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CHAPTER 1
INTRODUCTION

The Federd-State Unemployment Insurance (Ul) system faces many challengesin mesting its
two primary objectives of providing temporary income replacement for involuntarily unemployed
workers who were recently employed and helping stabilize the economy during recessonary periods.
Numerous changes in the United States economy and ensuing changes in Federal and State Ul policies
have increased the extent to which the Ul system is called upon to serve as the primary means of
achieving these objectives. For example, structural changesin the economy over the last two decades
have shifted many jobs from the manufacturing sector to the service and retail sectors. In addition, the
demographic composition of the workforce is changing with more of the workforce being comprised of
women and minorities. These two factors have, in conjunction with other structural changesin the [abor
market, contributed to higher numbers of displaced workers and more long-term unemployment, both
of which have had large impacts on Ul benefit payments and the automeatic economic stabilization role
of the Ul system. This renewed sgnificance of the Ul system asthefirgt line of support for workers
who lose their jobs through no fault of their own makesit imperative that policy makers have the
information needed to make informed decisions about changes to the Federd-State Ul system.

A wide range of information is needed by policy makers to make informed decisions about the
Federd-State Ul system because Ul policiesinfluence avariety of labor-market decisons. Foremost,

policy makers need to know how changesin Ul systems affect the decisons of Ul recipientsto return



to work or to continue to collect Ul benefits, which is often referred to as the reemployment
disncentive effect of Ul benefits. In addition, policy makers need to know how changesin Ul policies
dter the decisons of nonworking individuas to become Ul recipients. Congdering less direct effects,
policy makers require information concerning the potentia responses of workers to policy changes by
adjudting their employment activities to affect their digibility to collect future Ul benefits. Findly, if
policy changes dter the financing features of Ul programs, policy makers need to know how these
changes will influence employersto ater their hiring and separation behavior. Each of these labor
market behaviorstha are influenced by Ul palicies dso have important budgetary implications for the
Federd-State Ul system.

Exigting research examines each of these potentid routes through which Ul policies can
influence the labor market decisons of individuals and employers. However, this extensive research
provides very few definitive answersto the key questions policy makers face and, quite often, different
research sudies yidd conflicting conclusons. Many factors contribute to the aosence of the definitive
information that policy makers need to make informed decisions about Ul programs. For example,
avallable sudies utilize different data sources, invoke disparate behavioral assumptions, define variables
in different ways and apply dternative andytica gpproaches. Moreover, most studies congder specific
effectsin isolation because of data limitations or methodologicd problems. The incompetibilities across
gudies and the examination of isolated effects of Ul policies on labor market decisons make it quite
difficult to integrate results to develop rdliable assessments of the comprehengve effects of Ul policies

on the labor market decisions.



The purpose of this study is to provide one component of the information policy makers need to

devise Ul policiesthat can hdp ensure the Federd-State Ul system will continue to fulfill its two

primary missons. Specificaly, this sudy examines the decisons of Ul damants to collect benefits

during their digibility period. Thisinformation about the dynamic patterns of Ul benefit payments will

be helpful in determining the optima levels of the weekly benefit amount and the potentid duration of

benefits, which are the two key eements of Ul programs. In addition, thistype of informéation is

needed in the formulation of policies that extend the length of time Ul clamants can receive benefits

during recessionary times, such as the Emergency Unemployment Compensation program.

To develop an improved understanding of the dynamic patterns of Ul benefit payments, this

sudy examines Sx characterigtics of Ul clamants behavior.

1

The week-by-week decisions of claimants to collect a benefit payment over the course of
the period they are eligible to receive payments, which is generally their 52-week benefit
year in non-recessionary times and longer periods in recessionary times when extended
and/or supplemental benefits are available.

The extent to which these weekly patterns of Ul receipt are influenced by provisions of

State Ul programs focusing on the effects of the level of the weekly benefit amount, the
potential duration of benefits, and whether the State requires an uncompensated waiting

period before receiving benefits.

The extent to which the dynamic patterns of Ul benefit receipt are affected by the
availability of extended and/or supplemental benefits.

The seasona variation in the benefit receipt decisions of claimant cohorts filing initial
clams at different times of the year.

The extent to which the dynamic patterns of Ul benefit receipt vary across different
demographic characteristics of the Ul population, as measured by age, sex, race, and pre-
Ul industry of employment.

The extent to which the dynamic patterns of Ul benefit receipt are affected by general
economic conditions and the business cycle.



Together, the findings from these six aspects will help provide the information needed by policy makers
to assess the budgetary and economic consegquences of aternative Ul policies.

The remainder of the report is organized asfollows. Chapter 2 provides a brief overview of the
Federd-State Ul system. Chapter 3 reviews some of the existing empirica evidence on the effects of
Ul policies on the behavior of unemployed workers. Chapter 4 describes the data set constructed for
the study based on arandom sample of Ul clamants from 13 States. Chapter 5 describesthe
econometric framework used in the andysis of the dynamic patterns of Ul benefit payments. Chapter 6
presents the specification of, and the results from, the model used to summarize the likelihood a Ul
clamant receives a benefit payment in the first week they are eigible to collect benefits. Chapter 7
presents the specification of, and the empirica results obtained from, the modd used to summarize
periods of continuous weeks of Ul benefit receipt. Chapter 8 describes the specification used to modd
the number of continuous weeks a claimant does not receive a benefit payment and the results from the
esimation of thismodel. Chapter 9 combines the findings from the previous three chapters to
characterize the dynamic patterns of Ul benefit recelpt and summarize the variation in these dynamic
patterns across different Ul policy regimes, demographic characteristics of clamants and generd
economic conditions. Findly, Chapter 10 summarizes the results, relates the findings from this study to

the exigting literature and discusses the policy implications of the findings



CHAPTER 2
OVERVIEW OF UNEMPLOYMENT INSURANCE PROGRAMS

The Federd-State Unemployment Insurance (Ul) system was established by The Socid
Security Act of 1935 asajoint Federd and State effort. The Socid Security Act in conjunction with
the Federa Unemployment Tax Act (FUTA) form the framework for the Ul system by establishing the
adminidrative dructure for the system, funding for the adminigrative structure, identifying the workers
covered by the system (i.e., covered employment), and establishing certain requirements that State
programs must meet. Within this generd framework, however, States have a greet ded of latitudein
determining individua qudification requirements, disqudification provisons, digibility, waiting periods,
weekly benefit amounts, potential weeks of benefits and the State tax structure to finance the
unemployment benefits States are respongble for paying.

To fulfill itstwo primary objectives of providing temporary and partia wage replacement to
involuntarily unemployed workers who were recently employed and hel ping stabilize the economy
during recessionary periods of the business cycle, the Federa-State Ul system has developed a three-
tiered system of providing unemployment compensation benefits. The firgt tier congsts of the regular
State Ul benefits that are financed by State unemployment taxes levied on employers! The second tier
consgts of the permanent Federd-State Extended Benefits (EB) Program that provides additiona

benefits to qudified claimants who have exhausted their regular State Ul benefits and reside in States

1 Alaska, New Jersey and Pennsylvaniaalso levy unemployment benefit taxes directly on employees.
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with high unemployment rates. Findly, the third tier encompasses avariety of emergency supplementa
benefit programs that are temporarily authorized by Federd or State legidation in periods of severe
unemployment.?

This chapter provides an overview of the three tiered Federa-State Ul system. Section 2.1
summarizes some of the key features of regular State Ul programs.  Section 2.2 provides a brief history
and description of the Federd-State EB program. Section 2.3 summarizes the history of Federd

emergency supplementd benefit programs and describes some of the key features of the latest

program.

2.1 Regular State Unemployment | nsurance Systems

The Federd-State Ul system provides States a great dedl of latitude for developing the
particular Ul program that seems best adapted to the conditions prevailing within a State. Within broad
Federa guiddines, States have devel oped specific rules and regulations determining coverage of the Ul
system, qudification and digibility requirements, benefits, and financing that vary subgtantidly across
States. This section briefly discusses each of these elements of regular State Ul systems. A detailed
description of State Ul programs can be found in the publication Comparison of State
Unemployment Insurance Lawsthat is published twice ayear by the U.S. Department of Labor,

Employment and Training Adminigtration; Unemployment Insurance Service.

2 Several Statesalso have supplemental benefit programsthat are fully State-funded and that can be
implemented at the State’ s discretion.



The coverage provisons of State Ul systems determine which employers are liable for
contributions and which workers accrue rights to benefits under State law. Coverage provisons are
generaly determined by the FUTA because employers in State’ s with approved Ul systems can crediit
apercentage of their State Ul tax payments againgt their Federd tax liability. Approximately 98
percent of al wage and sadlary workers and 91 percent of al employed persons are covered by the
State Ul systems. The mgor categories of uncovered workers include self-employed individuas,
certain corporate officers, certain agriculturd laborers and domestic servants, employees of relatives,
certain student interns, certain aien farmworkers, certain seasona workers, and railroad workers.
States have the option of covering additional workers, but most States have not expanded coverage
beyond FUTA requirements.

Although States have developed distinct and intricate methods for determining the quaification
and digibility of Ul clamants, there are three mgor factors that enter into the determination of a
worker’s benefit rightsin dl States. These three factors are:

1 The workers experience in covered employment in arecent period of either 52 weeks
or 4 caendar quarters, which is referred to as the base period (BP),

2. The reason for separation from the most recent employer, and

3. A demondrated ability and willingness to seek and accept suitable employment during
weeks in which benefits are claimed.

3 The most common BP used by Statesisthefirst 4 of thelast 5 completed calendar quarters prior to the
initial claim filing date. Other BP include the 52 weeks prior to filing an initial claim, the last 4 completed quarters
prior to finding aninitial claim, 4 calendar quarters ending 3 to 7 months before theinitial claim filing date, and the
calendar year prior to the year of filing aninitial claim.



Thefird factor only entersinto the qudification and digibility determination process a the time a person
filesaninitid dam. The second factor determines a person’ s digibility following each separation from
an employer. The third factor gpplies throughout the clamant’ s benefit year and involves satisfaction of
anumber of digibility criteria on aweek-by-week bass.

States a0 require that a cdlamant must have a specified leve of earnings in covered
employment, or must have worked for a certain period of time within the BP, or both, to satisfy the
monetary qudification requirements for Ul benefits. All States use some combination of tota earnings
received in the base period (BPE), highest earningsin any quarter of the base period (HQE), and tota
weeks of work during the base period (WW) to establish an individud’ s digibility to receive Ul
payments. Approximately haf of the States require aworker to have aminimum HQE dong with BPE
greater than some multiple (usudly 1.25 or 1.5) of HQE to become dligible for benefits. Another one-
fourth of the States express their digibility requirements in terms of aminimum level of BPE, and hdf of
these States add a requirement of wages in more than one caendar quarter. The remainder of the
States determine igibility based upon arequired number of WW with wages greater than some
nomind amount. Whether explicit or implicit, dl but five States require wages in more than one
cdendar quarter for an individud to meet the monetary qudification requirements for Ul payments.

Individuas who fird file an initid dam and meet the monetary qudification requirements
establish a benefit year (BY) that is usudly a 1-year or 52-week period during which claimants may
receive their benefit entittements. Nearly al States have an individud BY that begins with the week in

which damantsfirg file an initid dam that isvdid in terms of the monetary qudification requirements.



