalculationsunderthe
alternativeassumptionthattheUIexten-
sionsalonecausedtheUItake-uprateto
increasefrom40%to55%.Thischange
booststheincreaseinthesteady-state
unemploymentrateduetoUIextensions
from0.8to1.1percentagepoints.18

Conclusion

Insummary,thebasecaseandalternative
estimatesusingtheapproachoutlined
inthisarticlesuggestthattheextension
ofunemploymentinsurancebenefits
duringtherecenteconomicdownturn
canaccountforsomewhereintheneigh-
borhoodof1percentagepointofthe
increaseintheunemploymentrate,with
apreferredestimateof0.8percentage
points.Oneshouldkeepinmindthat
thiseffectisalsolikelytobereversed
overthecomingyears,astheextensions
areremovedinresponsetoanimproving
labormarket.
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