While workers have the right to cancel avaid initid cam, once amonetaily vdid initid dam isfiled,
clamants regular benefit entitlements are determined for the BY .#

The Federd-State Ul system is designed to compensate individuals for earnings losses resulting
from lack of work and not to provide payments to individuas who are voluntarily unemployed. To
fulfill this purpose, States examine the circumstances of separation from the most recent employer when
individuas begin anew period of daming benefits® All States have disgudification provisions for
leaving work without good cause, discharge for misconduct and unemployment resulting from direct
involvement in alabor dispute. While the provison for good cause is often ambiguoudy phrased, the
mgority of States do not disquaify individuas who quit for reasons relaed to the employment
relaionship. Thus, in practice, this provison usudly disqudifies only those individuas who quit for
persond reasons. In most States, a disqudification for leaving work without good cause generdly
gopliesfor the entire duration of the damant’ s unemployment and requires some employment with a
minimum level of earnings to end the period of disqudification. Smilar disqudifications are goplied for
discharges from an employer because of misconduct, athough in some States higher levels of
misconduct increase the disqudification period. Moreover, some States reduce claimants benefit rights

because of leaving work without good cauise and discharge for misconduct. To maintain "neutrdity™ in

4 states do allow redeterminations of benefits because of incomplete reporting of BP earnings or other
special circumstances and some States automatically redetermine benefits when there are changesin the State rules
establishing benefits, such asincreasesin the maximum weekly benefit payable.

5 A few States also examine the reasons for separations from other employers within a specified period of
time.



labor disputes, dl but one State law disqudifies individuds involved in an active labor dispute for the
period of the labor dispute, but there is no reduction in benefits because of thistype of disqudification.®

The find factor determining a clamants digibility to recaive a benefit payment in aweek
involves an able-and-available for work test, refusal of suitable work test, and the receipt of
disqudifying income. All State laws provide that a clamant must be able to work and available for
work to recelve compensation for each week the person is claming a Ul benefit payment. The ability
to work generdly specifies that clamants must be mentdly and physcdly ableto work. Avallahility for
work is often trandated to require that claimants be actively seeking work. In addition, to remain
eligible for a benefit payment, claimants must not refuse suitable work without good cause. Whilethe
definition of suitable work usudly refers to employment in a clamant’s customary occupation a a
market wage, the clamant is generdly required to accept a broader range of jobs as the unemployment
spell continues toward the exhaustion of benefits.” Finaly, most States have provisons that a claimant
isdisqudified for any week in which the person has received other types of income, such as dismissd
wages, holiday and vacation pay, back pay, worker’ s compensation payments, and benefits from an
employer-provided unemployment benefit plan.

Clamants BP employment hitories determine their regular State Ul benefit entitlements, as
well as the monetary qudification of aninitid clam. These regular benefit entitlements congst of an

assigned weekly benefit amount (WBA) and ether the maximum benefits payable (MBP) inaBY, or

® New York only disqualifiesindividualsinvolved in labor disputes for 7 weeks rather than the duration of
the entire labor dispute.

" In addition, Federal law requires States to deny extended benefits to claimants who fail to accept any
"suitable” work.
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the potential duration of benefits (PDB) available to dlaimantsin aBY .2 States use three methods to
determine aclamant's WBA as afraction of hisor her "usud" earningsin covered employment up to
some maximum level. These three methods, which can be digtinguished by the concept of usud
earnings, use afraction of either HQE, a percentage of BPE, or a proportion of average weekly
earnings (AWE), such that approximately 50 to 70 percent of the claimant’s usual earnings are replaced
by the WBA. States gpply one of two basic gpproaches for determining the PDB. The first gpproach,
adopted by about ten States, provides the same number of weeks of benefits to every individud who is
eigible for Ul payments. The second gpproach determines the PDB as afunction of an individud’s
work experiences in the base period using information on BPE, HQE and WW. Both the WBA and
the PDB vary grestly across States because of the complex rules used to caculated these quantities and
the vadly different minimum and maximum amounts limiting the values of both the WBA and the PDB.

Another aspect of State Ul systems is the requirement for serving a waiting week prior to
receiving afirg payment. A waiting week is a period, usualy a cdendar week, where clamants meet
al of the other digihility criteriato receve a benefit payment and they have not fully meet these
requirementsin any previous week sncefiling their initial clams. The vast mgority of States (41 out of
53) impose afull week of unemployment as awaiting period.® The remaining States either do not

impose awaiting week requirement or impose awaiting period of less than one week.

8 These latter two quantities are related by the formulaMBP = WBAXPDB.

9 Three States (Missouri, New Jersey and Texas) with full waiting week requirements permit claimantsto
receive compensation for the waiting week after receiving afixed amount of benefits during a benefit year.

11



The last dement of State Ul systemsis the financing scheme used by States to fund the State's
benefit payments. The taxation provisons adopted by States are heavily influenced by FUTA because
of the credit employers receive on their Federd payroll tax for their payments of State taxesin dl
approved State Ul system. All States levy taxes on covered employers and afew States also collect
employee contributions. Further, dl States have in effect some system of experience-rating such that
employers tax rates are based upon their experience with the risk of unemployment. However, the
experience-raing provisons vary greetly across States and this variation hasincreased in the last few
years. At present, there are four experience-rating systemsthat are usudly identified as reserve-ratio,
benefit-ratio, benefit-wage-ratio and payroll-decline. These desgnations refer to the formulas used to
determineindividud employer’srisk of unemployment. Most States are using a Sngle experience-rating
system, but afew have adopted combinations of two or more systems. An employer’ stax rate can
aso vary because States have different tax schedules that come into effect at different times depending
upon the status of the State' strust fund.  Specificdly, States impose schedules with higher rates when

their trust funds become closer to insolvency.

2.2  Federal-State Extended Benefit System

The Federd-State Extended Unemployment Compensation Act of 1970 authorized a
permanent mechanism for providing additiona unemployment benefits to workers who had exhausted
their regular benefits during periods of high unemployment. Under this origind program, Ul recipients
who exhausted their regular benefits could receive extended benefits (EB) a the same weekly benefit

amount as they received under the regular State program and haf of the cogts of these benefits are paid

12



out of Federd funds. These benefits were available to Ul exhaustees when the nationd seasondly
adjusted insured unemployment rate (IUR) exceeded 4.5 percent for 3 consecutive months or when
their State' s 13-week average IUR exceeded 4 percent and was at least 120 percent higher than the
IUR for the corresponding 13-week average during the preceding 2 years. Crossing either of these
IUR thresholds resulted in the EB program triggering on ether nationaly or in a particular State. When
EB were triggered on, Ul recipients who exhausted their regular benefits were entitled to receive 50
percent of their regular benefits for up to 13 weeks of EB, provided that the total amount of benefits
received did not exceed 39 weeks of full benefit payments. The remainder of this section highlights the
changes to the EB program that have occurred since 1970.

The structure of the EB program was firgt dtered by the Omnibus Budget Reconciliation Act of
1981. Clamants who had exhaugted their regular State Ul benefits till were entitled to one-haf of
their totd State benefits for up to 13 additiona weeks of benefitsin States with an activated EB
program. However, the combined regular and extended benefit payments still could not exceed a
maximum of 39 weeks of full benefit payments. In addition, to qudify for EB, acdamant had to have
20 weeks of work in the base period. The primary changesin the EB program that were enacted
involved the triggering rules that determined when States activated a period of EB availability.
Specificdly, the nationd trigger rate was diminated and the State triggering rules were changed by
raising the State trigger rate to an average IUR of 5 percent in the most recent 13 weeks and 120
percent of the average IUR in the last 2 years for the same 13-week caendar period. An dternative
trigger rate of an average IUR of 6 percent in the most recent 13 weeks was aso provided at State

option and has been adopted by dl but 12 States. One other modification to the EB program was also
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made by excluding clams for extended benefits from the cdculation of the IUR used for a State SEB
trigger rate.

The lagt 9gnificant change in the EB program was enacted with the Emergency Unemployment
Compensation Act of 1991 and its subsequent amendmentsin 1992. Both the amount of extended
benefits and the triggering mechanisms have been modified by these legidative actions. Under this
legidation, the EB program provides an optiona seasondly adjusted tota unemployment rate (TUR)
triggering mechanism and two tiers of extended benefits with 13 and 20 weeks of additiond benefits
depending upon a State's 3-month average TUR. The optiond TUR triggering rules are very smilar to
the IUR rulesinthat it requires the TUR to not only equal or exceed afixed threshold, but must a'so be
above 110 percent of either the prior year or second prior year TURs. For a State to have an
activated EB program with 13 weeks of extended benefits, a States TUR must be at least 6.5 percent
and exceed the 110 percent of previousyears TURs. For a State to have an activated EB program
with 20 weeks of extended benefits, a State’ s TUR must be at least 8 percent and exceed the 110
percent of previousyears TURs This dterndive triggering mechanism would have made EB more
widely avallableif it was used, however, only 7 States have adopted the dternative TUR trigger.

The EB program has not been widely available to Ul exhaustees during the 1990s because of
two factors. Firdt, there has been aweakening of the relationship between the IUR and the TUR over
the last two decades. Specificdly, there was a sharp decline in the fraction of unemployed persons

recelving unemployment compensation in the early 1980s and subsequently there has been agenerd
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downward trend in thisratio.’® This divergence between the IUR and the TUR provided ajudtification
for theintroduction of the optional TUR trigger for the EB program. Second, the Emergency
Unemployment Compensation Act of 1991--a supplemental benefits program--in effect temporarily
superseded the permanent EB program between late 1991 and early 1994. Although States had the
option of triggering on the EB program rather than the Emergency Unemployment Compensation

(EUC) program, very few States did so during this period.**

2.3  Third Tier Supplemental Benefit Programs

During recessionary times with prolonged periods of high unemployment, the U.S. Congress
has enacted temporary supplementa benefit programs to provide additiona unemployment benefitsto
Ul recipients who have exhaugted al other unemployment benefits available to them. Two of these
types of programs were enacted prior to the establishment of a permanent extended benefits programs
in 1970. Following the establishment of the permanent EB program, four temporary emergency
supplement benefits programs were enacted by Congress in periods of severe unemployment. In

addition, severd State legidatures enacted temporary supplementa benefit programs during times of

10 several studies have examined this declinein the ratio of the IUR to the TUR and attempted to attribute
the decline to specific economic factors. For example, see Blank and Card (1991), Burtless and Saks (1984), Corson
and Nicholson (1988) and VVroman (1991).

1 Therearetwo likely explanations for States’ behavior. First, benefit payments under the EUC program
were entirely Federally financed, while a State would have had to fund half of the costs of benefits paid under the EB
program. Second, prior to March 1993 the EUC program provided more benefitsto Ul claimants than were possible
under the EB program. The few Statesthat did trigger on EB did so only after the benefits available from the EUC
program were |less than the 13 or 20 weeks of benefitsin the EB program.
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economic disressin aState. This section briefly describes the six Federd temporary emergency
supplementa benefit programs.

The first temporary program that was introduced prior to the enactment of the permanent EB
program was the Temporary Unemployment Compensation Act of 1958. This act wasin response to
the 1957-58 recesson and was in effect for dightly less than one year beginning in June 1958. The
program offered States interest-free loans if they increase the duration of benefitsto Ul recipients by 50
percent, up to amaximum of 13 weeks, after they had exhausted their regular benefits. A tota of 17
States participated in this program.

The other temporary program that was enacted before the establishment of the permanent EB
program was the Temporary Extended Unemployment Compensation Act of 1961. This temporary
program was in effect for dightly more than one year beginning in March 1961 and was financed by a
temporary increase in the Federd unemployment tax. Ul recipients who had exhausted their regular
benefits were digible to collect up to 50 percent of their regular benefits for up to 13 weeks, provided
that the combined weeks of benefits from both the regular and the temporary program did not exceed
39 weeks. State participation was mandatory for this program in contrast to the voluntary nature of the
1958 act.

The fird temporary emergency program that provided supplementa benefits for Ul recipients
who had exhausted both their regular benefits and EB benefits was the Emergency Unemployment
Compensation Act of 1971. This program was in effect for gpproximately 15 months and the
emergency benefits were made available to States when the IUR was at least 6.5 percent and the IUR

had to exceed 120 percent of the average rates for the same 13-week period in thelast 2 years. The
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program provided emergency benefits to clamants who had exhausted regular and EB benefitsup to
half of the duration of their regular State program or 13 weeks of benefits, whichever was less.

Sightly lessthan 2 years after the Emergency Unemployment Compensation of 1971 expired,
Congress passed the Emergency Unemployment Compensation Act of 1974. This act crested the
Federd Supplementa Benefits (FSB) program that was authorized in response to the 1973-75
recession and as the recession continued this act was extended 3 times. Inthe origind act, Ul
recipients who exhausted their regular and extended benefits could receive up to 13 weeks of FSB if
they lived in a State that was triggered on for EB. The first extension of the program, which was
included in the Tax Reduction Act of 1975, doubled the potentia duration of FSB benefits to 26 weeks
alowing Ul recipients to received benefits for atota of 65 weeksif they exhausted regular benefits, EB
and FSB. The second extenson did not change the avail able benefits but eiminated the nationd trigger
for State FSB digibility. The last extenson of the act, which findly expired in October, 1977, reduced
the potential duration of FSB back to 13 weeks.

The Federd Supplementa Compensation (FSC) program was the third temporary emergency
benefits program and was created by the Tax Equity and Fiscd Responsbility Act of 1982. This
program was a so extended and modified severd times. The first verson of the FSC program provided
amulti-tiered benefit structure providing 6, 8 or 10 weeks of benefits to Ul recipients who had
exhausted their regular and extended benefits on or after June 1, 1982. Thefirst extension to the FSC
program changed the benefit structure to provide 8, 10, 12, 14, or 16 weeks of benefits to claimants
who exhausted regular and extended benefits depending on conditions within a State. The program

was unchanged until the third extension in 1983 that eliminated the two tiers of 12 weeks and above,
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but provided additiona FSC benefits of 6, 8 or 10 weeks of benefits (depending upon unemployment
conditions within a State) for recipients who exhausted their basic FSC benefits on or before April 1,
1983. There were three other extensonsto the FSC program before it expired in 1985. However,
only thefifth extenson modified the program by reducing the additiona FSC benefitsto 2, 4 or 5
weeks depending upon the unemployment conditions within a State.

The latest temporary supplementa program was created by the Emergency Unemployment
Compensation Act of 1991 that authorized the EUC program. Aswith other temporary programs, this
program was adso modified and extended severa times. Thefirst verson of the EUC program
provided Ul recipients whose benefit year expired on or after March 1, 1991, with either 13 or 20
weeks of benefits depending on the unemployment conditionsin a State. The program provided 20
weeks of additiona benefits in States with an adjusted insured unemployment rate (AIUR) of at least 5
percent or a 6-month average TUR of at least 9 percent.’? Bendficiariesin al other States were
entitled to 13 weeks of benefits. Thefirst extension of the EUC program added 13 more weeks of
benefits resulting in 26 and 33 weeks of additiona benefits. The second extenson of the EUC program
provided for 20 or 26 additiona weeks of benefits. The third extension reduced the weeks of benefit
available under the program to 10 and 15 weeks. The last extension of the EUC program phased out
the benefit avallable, first providing ether 7 or 13 weeks depending upon the unemployment conditions

in aSate.

12 The AIUR isthe IUR used to trigger the permanent EB program in a State, adjusted by including regular benefit
exhausteesin a State for the most recent 3 months for which data are available.
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CHAPTER 3
EXISTING EVIDENCE ON THE DYNAMICS OF
UNEMPLOYMENT INSURANCE BENEFIT RECEIPT

Over the past 20 years a steedy flow of empirical research has evauated the effects of
unemployment insurance (Ul) programs on the labor market activities of various demographic groups.
The vast mgority of this research has focused on the effects of the weekly benefit amount (WBA) and
the potentid duration of benefits (PDB) on the unemployment experiences of Ul claimants. Although
there have been some studies that examine other |abor market effects of Ul, such as the decision of
non-working individuas to become Ul clamants, the effects on the employment decisions of workers,
and the response of employers to the tax schemes used to finance Ul benefits, the review in this chapter
will focus solely on the empirical studies that examine the effects of Ul policies on unemployment
experiences.®

Asnoted in Chapter 1, it is difficult to develop consstent inferences from the existing literature
regarding the effects of the WBA and the PDB on the unemployment experiences of Ul clamants
because of difference in data sets, differencesin the definitions of key variables and disparate
assumptions and estimation methods. Researchers have primarily used two types of data to investigate
the effects of the WBA and the PDB on the unemployment experiences of Ul clamants. (1) program

data obtained from adminigtrative records, and (2) survey data obtained from interviews conducted

13 More in-depth surveys of the literature examining Ul are provided by Atkinson and Micklewright (1991),
Burtless (1990), Danziger, Haveman and Plotnick (1981), and Gustman (1982).
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with individuals. Program data provide much more accurate measures of benefit entitlements and
benefit receipt information, but often lack other important variables that are related to individuals Iabor
market decisons. On the other hand, survey data provide a much richer source of other information
that includes many of the variables that are related to individuas' |abor market behavior, such as past
employment experiences, household income, and family demographics, but often lack sufficient or
reliable information about key benefit variables and Ul benefit receipt.

Previous empiricd sudies examining the effects of Ul policies on unemployment dso differ
congderably in the way key variables are defined. Some of these differences are reated to the type of
data source used in the andyss. Program data, for example, only contains information on insured
unemployment and, as such, studies using these data define unemployment as weeks recaiving Ul
benefits. Thisfeature of program data precludes the analyss of the effects of Ul on other definitions of
unemployment, such as the common definition of unemployment used by the Current Population Survey
and broader definitions, such astime spent not employed. Similarly, the nature of survey dataaso
results in differences in the definition of key varidbles. For example, survey data generdly lack
information on Ul benefit entitlements and only contain information on the recaipt of Ul benefits.

Hence, the definitions used in these analyses of the WBA and the PDB are often imputed measures that
are condructed usng State program characteristics and past information on earnings rather than the
actud vauesfor these varidbles that are available in program data. Moreover, the definition of
unemployment that is used in the anadlyss of survey datais ether totd number of weeksindividuds are
unemployed during a calendar year or the number of weeks between jobs and looking for work, and

survey data sets generaly do not include enough information to determine insured unemployment.
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Findly, differences in assumptions and andytica techniques across empirica studies aso result
from the type of data sources used in the andysis. As noted above, program data lack information
about many individua or household variables and sudies using program data must assume that these
variables have no influence on damants behavior. In addition, different andytica techniques are used
in sudies based on program or survey data. For example, survey data often only include information
on the totd number of weeks a person is unemployed and does not provide weekly information about
the employment gtatus of individuas. This common feature of survey data precludes the use of duration
models to examine the effects of the WBA and the PDB on unemployment, which is a common
empirica gpproach used with the weekly receipt information available in program data.

Although these differences make it difficult to arrive at definitive conclusons about the effects of
the WBA and the PDB on unemployment, there are some common themes running through this
literature. The discussion below first summarizes the empirica sudiesthat are based on program data
and then briefly reviews the studies based on survey data. The chapter concludes with a synthesis of

these findings.

3.1 Empirical Results Using Program Data

A large number of empiricd studies have used program data sources to investigate the effects
of the WBA and the PDB on unemployment over the last 20 years. These studies have generdly
shown employment disincentive effects in the direction predicted by economic theory. Specificdly,

studies based on program data have found that higher WBASs and more weeks of benefits lead to more
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unemployment, measured as the number of weeks recelving Ul benefits. However, the magnitude of
these effects has varied congderably across studies.

Table 3-1 presents a summary of the findings from some of the more widdly cited empirical
studies of the effects of Ul on unemployment based on program data. This table identifies the data
source used in the study, the definition of unemployment examined, the estimation method used, the
estimated impact of the WBA and the estimated effect of the PDB on the measure of unemployment.
Studies are presented in chronologica order.

As shown in thistable, the earlier studies (Classen (1979) and Newton and Rosen (1979))
based on program data used Tobit models to examine the effects of the WBA and the PDB on the totd
number of weeks recipients received Ul benefitsin their benefit year. The estimated impact of the
WBA on this measure of unemployment indicated that a 10 percentage point increase in the
replacement rate (i.e,, the ratio of the WBA over arecipients typica weekly earnings during the base
period) would result in an increase in the number of weeks of benefits received between 1.0 week and
1.8 weeks. The estimated impact of changesin the PDB is dso quite variable in these early studies
ranging from no effect to an additiond 0.5 to 0.6 weeks of insured unemployment resulting froma 1
week increase in the PDB variable. In addition to the differences in the estimated impacts of these two

Ul variables, concerns were dso raised about the generdizability of findings from 1 or 2 States.

14 Classen’s (1979) results are based only on claimants from Arizona and Pennsylvaniaand Newton and
Rosen’ s (1979) findings are based on claimants from Georgia.
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TABLE 3-1

Summary of Findings from Empirical Studies Using Program Data

Definition of Estimation Estimated I mpact of the Estimated | mpact of
Study Data Source Unemployment Method WBA the PDB
Classen Ul clamantsin Weeks of Ul Tobit maximum A 10 percentage point No significant effect
(1979) Arizona and receipt in benefit likdlihood increase in the replacement
Pennsylvania (1967- year rate increases unemployment
1969) by 1.0 week
Newton Ul clamantsin Weeks of Ul Tobit maximum A 10 percentage point A 1week increasein
and Georgia (1974-1976) receipt in benefit likdihood increase in the replacement the PDB increases
Rosen year rate increases unemployment unemployment by 0.5 -
(1979) by 1.8 weeks 0.6 weeks
Moffitt CWBH datafrom 13 ~ Weeks of Ul Proportional A 10 percent increase in the A 1 week increasein
(1985) states for men only receipt in benefit hazards model WBA increases the PDB increases
(1978-1983) year truncated at unemployment by 0.5 weeks unemployment by 0.15
39 weeks
Solon CWBH data from Weeks of Ul Proportional A 10 percentage point A 1week increasein
(1985) Georgia (1978-1979) receipt in benefit hazards model increase in the replacement the PDB increases
year rate increases unemployment unemployment by 0.3
by 0.5 to 1.0 weeks to 0.4 weeks
Meyer CWBH datafrom13  Weeks of Ul Proportional A 10 percentage point A 1week increasein
(1990) states for men only receipt in benefit hazards model increase in the replacement the PDB increases
(1978-1983) year truncated at rate increases unemployment unemployment by 0.2
39 by 1.5 weeks weeks
Kaizand CWBH datafrom13  Weeks of Ul Proportional A 10 percentage point A 1week increasein
Meyer dtates for men only receipt in benefit hazards model increase in the replacement the PDB increases
(1990a) (1978-1983) year truncated at rate increases unemployment unemployment by 0.16
39 by 1.5 weeks to 0.20 weeks
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Empirica studies using program data that have been completed since 1985 have attempted to
refine the estimated impacts of the WBA and the PDB through the use of additiond dataand more
sophigticated methodologies. Recently, the most widely used program data source is the Continuous
Wage and Benefit History (CWBH) datafile that was maintained by the U.S. Department of Labor
from 1978 and throughout the 1980s. The CWBH combines adminidirative records from up to 13
States and amail survey completed by arandom sample of initid Ul clamantsin these States®® The
adminigrative data dements in the CWBH include accurate information on benefit entitlements, total
number of weeks of benefit receipt, totd payments by program type, and the exhaustion of regular Ul
benefits, thereby avoiding the inevitable errors in measuring these variables with survey data. These
more recent studies dso generally used a proportiond hazards modd to examine the effects of the
WBA and the PDB on the likelihood arecipient collected an additiona week of Ul benefits.
Proportiona hazards modd s provide a more flexible and appropriate methodology for the type of data
available from program data sources compared to the Tobit type models used in the earlier studies.

The studies that use CWBH data and that gpply the more sophisticated hazard models tend to
find impacts of the WBA dightly lower, but in the same range as the earlier Sudies using program data.
For example, Moffitt (1985) usng CWBH data from 13 States in the late 1970s and early 1980s finds
that a 10 percent increase in the WBA increases the number of weeks of insured unemployment ina
benefit year by 0.5 weeks. In terms of changes in the replacement rate, which is the measure used in

other studies, thisfinding implies that a 10 percentage point increase in the replacement rate will result in

5 ThecwBH program was a voluntary program started by DOL in 1978. While 13 States participated in
the program during the late 1970s and early 1980s, the numbers had dwindled to as few as 2 States during the early
1990s and DOL isno longer asking States to participate in the program.
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an increase in insured unemployment of gpproximately 0.8 weeks. Meyer (1990) and Katz and Meyer
(1990a), using the same data as Moffitt (1985) but somewheat different estimation methods, find a
somewhat larger impact of the WBA on unemployment that is more in the middle of the range found in
the earlier program studies. Specificdly, the findings from these two studies indicate that a 10
percentage point increase in the replacement rate resultsin a 1.5 week increase in insured
unemployment. On the lower end of the estimated effects of the WBA are the findings presented by
Solon (1985) based on CWBH data from Georgia that indicate a 10 percentage point increase in the
replacement rate increases unemployment by 0.5 weeks.

With regards to the estimated effects of the PDB on unemployment, the studies using the
CWBH data and hazards moded fdl in the lower range of the earlier estimates. Specificdly, the
estimated impacts for a 1 week increase in the PDB range from 0.15 weeks of additiond insured
unemployment found by Moffitt (1985) to 0.4 weeks more of unemployment found by Solon (1985).
A rdated issue that Moffitt (1985) and subsequent studies have examined is the relationship between
benefit exhaustion and insured unemployment. Specificdly, the hazard rate models used in this research
are epecidly well suited to examine the relaionship between benefit exhaustion and the likelihood
clamants end aperiod of insured unemployment. The findings in Moffitt (1985), Meyer (1990) and
Katz and Meyer (1990) dl suggest that the rate at which recipients stop receiving Ul benefitsincreases
subgtantialy as they near the exhaustion of their Ul benefits in a given benefit year. Katiz and Meyer
(1990) conclude from these findings that either individuas job-search strategies change subgtantidly,

employers recal practices are tied to benefit exhaustions, or these two factors are working in
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combination to have such a strong effect on the rate at which recipients end a period of insured

unemployment.

3.2 Empirical Results Using Survey Data

Fewer empirica studies have used survey datato investigate the effects of Ul benefit variables
on the unemployment experiences of individuas. One of the mgor obstacles in usng survey data for
this purposeis the limitations of the types of information available in survey data sets. An empirical
study of the effects of Ul policies makes substantial demands of survey data. Specifically, in addition to
information about individuals unemployment experiences, the survey data must include information on
the potentid Ul benefits available to these individuas over an extended time horizon and the utilization
of these benefits over this horizon, or the information needed to religbly infer these quantities. With the
exception of survey samplesthat are drawn from Ul adminigrative records (of which only alimited
number have been completed), survey data often lack sufficient information to include these key benefit
and utilization variables in specifications. This shortage of information dso commonly forces the
imposition of assumptions in Satistical models that result in specifications known to be grosdy
inconsstent with the facts.

Table 3-2 summarizes some of the empiricad studies examining the effects of Ul policiesusing
severd different survey data sources. Two of these studies (Moffitt and Nicholson (1982) and Katz
and Meyer (1990b)) use survey data sets that are linked to Ul administrative records and include

reliable benefit availability and utilization data, while the other three are based on
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TABLE 3-2

Summary of Findings from Empirical Studies Using Survey Data

Definition of Estimation Estimated | mpact of the

Study Data Source Unemployment Method Estimated Impact of the WBA  PDB
Ehrenberg  Nationd Longitudina Weeks unemployed Ordinary least A 25 percent increase in the Not estimated
and Survey - Original in previous calendar  squares regression  WBA increases unemployment by
Oaxaca Cohorts (1966-1969) year 0.5to 1.5 weeks
(1976)
Barron Current Population CPS definition of Multinomid logit No significant effect Not estimated
and Survey (1976) unemployed for transitions
Médlow from
(1981) unemployment
Moffitt Survey of Federal Percentage of time Tobit type A 10 percentage point increasein A 1 week increase in the
and Supplemental Benefits ~ employed maximum the replacement rate increases PDB increases
Nicholson  Claimants (1974-1977) likelihood unemployment by 0.8 to 1.0 unemployment by 0.1
(1982) weeks weeks
Katz and Survey of Ul claimants  Weeks from first Ul Proportional No significant effect Not reported
Meyer in Missouri and benefit receipt to hazard model
(1990b) Pennsylvania (1979- self-reported date of

1981) re-employment
Gritz and National Longitudina Weeks of Transition No significant effect A 1 week increase in the
MaCurdy  Survey of Youth - unemployment Probability Model PDB increases
(1997) 1979 Cohort (1978- between jobs using a unemployment by 0.1

1984)

CPS type definition
of unemployment

weeks on “average” and
by 1.0 week for
individuals with long
spells of unemployment

27




nationa probability samples of certain segments of the population. Table 3-2 presents the same type of
information that is presented in Table 3-1.

In contrast to the consstent predictions of the program-data studies, the findings outlined in
Table 3-2 indicate that most studies based on survey dataimply that changesin the WBA have no
perceptible effect on the amount of unemployment and among the studies that do find a sgnificant effect
(Ehrenberg and Oaxaca (1976) and Moffitt and Nicholson (1982)) it is smdler than the estimates using
program data. For example, Barron and Mdlow (1981), using a supplement of the CPS, find that the
WBA becomesinggnificant once one accounts for recipiency satus. Katiz and Meyer (1990a), usng a
survey supplement to a program-data source, dso find that the WBA plays an inggnificant role in the
trangtions out of unemployment. The findings reported in Gritz and MaCurdy (1997) are congstent
with thesefindings. Of course, there are avariety of potentia reasons for explaining this discrepancy,
including the nontrivia observation that unemployment in program data measures weeks of Ul receipt
instead of CPS-type unemployment. In udies relying on unemployment measures more in tune with
the CPS-type measures, the evidence of the effects of the WBA on unemployment duraionsisfar less
conclusve.

The estimated effects of the PDB from empirical studies based on survey data are dso
subgtantialy smaller than the estimated effects of this variable obtained by studies usng program data
Both of the survey based studies reporting results of the impact of achangein the PDB find that a 1
week increase in the PDB increases unemployment by 0.1 weeks. Both the Katz and Meyer (1990b)
and Gritz and MaCurdy (1997) studies dso examine the extent to which the exhaustion of benefits

affects the likelihood a clamant ends a period of unemployment and begins working again. The results
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in these two studies are congstent with the findings from the studies using program data and provide
strong evidence of exhaudtions effects. Specificdly, the findings from both of these studies suggests that
the likelihood a person becomes re-employed begins to increase 3 to 4 weeks before exhaustion of

benefits and remains a a higher levd for another 3 to 4 weeks after benefit exhaugtion.

3.3  Synthesisof Findings

The findings from studies using program data or survey data to investigate the effects of Ul
policies on unemployment cover arange of estimates that suggest great caution should be taken in
making policy prescriptions based on this uncertain evidence. There are avariety of potentia reasons
for the uncertainty of the impact of the WBA and the PDB on unemployment. As noted in the
introduction to this chapter, these differences can result from the data sources used to estimate the
empirica models, differences in the definitions of key variables, and digparate assumptions and
datistical models used to obtain the empirica results. While studies vary considerably dong these 3
dimensions, there are some consistent themes that emerge from an examination of Tables 3-1 and 3-2.

Although caution must be used in comparing results, an examination of the resultsin Tables 3-1
and 3-2 dearly suggests that the WBA and the PDB have alarger impact on insured unemployment
compared to the broader definitions of unemployment that more closely corresponds to the CPS type
measure or the length of time until reemployment. Thisis particularly the case for the WBA where the
Sudies that use the concept of insured unemployment congstently show a significant postive effect but
the mgority of sudies usng abroader definition of unemployment find no sgnificant effect. Smilarly,

while the studies that estimate the impact of the PDB on the broader concepts of unemployment find a

29



ggnificant positive effect of this Ul varigble on unemployment, the results from studies examining insured
unemployment find much larger effects. Overdl, these results suggest that increases in elither the WBA
or the PDB should have a subgstantidly large impact on the amount of insured unemployment and a

much smdler effect on the amount of generd unemployment in the economy.
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CHAPTER 4
DEVELOPMENT OF A DATA BASE FOR THE ANALYSISOF
THE DYNAMICSOF UNEMPLOYMENT INSURANCE BENEFIT
RECEIPT

A comprehensive analysis of the dynamic patterns of Ul benefit payments requires a very rich
data source that includes measures of Ul benefit entitlements and benefit payment historiesfor a
random sample of Ul daimants, characterigtics of these damants at the time their initid cdlaim isfiled,
and measures of the genera economic conditions faced by these clamants. Moreover, very rdigble
measures of Ul benefit entitlements and benefit payments are necessary for such an analysis. This laiter
requirement limits the potential sources to data based on adminigtrative records. Although there are
severad data sources based on adminidirative records that have been used in previous studies, none of
these sources are suitable for the purposes of thisanalysis. Specifically, extant program data sources
ether lack the detailed payment history information needed for this andysis or these sources are not
nationally representative.

This chapter details the congtruction of anew data base that was developed for this study. The
firgt section discusses the development of the data base including its design and the desired data
elements. The second section provides a description of the data dements included in the data base.
The chapter concludes with a description of the steps taken to create the estimation samples that are

used in the empirical anadyses reported in the following chapters.
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41  Development of Project Data Base

A new data base was developed for this study to examine the dynamic patterns of Ul benefit
payments. To meet the objectives of this project, this new data base had to satisfy severd criteria
Fird, the data base must contain detailed and accurate data regarding Ul benefit entitlements and
weekly information concerning benefit payments. Second, to ensure that the patterns observed in the
data are representative of the experiences of typica Ul clamants, the data base must include a
nationdly representative sample of Ul daimants. Third, to obtain reliable estimates of the effects of the
WBA and the PDB, there must be variaion in these Ul policy variables across damants with smilar
work higtories. Fourth, to estimate the impact of the availability of extended or supplementa benefits
on benefit payments, the data base needs to include periods when these types of benefits were
available, aswdll as times when these benefits were not available to Ul claimants. Fifth, the data base
must gpan along enough time period to examine seasond variation in benefit payments and the
relaionship between general economic conditions and clamants benefit payment experiences. Findly,
the data base must dso include some key demographic characteritics of clamants, such as age, sex,
race and pre-Ul industry of employment.

State Ul adminigtrative records were identified as the only source suitable for creating adata
base that satisfied these criteria. To create such a data base, we implemented a two-stage clustered
sample design to select arandom sample of Ul clamants who filed an initid claim for benefits between
January 1, 1990 and December 31, 1993. The time period spanning 1990 through 1993 was selected

for two reasons. Fird, there were known difficulties in obtaining older historicd information from States
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and 1990 was deemed the earliest year that we could reasonably expect States to have eectronic
records of claims and benefit payments available without having to retrieve archived records. Second,
the EUC program was operative during the middle of this period, which provided a sample of claimants
some of whom had these additiond benefits available and others who were not digible to receive these
benfits.

Thefirgt stage of the two-stage sample design selected arandom sample of 15 Statesusing a
systematic random sampling scheme with the probability of seection proportiond to the totd number of
monetarily eigibleinitial clamsfiled in cdendar years 1990, 1991, 1992 and 1993. The systemétic
aspect of the sampling scheme was designed to ensure that the sample included variation in key Ul
policy variables by sorting States dong a single dimension that summearized the generogity of each
State’ s Ul program. Specificdly, the generosity of a State’ s Ul program was calculated by taking the
average total benefits payable to a set of 23 hypothetical workers who were characterized by different
combinations of base period earnings, high quarter earnings and average weekly earnings. Using the
rules for determining eligibility that were in effect during each caendar quarter (starting with the first
quarter of 1990 through the fourth quarter of 1993), we ca culated the WBA and the totd benefits
payable to each of the 23 hypothetical worker typesfor al 16 caendar quarters. These 368 va ues of
total benefits payable were then averaged for each State to cdculate the average tota benefits payable
in each State from 1990 to 1993.1° States were then ranked according to the average total benefits

payable with the least generous State being assigned arank of 1. Table 4-1 presents the 15 States that

16 )¢ a hypothetical worker did not meet a State’ s monetary eligibility criteria, avalue of zero was used for
total benefits payable and this value wasincluded in the cal culation of the average.
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were randomly selected using this procedure along with each State' s average totd benefits payable and
ranking.

TABLE 4-1
Characteristics of States Requested to Provide a Random Sample of Ul Claimants

State Average Total Benefits Payable Ranking
Alabama $2,794.66 12
Cdifornia $3,591.83 40
Connecticut $3,854.90 46
Florida $2,618.56 6
Georgia $2,678.59 8
lllinois $3,145.16 23
Indiana $2,248.23 1
Kansas $3,450.86 34
Michigan $3,699.20 43
Nevada $3,317.78 30
New York $3,648.10 41
Oklahoma $3,029.12 20
Pennsylvania $4,283.05 50
Texas $2,926.80 17
Washington $3,582.87 39




The second stage of the sampling scheme sdlected a dratified random sample of Ul clamants
who filed amonetarily digibleinitial clam between January 1, 1990 and December 31, 1993 in these
15 States. Each State was requested to select a smple random sample of at least 1,000 claimants from
each of the four calendar years of 1990, 1991, 1992 and 1993. If a State dready had arandom
sampling mechanism for other program or research purposes, this mechanism was used to obtain the
sample. If aStae did not have an on-going random sampling mechaniam, the last few digits of
clamants Socid Security Numbers were used as the selection mechanism.

The data e ements requested from these 15 States included information on the determinants and
amount of benefit entitlements, weekly claims and payment information, disqudification information, and
demographic characterigtics of Ul clamants. Specifically, the data e ements requested included
clamant demographic data (age, sex, race, marita status, number of dependents), the effective date of
theinitid clam, week by week payment history, benefit entitlements, dates of any periods of
disqudification, qualifying earnings, pre-Ul occupation and industry of employment, Union gatus,

reason for job separation, and date of job separation.

4.2  DataElementsincluded in the Data Base

Thirteen of the 15 States were able to provide data for a random sample of monetarily digible
Ul clamants during thistime period. Eleven of the States were able to provide samples of cdlamants
from dl 4 of the years requested. However, Oklahoma was only able to provide data for a sample of
clamants who filed amonetarily digible initid dam in the last three years and Connecticut was only

able to provide a sample of clamants who filed amonetarily digibleinitid damin 1992 or 1993. Data
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were not obtained from Indiana and Michigan and claimants from these two States are not included in
the empiricd analyses

Table 4-2 presents the data elements that were obtained from each of the 13 States. Origina
data obtained from most States was in the form of two files that were linked by a common identification
number based off of daimants Socid Security Number. Thefirgt file contained information pertaining to
theinitid clam and characterigtics of aclamant. The second file contained detailed weekly data for dl
benefit payments made to each clamant.

State Ul adminigtrative records are maintained independently by each State. As such, the
electronic higtorical claim data were not uniform in content or in structure across the sampled States.
Measures of educational attainment, marital status, reason and date of job separation, pre-Ul
occupation code, and union status of claimants were not available from severd States and these data
elements are excluded from the data base. The remaining data d ements were standardized and
together formed the core of the data base congtructed for the andlys's, which conssts of demographic
characteridics, pre-Ul employment information, benefit entitlements, and weekly payment histories for
sampled clamants.

This longitudind micro-leve data base was combined with published data that summarized
economic conditions a the State-level and nationally. State-level data obtained fromthe U.S.
Department of Labor summarized unemployment rates, levels of covered employment and the amount
of covered wages in the 13 sampled States. Monthly State-level unemployment rates beginning in

1990 were obtained from the Bureau of Labor Statistics (BLS)
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TABLE 4-2
Data Elements Obtained From States

Data Element

FL

0
>

=
>

Initial Claim Date

Sex of Claimant

Race of Claimant

Age/Date of Birth of Claimant
Y ears of Education

Marital Status

Number of Dependents
Reason for Job Separation
Date of Job Separation

Pre-Ul SIC Industry Code
Pre-Ul DOT Occupation Code
Union Status

Qualifying Base Period Earnings
Weekly Benefit Amount - Ul
Maximum Benefits Payable - Ul

Detailed Weekly Payment Data
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and merged with the dlamant data. Similarly, beginning in 1990, quarterly State-level data from the
ES-202 program were obtained, including data on covered employment, total wages paid in covered
employment, taxable wages, and covered employment by industry. These data € ements were merged

with the clamant data

4.3  Construction of the Analysis Data

The analysis data base constructed from the records we obtained from the 13 States consisted
of the State-level economic data, clamant demographic information, claim characteristics and 208
weeks of Ul payment history for each monetarily digibleinitid daim.!” Construction of the database
involved determining eigible daims, imputing missng data, and standardizing Smilar measuresinto
consstent data elements across dl the States. This section describes the procedures used to determine
valid data and to correct for inadequate samples or missing data. It dso details variable congtruction
when origina source data were used to compute additional measures.

Clamsincluded in the file were redtricted to monetarily digible claims for which only regular U,
extended benefits (EB) or emergency benefits (EUC) were payable because of the overdl project
focus on the dynamic patterns of benefit payments under these three mgor components of the Ul
sysem. Clams with weekly benefit amounts or base period earnings equa to zero were consdered
monetarily indigible and screened out of the sample. Further, daims with entitlements to benefits from

Trade Readjustment Assstance (TRA), Disaster Unemployment Insurance (DUA), Short Term

v Payment histories were tracked for 208 weeks because of the reach back provision of EUC that allowed
claimants whose benefit years had already expired to claim benefits from an initial claim that was potentially more
than three years ago.
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Compensation (STC) or compensation under any other temporary program other than EUC were dso
excluded from the andlysis database.

Other screens were used to diminate records with questionable information including missng
dates and records with incongstent information. Claim records with missing initid clam dates were
excluded from the analysis data base. Additional records were omitted in cases of contradictory data
or probable data entry errors. These included instances where regular Ul payments were made
beyond 54 weeks &fter the initid claim date or after EUC payments had aready begun. Also omitted
were clams for which totd overpayments under any one program were gregter than the clamant’s
WBA under that program. Overpayments were computed in two ways. (1) the sum of any portion of
aweekly payment greater than WBA; and, (2) the total amount of benefits payed compared to the
maximum potentia benefit amount. If either amount exceeded the WBA,, the initid clam and all
matched payments were excluded from the andys's data base.

The other sgnificant screen gpplied in the congruction of the andys's data base diminated
records where we were unable to match an initial clam record with matching payment histories. In
generd, this screen diminated only avery smdl percentage of clams with fewer than 1 percent of initia
clams missing payment information. However, in one State gpproximately 27 percent of the clams that
resulted in a least one benefit payment were missng at least some of the detailed weekly payment
information in the records we received. A comparison of the available data between claims with and
without matching payment histories revedled that the dams with missng information were very smilar
to the clams without missing information. Hence, we excluded dl of these clams from the andyss data

base. Moreover, to maintain the same proportion of initid clams that did not result in a benefit
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payment, we selected arandom sample of 73 percent of the claims for which no payment were madein
this State.

The remaining vdid clams from dl 13 States made up the analyss data base. Asde from the
State-level economic measures, the following variables were included in the time-invariant portion of the
file: the claimant sex, race, age, employment sector type, base period earnings category and worker
type category; theinitid dam date; the WBA; the maximum potentid benefit amount (MBA); and
whether or not awaiting week was required before first payment.

Although records with missng data on some variables were completely excluded from the
andysdis data base, we did retain records with missing data for some variables, including base period
earnings, race, X, pre-Ul industry of employment, and age when filing initid clam. Missing data for
these variables were treated in two distinct ways. A dummy variable for missng age data was included
in the file when age was less than 16 or none was provided. Meanwhile, multiple imputation
techniques, based on the methods proposed by Little and Rubin (1987), were used to account for
missing data regarding base period earnings, race, sex and pre-Ul industry of employment. For each
record with missing data, multiple records were created, one for each variable category. Each new
record was weighted based on the estimated probability of that outcome. The caendar quarter the
initid clam was filed and the Ul benefit entitlement variables were used to estimate the probability a
clamant with missing sex information was afemde or mae. These same variables, in addition to sex,
were used to estimate the probakilities claimants with missing race information were Black, Hispanic, or
from some other racia category. Predicted probahilities for the claimants with missing pre-Ul industry

information were aso condructed using the same sets of predictor variables. Smilarly, missng
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information regarding base period earnings were accounted for by predicting the probabilities a clamant
fdl into each of the 42 worker type categories based on seasonal factors, benefit entitlements, sex,
race, pre-Ul industry, and any available earnings information.

The time-varying portion of the analys's data base conssted of payment, program type, and
remaining benefits avallable information for 208 weeks, sarting with the week of the initid clam date,
or the following week if awaiting week was required. For dl States excepting New Y ork and Texas,
weeks were defined as beginning on Sunday and ending on Saturday. New Y ork’ s payment week
begins on Monday and ends on Sunday. Texas definition of week depends on the date that the clam
isfiled. Foringance, if aclam isfiled on Friday in Texas, the week is defined as Friday through
Thursday. These State conventions were used to determine gppropriate clam week numbersin the
longitudinal portion of the database.

Payment amount and program type for each consecutive week of aclaim were provided in the
State Ul adminigtration record files. In cases where dependent allowances were excluded from
recorded benefit amounts, the dependent alowance amount was added to dl relevant data dements,
including payments, aswel asthe WBA. Any censored data or disqudification periods were coded in
the program type variable for future reference. For instance, only one year of data was available for
each clam from one of the sampled States. In this case, a variable was created indicating that no more

information was available for the claim after week 53.

18 Missi ng base period earnings information most commonly occurred because information on high quarter
earnings was missing for States that did not use this measure of recent labor market experience in determining
claimants’ benefit entitlements. In these instances, information on total base period earnings was available and this
information was used to estimate the probabilities that a claimant’ s high quarter earningsfell into the brackets
defining the 42 worker types.

41



The measure of remaining benefits avallable a each week was cdculated a the end of the
week, asthetotd regular Ul benefits available plus any EUC or EB benefits avallable, minus the current
and dl previous week payments. For this caculaion, State-level maximum potentid weeks of EUC
and EB were obtained from the Unemployment Insurance Service, for each month in which the
programs were in effect. To compute the EUC and EB benefits available, the potentid weeks were
multiplied by the clamant’ sWBA. While Ul totd benefits available were generdly determined at the
beginning of the clam, EUC and EB benefits available could potentidly change throughout a clamant’s
benefit year depending on availability of these benefits during a particular week.

The resulting longitudind file, merged with the base file of clamant and daim deta, provided the
information necessary to identify first payments, spells of receipt and non-receipt, as well astrangtions
from exhaustion to payment when additiond benefits became avalable. Findly, adding State-leve
unemployment rate data, CPI adjusted average quarterly wages, and a measure of tota covered
employment completed the analysis data base. These variables were transformed to reflect appropriate
measures for each week from 1990 through 1996. Merged with sampled clam data by initid clam
week, these measures provided basdline conditions. Merged with the longitudind data, they were used

as time-varying measures of the State's economic conditions.

44  Sub-sampling to Construct an Estimation Sample
The estimation sample congsted of a random sample of gpproximately 1,000 clams per State.
Such a sub-sample was necessary for two reasons. First, the number of claims received from the 13

States varied greetly. We received gpproximately 10,000 claim records from New Y ork, while over
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36,000 were received from Oklahoma. Second, the processing time for alongitudina micro-level data
fileistoo long to exceed what is necessary for adequate estimation.

Table 4-3 shows each State’ stotal number of valid claims, the sampling probability, and the
number of cases found in the find sub-sample. The god of the sub-sampling was to obtain a data set
with gpproximatdly 13,000 claimants with gpproximately 1,000 claimants from each of the 13 States.
Sample weights were created for each claimant to account for the four sepsinvolved in the
development of the estimation sub-sample. A welght was firg created to represent the differentid
probability that the State was selected using the systematic random sampling procedure with probability
proportiond to Size. Thisweight was then multiplied by the inverse of the probability individud
clamants were randomly sdected within each State. This intermediate weight was then mulltiplied by
the inverse of the sub-sampling probakility to create the weight associated with each clamant in the
esimation sub-sample. The find weight created for the estimation was developed to account of the
multiple imputation of missing data and conssted of multiplying the third-step weight by the probabilities

associated with each imputed vaue.
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TABLE 4-3
Sample Size, Sub-Sampling Probability and Sub-Sample Size by State

Number of Vdid Number of Claims

Clamsin State Sub-Sampling in Esimation
State Sample Probability Sub-Sample
Alabama 10649 10% 1033
Cdifornia 21119 5% 992
Connecticut 9195 10% 920
Florida 11167 9% 951
Georgia 10019 10% 1019
Illinois 16340 6% 959
Kansas 14267 7% 986
Nevada 28976 4% 1174
New Y ork 9377 11% 1025
Oklahoma 33775 3% 969
Pennsylvania 17359 5% 923
Texas 19541 6% 1186
Washington 12427 8% 1002




CHAPTER S
A FRAMEWORK FOR MODELING THE DYNAMICS OF
UNEMPLOYMENT INSURANCE BENEFIT RECEIPT

Characterizing the dynamic patterns of Ul benefit payments requires an econometric framework
that not only provides a complete description of clamants payment experiences over their benefit year,
but aso accounts for various factors—-including Ul policy variables-that influence claimants decisions
to collect the Ul benefitsthey are entitled to receive. This chapter develops an econometric framework
that meets these requirements. The first section describes the basic dements of this econometric
framework and Section 5.2 discusses three modifications of this basic framework to account for some
of the unique features of Ul programs. Section 5.3 presents the empirica specifications used to
operationdize this framework. The chapter concludes with a discussion of specific modding issues

related to estimating the influence of Ul policy variables on the dynamic patterns of benefit payments.

5.1  TheEconometric Framework

The econometric framework used in this study to characterize the dynamic patterns of Ul
benefit paymentsisreferred to as a Trangition Probability Modd (TPM) and it includes two basic
components. initid probabilities; and duration didributions. Theinitia probabilities summarize the
likelihood a clamant receives a benefit payment in the first week of the benefit year that he or sheis

eligible to recaive benefits. The duration distributions, which are based on transition probabilities,
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characterize the length of spells or number of uninterrupted weeks that an individud isin aparticular Ul
benefit payment status.

When combined, these two components of a TPM can fully summarize the benefit payment
experiences of clamants over their entire benefit year. Specificdly, this framework can be used to
characterize six agpects of the time paths of Ul benefit payments. Firg, it estimates the likelihood of
recaiving afirg payment conditiond on filing avdid initia claim and etablishing a benefit year. Second,
among clamants who do not recelve a payment at the beginning of their benefit year, it describesthe
length of time until they receive afirg payment. Third, it determines the distribution of the number of
consecutive calendar weeks of Ul receipt. Fourth, among claimants who have a bresk in their Ul
payments, it determines the likelihood of beginning a repesat period of Ul receipt before the end of a
benefit year (the recidiviam rate). Fifth, it provides measures of the tota number of weeks of Ul receipt
in a benefit year (accumulative duration) and the likelihood of receiving a Ul benefit payment during
each week of abenefit year. Findly, it can account for the way in which initid probabilitiesand
duration digtributions vary across individuals who possess different characterigtics, including the WBA,
the PDB, and previous periods of Ul receipt in a benefit year.

To describe the Ul benefit payment experiences of clamants over their benefit year, it is ussful
to characterize this experience by dassfying each clamant as being in one of two Ul benefit payment
datuses in each week of a benefit year. Specificdly, aclamant is defined to be in status R(t) during
week t of the benefit year if he or she recaives a Ul benefit payment in this specific week. Otherwise, a
clamant is defined to be in status N(t) during week t if he or she does not receive a Ul benefit payment

inthis particular week. Although we are recording a clamant’s status as of week t, conceptualy--and
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asamétter of convention--the claimant’ s decision regarding whether to collect a benefit payment in
week t will betreated asif it occurred in the immediately preceding week (i.e., the decison was made
at the end of week t-1).

Thefirst element of the econometric model needed to characterize clamants Ul benefit
payment experiences is the pecification of the payment status that claimants enter immediately upon
becoming dligible to receive Ul benefits a the beginning of their benefit year. In econometric
terminology this component determines the initid conditions of the process describing individuas Ul
benefit payments over the benefit year. The tatistica specification needed hereis atype of initid
probability because it reflects the likdihood that aclamant starts his or her benefit year off in Status
R(2) or in status N(1), where the first week that a clamant is digible to receive a benefit is denoted by
week 1.2° Theseinitiad probabilities can be represented by:

Ir(0*X) = Probability a clamant with characteristics X recelves a Ul benefit
payment in the first week of the benefit year; and,

In(0*X) = Probability a clamant with characterigtics X isin a non-payment satus
inthefirst week of the benefit year,

where [z(0*X) =1 - [(0*X). By incorporating demographic characteristics, pre-Ul employment
experiences, benefit levels, the PDB, and other factors that are determined at the beginning of
clamants benefit yearsin X, we can dlow for differencesin the proportion of clamants that begin their

benefit year in each of these statuses.

19 For claimantsin States without awaiting week requirement thisisthe first week of their benefit year and
for claimantsin States with awaiting week requirement thisis the second week of their benefit year.
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The second dement required to modd the dynamics of Ul benefit paymentsis a summary of the
length of time that individuas pend in each of the two Ul payment statuses after they are known to
enter thisstatus. A duration distribution characterizes the likelihood that a claimant experiences a
particular number of consecutive weeks in a specific Ul payment status given the clamant has aready
darted a period in this satus. The essentid building blocks of the two duration distributions used to

characterize spells of Ul receipt and non-receipt are the trangition probabilities given by:

Hg(t, Z(1)) = Pr(R(t)6N(t+1)), which designates the likelihood that a claimant with
characteristics Z(t) who isreceiving a Ul benefit payment in week t will
not be recaiving benefitsin week t+1; and,

Hy(t, Z(1) = Pr(N(t)6R(t+1)), which represents the probability a claimant with

characteristics Z(t) who is not receiving a Ul benefit payment in week t
begins receiving benefitsin week t+1.

The literature on duration models often refers to these trangition probabilities Hg(t, Z(t)) and Hy(t, Z(t))
ashazard rates. A formulation for the duration distribution describing spells of Ul benefit payment

receipt based on the trangition probability Hg(t, Z(t)) isgiven by

frl) © SE&L)HEZ(),

where

t&l

S(181) * hc Peft).

tt,

Pe(t) * 1 & Hi(t*Z(t)),
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and t,, represents the specific week within the benefit year that this particular spell of benefit payments
began. Andogous expressons for the duration distribution describing the number of consecutive weeks
clamants are classified in a non-payment status are defined by replacing Hg(t, Z(t)) with the trangtion
probability Hy(t, Z(t)).

In these expressions, the function f(t) denotes the duration digtribution that specifiesthe
probability that duration in the benefit receipt satus will last exactly t weeks for clamants characterized
by attributes Z(t) who are known to have entered this status at week t,, of their benefit year. The
quantity Sx(t - 1) isthe survivor function, indicating the probakility that damantsin this category will
experience at least (t - 1) consecutive weeks in areceipt status after entering this status at week t,,.
Findly, the expresson Pg(t) represents the probability that a claimant will continue recaiving benefitsin
week t+1 given the clamant was receiving benefitsin week t.

The clamant attributes represented by Z(t) will consst of two sets of variables. Thefirst set of
variables includes the same claimant characteristics that are included in the variable X that entersinto
the initid probabilities. The second set of variablesincluded in Z(t) conssts of various measures of
clamants benefit receipt experiences prior to week t, which are referred to as receipt history variables,
and factors that account for seasond variation in payment experiences. The specific measures thet are
included the receipt history variables differs between spdls of Ul receipt and spdls of nonreceipt and
will be discussed below.

Edtimated variants of the initid probabilities and the two duration distributions provide dl of the

information needed to describe the dynamic patterns of Ul benefit payments over aclamant’s benefit
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year. Quiteliteraly, it is possble to andyticdly caculate the likelihood of every conceivable sequence
of weeks of Ul payments and non-payments by forming the gppropriate product of initid probabilities
and duration digtributions.  Such a procedure permits one to predict the likelihood that clamants with a
particular set of attributes will experience any specific pattern of Ul benefit payments.

To illugtrate this procedure, consder the benefit payment experiences of a clamant over a
period of T weeks. Further, define fr(tr;) and fy (ty ) asthe duration distributions associated with
the j™ spell of Ul benefit receipt and the k™ spell of non-receipt, respectively. In conjunction with
Ir(0*X) and 1(0*X), these duration distributions can fully characterize any weekly pattern of Ul receipt
and nonreceipt.

For example, the likdihood that a claimant with characterigtics X, begins the benefit year by
recelving aUl payment in the first week he or sheis eigible, continues to receive benefit payments for

tr 1 Weeks and spends the rest of the benefit year in anon-receipt status (ty ;=T - tr ;) iSgiven by

IR(O*XC) le(tRl} S (tNl)'

If ingtead, thisindividuad begins another period of benefit receipt after ty ; and receives benefit
payments for t , and again enters anon-receipt status for the remainder of the benefit year

(e, tyo,=T-tgq1 -ty - tro), thentheimplied probability is

IR(O* Xc) fra (tRl) le(tNl} fro (tRZ) S\ (th)-
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Alternatively, consder a damant with the same characteristics who begins the benefit year in a non-

recelpt status and remainsin this status for the entire benefit year. The likelihood of this type of pattern

isgiven by
(0% %) S (T)-

One can congruct Smilar expressons for al possble patterns of Ul benefit receipt and non-
receipt, dthough as one can imagine this exercise becomes quite complex when consdering the length
of abenefit year. These expressons become even more involved when the trangtion probabilities
incdude variablesin Z(t) that summarize previous periods of Ul receipt in a benefit year, which isatype
of history dependence in the transition probabilities®® These analytical methods can aso be used to
congtruct summary measures of the dynamic patterns of Ul benefit receipt. However, these
expressions aso become exceedingly complex and computationdly very burdensome. Simulation
methods, of the sort now commonly used in econometrics and gatistics, offer afar smpler gpproach for
computing these summary gaistics that characterize the Ul benefit payment experiences of clamants,
Such smulation methods will be used in the subsequent andlyses to examine the Ul benefit payment
experiences of clamants with various characterigtics and facing a number of dternative Ul policy

options.

2 See Gritz and MaCurdy (1997) for adiscussion of these complexities.
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5.2 M odifications of Framework to Account for Featuresof Ul Programs

The two-State TPM outlined above provides avery generd framework to examine clamants
Ul benefit payment experiences. However, there are some unique features of Ul programs that require
dight modificationsto this generd framework. Specificdly, three features of Ul programs require four
modificationsto this framework. These three features are benefit exhaustion, the triggering on of
extended or supplementd benefits for exhaustees, and the extenson of benefit years under
supplementa programs.

The exhaugtion of Ul benefit entitlements within a clamant’ s benefit year introduces a specid
category of non-receipt status, which we referred to as exhaustion, and requires two modifications to
the generd framework. The unique feature of the exhaustion non-receipt status results because once a
clamant has exhaugted his or her Ul entitlementsit isimpaossible for a clamant to re-enter arecipiency
datus. In this sense, the exhaustion non-receipt satusis very smilar to what isreferred to asan
absorbing date in the terminology of Markov models.

Two modifications of the above framework are needed to account for the exhaustion of
benefits. Both of these modifications involve assgning particular vaues to the trangtion probabilities
Hg(t, Z(t)) and Hy(t, Z(t)). Specificdly, if aclamant exhausts his or her benefit entitlement at the end
of week t-1 of the benefit year, Hg(t, Z(t)) will be set equa to one for week t and the trangtion
probability Hy(t, Z(t)) will be set equa to zero for dl subsequent weeks of the clamant’ s benefit year
that he or she has no available benefits. These two modifications are easily implemented in the above

framework by including avariablein Z(t) measuring the tota amount of Ul benefits availableto a
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clamant a the end of week t-1. If the vaue of thisvaridble is zero, the definitions of Hg(t, Z(t)) and
Hu(t, Z(t)) will be modified to set the probabilities to one and zero for the appropriate weeks.

The second feature of Ul programs that requires amodification of the generd framework
relates to the exhaugtion of regular Ul benefits and the triggering on of extended or supplementd
benefits. The triggering on of extended or supplementd benefits a afixed point in caendar time results
in making additiond Ul benefits available to dlamants who had exhaugted their regular Ul benefits
earlier in their benefit year. For example, if extended benfits triggered on during the 39" week of a
benfit year for aclaimant who exhausted regular benefits in the 26™ week of the benefit year, this
daimant would go from having no available benefits a the beginning of the 38" week to having 13
weeks of benefits available at the beginning of week 39 of the benefit year. Hence, it ispossblefor a
clamant to go from an exhaustion non-recei pt status to a receipt status because of the sudden
availability of extended benefits®

The modification of the two-State TPM model needed to account for the possibility of going
from an exhaugtion non-receipt status to arecapt satusis very smilar to theinitia probabilities
component of the basic framework. Specifically, to incorporate the needed component into the modd,
let E represent the exhaustion non-receipt status and define

Pr(E6R*, Z(t)) = Probability a damant with attributes Z(t) who has exhausted

his or her benefit entitlements receives a Ul benefit payment in

the first week that extended or supplemental benefits are
avallable; and,

2L This aspect of the exhaustion non-receipt status makesit different from an absorbing state in a standard
Markov model.
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Pr(E6N*t, Z(t)) Probability a dlamant with attributes Z(t) who has exhausted

hisor her benefit entitlements does not receive a Ul benefit
payment in the first week that extended or supplementd
benefits are available.
These exit probabilities are easly incorporated into the basic framework and only enter into the modd if
extended or supplementa benefits are available to clamants after they have exhausted their regular
benefits.

The fina modification of the basic framework is needed to account for potentia reach back
provisions of supplementa benefits programs, such as the provison included in the EUC program.
Specificaly, the EUC program included a reach back provison that permitted claimants whose benefit
years expired after March 1, 1991 to clam EUC benefits on an initia claim that would no longer be
considered valid under the regular Ul program or the permanent extended benefits program. For
example, adamant who filed avdid initid cdlam in March 1990 could have conceivably claimed an
EUC benefit payment in February 1994 based off of this clam even if the clamant had not received any
benefit payments from this clam prior to this date.

The reach back provisions of some supplemental benefits programs does not introduce any new
conceptua issuesinto the basic framework over and above the three modifications just discussed.
However, these reach back provisions do require an extension of the time frame over which benefit
payment experiences are characterized. Under the regular Ul program, claimants benefit years extend

for amaximum of 52 weeks and without extended or supplemental programs the empirica model

would only need to encompass atime frame of 52 weeks. The modd implemented in this andyss



extends the time frame to 208 weeks because of the reach back provison included in the EUC

program.

5.3  Empirical Specifications

Implementing the econometric framework outlined above requires the specification and
edimation of four datidtica quantities: theinitid probability 1x(0*X); the trandtion probabilities
Hg(t, Z(t)), which determine the length of Ul recaipt spells; the trangtion probabilities Hy(t, Z(t)),
which determine the length of non-receipt spdls; and, the entrance probability Pr(E6R*t, Z(t)), which
indicates the likelihood of entering a receipt Satus at the time extended or supplementad benefits are
triggered on for claimants who had earlier exhaugted their entitlements to benefits. This section
introduces the empirica specifications adopted in the analysis for these quantities and briefly discusses
the estimation methods used in the andyss. The specific variables indluded in the empirica modds and
the estimation results will be presented in the following chapters.

5.3.1 [Initial probabilities

As dated above, the initid probailities determine the likeihood that a claimant with a specific
st of characterigtics enters arecipiency status during the first week of the benefit year that he or sheis
eligible to receive a benefit payment. The nature of these initial-status probabilities rules out the
possibility thet they depend upon any experiences of damants after filing thar initid clam and
establishing their benefit year. Hence, the specification of these probabilities depend exclusively on
clamant characteristics thet are determined & the time aninitid clamisfiled. These characterigtics are

represented by X and include demographic characterigtics, pre-Ul employment information, Ul benefit
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entitlements avallable at the beginning of the benefit year from regular, extended and supplementa
programs, measures of loca economic conditions, and seasond variables.

To provide aflexible specification for the initid probabilities, 15(0*X) is parameterized using a
logit specification given by

1
1%eX?

0% *

where ?is aparameter vector that captures the effects of the variables included in X on the likelihood
clamants begin their benefit year in arecipiency satus. The dichotomous nature of the potentia
datuses impliesthat 1,(0*X) = 1 - Ix(0*X), which provides the specification of the likelihood clamants
begin their benefit year in a non-receipt status.

5.3.2 Duration distributionsfor receipt spells

Proposing specifications for f(t) and Sy(t) requires an gppropriate functiond form for
Hx(t, Z(1)), representing the probability of leaving the recipiency status at the end of week t given entry
into this status and the covariates Z(t) measured at timet. Three aspects of this functiona form are
critical to these specifications. Thefirgt involves that nature of the dependence between the number of
consecutive weeks benefits have been received and the likelihood of not receiving a benefit payment in
the following week, which primarily determines how Hg(t, Z(t)) varieswith t. Thistype of dependence
iscommonly referred to as duration dependence in the literature. The second aspect concerns the
effect individud attributes that areincluded in Z(t) have on the transition probability Hg(t, Z(t)),

particularly variables that capture a clamant’ s benefit receipt experiences prior to week t. Thethird
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relates to the possibility that the central features of duration dependence change as the vaues of the
variablesincluded in Z(t) change.?? To account for such a possibility, aformulation for Hy(t, Z(t)) is
needed that admits flexibility both in the functional form for duration dependence, and in the way in
which this dependence varies for different vaues of the covariates Z(t).

To develop an empirica specification that incorporates the needed flexibility, the andysis below
uses alogigtic specification for Hg(t, Z(t)). The generd form of this specification is

Q20 By ¥ g (t: 2,00, ag)

Ho[t*Z(t) | © ’
r[t*Z(1)] 1 % eZl(t)BR%gR(tvzz(t)* 2)

wheret represents the duration of the current spell at the end of week t, Z,(t) and Z,(t) are vectors of
variables conggting of the covariatesincluded in Z(t), 13; and a, are parameter vectors, and the function
Or(t, Z,(t), ag) determines the duration dependence properties associated with spells of Ul benefit
receipt. The presence of Z,(t) inthefunction gg(t, Z,(t), ag) permits the central features of duration
dependence to vary according to dl of the variablesincluded in Z,(t).

In this specification, the function gg(t, Z,(t), ag) incorporates many of the features of dternative
modds, such as piecewise exponential and conventiond spline models, but provides a more flexible
gpproach with a smooth function for modding duration effects. Implicit in piecewise exponentid and
conventiona spline moddsis atradeoff between smoothness and goodness of fit. Thefit of these

models can be improved by increasing ether the number of intervasin the piecewise exponentiad moddl

22 Accounti ng for thistype of feature rules out standard proportional hazard modelsfor thisanalysis.
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or the number of spline pointsin the conventiond spline modd. However, nondifferentiability at the
boundaries of the intervals or the spline points sacrifices smoothnessin the predicted transition
probabilities by alowing discrete jJumpsin the probabilities at the boundaries. Alternaively, the
smoothness of these models can be improved by limiting the number of intervas or soline points but
only at the cogt of diminishing the capahilities of these models to detect complicated forms of duration
dependence.

To provide aflexible yet smooth gpproach to modeling duration dependence, the andyss here

specifiesagenerd functiond form for gg(t, Z,(t), ag) given by

KR
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The quantities F g (t) denote the cumulative digtribution function of anorma random variable possessng
mean g and variance S?,, ago represents a parameter vector, and agq, age and ag are parameters

capturing the effects of duration dependence. Theincluson of the term in the first bracket in
ox(t, Z(t), ag) resultsin asmooth spline function that determines the duration properties associated
with the time spent in the Ul benefit payment satus.

To understand the nature of these splines, consider the properties of gg(t, Z,(t), ag) which
dlow for increasing, decreasing or non-monotonic forms of duration dependence. The presence of the
cumulative digtribution functions in the specification incorporates spline featuresin gg(t, Z,(t), ag) SO
that the polynomiad g Z,(t) + arq t + age t2 + agg t3 represents gg(t, Z,(t), ag) over only a
prespecified range of t and theindusion of Z,(t) in gg(t, Z,(t), ag) alows the patterns of duration
dependence to vary according to dl the attributes included in this vector of variables. In particular,
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suppose the duration properties characterizing pells of Ul benefit payments are summarized by a cubic
polynomid for vauesof t between 0 and t™ and a quadratic polynomia for vaues of t betweent” and
the end of the benefit year T. To create a specification of gg(t, Z,(t), ag) that satisfies this property
assign K = 2; fix the three means determining the cumulative distribution functions as gy = 0, Mgy = t,
Mg, = T; pick small values for the three sandard deviations Sgy , Sk, , and Sg,; and set az,; = 0. These
choices for the [l’s and the S’ simply that the quantity F.(t) - Fro(t) = 1 over therange (0,t") and

= 0 dsawhere, and the quantity Fr,(t) - F(t) = 1 over therange (t*, T) and = O elsewhere. The
function gg(t, Z,(t), ag) hasthe desired property and it is differentiablein t.

The properties of these smooth spline functions are dso easily controlled by adjusting just afew
parameters. Specificaly, the duration values where each spline or polynomid begins and ends can
eadly be adjusted by changing the values of the .I's. Similarly, the speed a which each spline cutsin
and out can be adjusted by changing the vaues of the S?'s, with higher values providing for amore

gradua and smoother trangtion from one polynomid to the next.

This specification of the trangtion probabilitiesis very smilar to many other nonparametric
datigicd models. The use of the norma cumulative distribution function for the smoothing of the spline
segments is not essentid to the specification, but the normd distribution provides a function with very
well known properties and is readily available in many computer programs. Moreover, these functions
serve many of the same purposes that "kernd™ functions serve in other nonparametric satistica models
and the results in the nonparametric satistics literature indicate that the choice of the kernd function has

very little influence of the parameter estimates of nonparametric models.
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5.3.3 Duration distributionsfor non-receipt spells

Proposing specifications for the duration distribution characterizing non-receipt spdls (i.e,, fy(t)
and §(t)) involves the same issues that were described above for receipt spdls. Specificdly, an
gppropriate functiond form for the trangition probability Hy(t, Z(t)) that represents the probability of
leaving the non-recipiency status at the end of week t given entry into this status and the covariates Z(t)
measured a timet. Aswas the case for the specification of the model for receipt spells, the three
centra features of the specification involve the nature of duration dependence, the manner in which the
covariates Z(t) affect this trandtion probability, and the extent to which the effects of the covariates vary
with the length of the spell.

The same flexible specification adopted for the receipt pdl trangtion probability is used to
parameterize the non-receipt trangtion probability. Specificaly, the logitic specification for Hy(t, Z(t))
isgiven by

QZi0 By ¥ a(t: 2. a)
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Hy[t*Z@®)] =

wheret represents the duration of the on-going non-receipt spell at the end of week t, Z,(t) and Z,(t)
are vectors of variables congsting of the covariatesincluded in Z(t), 13 and ay are parameter vectors,

and the function gy(t, Z(t), ay) determines the duration dependence properties associated with non-

recaipt spells. Specificdly, the function gy(t, Z,(t), ay) isgiven by
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The quantities F ,(t) denote the cumulative digtribution function of anorma random variable possessng
mean [y, and variance S%,, an represents a parameter vector, and ayg, aye ad ay are

parameters capturing the effects of duration dependence. This specification aso provides a smooth
spline function determining the duration properties associated with the time spent in the Ul benefit
payment status and that possesses the same properties described above. Again, the inclusion of Z,(t)
in this specification incorporates the needed flexibility to permit covariates to have differing effects on
the trangition probability as spells progress from short to longer.

5.3.4 Exit probabilities from the exhaustion non-receipt status

The finad dements of the empirica framework outlined above that needs to be specified are the
exit probabilities from the exhaustion non-receipt status, denoted by Pr(E6R*t, Z(t)) and Pr(E6N*t,
Z(t)), that arise because some claimants suddenly become digible to receive extended or supplementd
bendfits after having exhaugted their earlier Ul benefit entittements. The empirica formulation
introduced above for the initid probabilitiesis anatura candidate for specifying Pr(E6R*t, Z(t))
because these probabilities also measure the likelihood of receiving a benefit payment in the first week a

clamant is digible to recaive a payment from a newly activated extended or supplementa benefits

program.
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The exit probability from the exhaustion non-receipt Satus to areceipt satus is parameterized
using alogit specification smilar to the one used for the initid probabilities. Thisempiricd formulation is

given by

ezg(t)p

Pr(E6R*t, Z(t)) * ———.
(E6R.20) * =

The covariates Z(t) include some of the claimant attributes that areincluded in Z(t), dthough the
rdaively smdl percentage of claimants who experience this event limits the number of covariates that
can beincluded in Z(t).

5.3.5 Egimation procedures

The parameters of the initid probability 15(0*X), the trangtion probabilities Hg(t, Z(t)) and
Hy(t, Z(t)), and the exit probability Pr(E6N*t, Z(t)) are esimated using weghted maximum likelihood
techniques. The maximum likelihood techniques used to estimate the trangition probabilities account for
right censoring when observed spells are interrupted because of data limitations. Our sample conssts
of the Ul benefit payment experiences of the subsample of clamants described in Chapter 4.

Weighted maximum likelihood procedures are required to account for two factorsin the
congtruction of our andyss sample of Ul dlamants. Firg, the sample used in the andysisis drawn with
unequa probabilities from the 13 States that provided data. Second, the multiple imputation techniques
used to overcome the missing data problems require the use of weighted procedures.

Following generd guidelines for choosing specifications, the specific parameterizations differs

for each of the four components. The particular specifications adopted and the covariates thet are
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included in each modd are discussed in Chapter 6 for theinitid probabilities and the exit probabilities,

and Chapters 7 and 8 present the specifications for the duration distributions for receipt and non-

receipt spells, respectively.

54  ldentifying the Effects of Ul Policy Variables

Obtaining reliable estimates of the effects of State Ul palicies on the unemployment experiences
of agroup of individuas has long been recognized as a scientific chalenge. Severd surveys of the
literature examining thisissue, such as Welch (1977), Hamermesh (1977) and Danziger, Haverman and
Plotnick (1981), discuss a variety of possible biases that might be present in empiricad studies examining
the effects of State Ul policies on unemployment. These potentia biases arise because aclamant’ s Ul
entitlements (i.e.,, the WBA, the PDB, and the availability of extended and/or emergency benefits)
depends upon both Ul palicies and a person’s prior work history. This dependence of Ul benefit
entittements on damants employment experiences prior to filing thair initid dams makesit chdlenging
to digtinguish the effects of Ul palicies from the influence of prior work histories on clamants
unemployment experiences.

Assessaing the influence of Ul policies on unemployment experiences requires an empirica
formulation that incorporates measurable variables that isolate policy shifts from other factors. To
highlight the issues involved in estimating behaviord responses atributable to variaionsin Ul policies,
let P represent a Ul policy regime consisting of a particular combination of policies, B denote the Ul

benefit entitlements daimants qudify for under policy regime P, E summarize damants pre-
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unemployment work experiences, L represent |abor market and other general economic conditions
(e.g., unemployment rates), and the variable U denote the unemployment experiences of clamants.

In principd it would be possible to gain an understanding of the influence of Ul policieson
unemployment experiences by rdating U to the variablesincluded in P. However, it isinfeasible to
formulate and estimate an empirical model relating U to P because there is no smple way to quantify P.
For example, one cannot rank Ul policy regimes according to some unidimensiona measures of
generasity, which would provide one possible candidate for quantifying P because it is often the case
that State programs paying higher weekly benefits smultaneoudy impose more stringent digibility
requirements. This combination of policies means that programs offering more generous benefits to
high-earnings workers are at the same time less generous to low-earnings workers. Another potentia
route for quantifying P isto replaceit by the rules defining benefits, but here too one encounters
difficulties. Programs differ quite subgtantidly in their rules for determining cdlamants WBA and PDB,
and these rules are not easly summarized by a set of explanatory variables that vary dong some
continuous spectrum.

To avoid the problems inherent in estimating relationships that directly relate the policy variables
P to individuas unemployment experiences, virtudly dl of the previous empirica research examining
the effects of Ul on unemployment experiences rely on formulations that essentialy subgtitute the Ul
bendfit entitlement variables B in place of P. In contrast to the multidimensond character of P, only
two readily quantifiable e ements make up B -- the WBA and the PDB. While B isreadily quantifiable,

to ensure that variation in B identify and accurately predict responses to shiftsin policy regimes P, the



vaidionin B that is used to empiricaly identify the effects of changesin P mugt reflect only
programmatic differencesin Ul palicies.

To appropriatey substitute B in place of P and to isolate the variation in B resulting from
differencesin policy regimes, one must carefully take into account the relationships between these two
quantities. Conceptudly, one can represent the relationship between these two quantitieswith a
function of thefom B= O (P, E, L), wheretheincluson of E and L recognizes the dependence of B
on these quantitiesaswedl. Theformsof &(e) dways involve intricate nonlinearities, with much
divergty in the functiond forms of & (¢) across States and--in some instances--over time for the same
State. Furthermore, States use different measures of E to infer B. Fndly, induson of L in thisfunction
is needed to account for the fact that some program features, such as extended or supplementa
benefits, depend on the generd economic environment.

Hence, to isolate the effects of changesin Ul policy regimes by replacing P with Biitis
necessary to account for dl of the variation in B attributable to differencesin the relevant work
experiences of clamants (E) and labor market measures (L). While Ul programs differ quite
subgtantialy across States in terms of the rules they apply to determine benefits, dl define benefits using
information on only afew aspects of a person’s recent work history. These aspects include such items
as base period earnings (BPE), high quarter earnings (HQE), average weekly earnings (AWE), weeks
worked in the base period (WW), the circumstances under which employment terminated (e.g., quit,
fire, etc.), and whether previous employment was covered by the Ul system. The vaue of the above
earnings variables mugt fal into particular regions for individuads to qudify for Ul benefits. Moreover,

for those who qudify, the calculation of the WBA and the PDB depend on sophisticated interactions
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involving BPE, HQE and AWE, with dl policy regimes introducing nonlinerities in these relationships
through lower and upper thresholds on benefit entitlements. Specificdly, al damants with
combinations of these earnings variables above cartain levelswill qudify for the maximum weekly
benefit amount and the maximum total benefits payable. Compared to the clamants work histories, it
isrelatively sraightforward to account for variation in B that depends on L because the way in which
these variables determine Ul benefit entitlementsis a smple function of insured and overdl
unemployment rates that is common across States

Theimplications of this discusson for the empirical framework outlined above entails the
incorporation of the necessary dements of E and L in the covariate vector X, which by extenson dso
incorporates these dementsin Z(t), to ensure that the remaining variaion in B is due soldly to variaion
in Ul palicies. To incorporate eements of E that captures the interactions between the various earnings
measures and the nonlinearities involved in the determination of claimants Ul benefit entitlements, the
empirica andyss beow examinesthree different sets of variablesthat areincluded in X to isolate
vaiaionin B due to differencesin policy regimes. Thefirst set of variables congsts of the following
variables

ATMAXWBA: adummy variable indicating whether a damant’s qudifying earnings are
above the threshold set to qualify for the State' s maximum WBA;

2 The only potential complicating factor in accounting for variation in B attributable to L is the existence of
State-based extended benefit programs. These State-specific extended benefit programs are generally initiated at the
discretion of a Governor and not based upon asimpleformula. This characteristic of these programs make it difficult
to account for them in any empirical model of this sort. However, these programs are only in asmall number of
States and are used infrequently.
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ATMAXBEN: adummy varigble indicating whether aclamant’ s qudifying earnings are above
the threshold set to qualify for the maximum total benefits payable (i.e,
maximum WBA and maximum PDB) in a Sate; and,

E. ast of 42 dummy variables indicating that a damant’s quaifying
earnings fal within a series of brackets distinguishing possible
combinations of BPE and HQE.

The variables represented by E. obvioudy dlow for sophiticated forms of relationships characterizing
the determination of Ul benefit entitlements. Each bracket or dummy variable making up E_ identifies
what could be consdered a“worker type.” The second st of variables considered in the andyss

consgsts of ATMAXWBA, ATMAXBEN, and

E.: ast of 9 dummy variablesindicating that acdamant’s qudifying BPE
fal within aseries of 9 brackets.

The BPE categories that define the 9 dummy variables included in E, use the same bracket vaues for
BPE that are used in the congtruction of the 42 dummy variablesin E. Findly, the third set of varigbles
consdered in the empirica anadyss conssts only of ATMAXWBA and ATMAXBEN. Each States
overdl unemployment rateisincluded in the empirica analysis to account for the dements of L that
determine Ul benefit entitlements.

Theinitid probabilities and the duration digtributions for both receipt and non-receipt spells will
be estimated using each of these three sets of variables. The focus of this exerciseisto examinethe
extent to which the estimated effects of the Ul entitlement variablesin B change as richer sets of
controls are used to account for claimants work histories. If the estimated effects of B do not change
sgnificantly across these three mode's, we will have more confidence that the estimated effects reflect

the behaviora responses of clamantsto changesin Ul policies.
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CHAPTER 6
A MODEL OF INITIAL UNEMPLOYMENT INSURANCE
BENEFIT RECEIPT

This chapter describes the specification and estimation of the initia receipt probabilities 15(0*X)
and [(0*X) characterizing the likelihood clamants will receive a payment in the first week of the benefit
year that they are digible to recaive Ul benefits. The first section in the chapter summarizesthe
characterigtics of the sample used to estimate theinitia probability modd. Section 6.2 discussesthe
treatment of waiting week requirements and the variablesincluded in the model. Section 6.3 presents

the parameter estimates and discusses the implications of these estimates.

6.1 Description of the Data

The sub-sample of claimant records described in Chapter 4 is used to examine the extent to
which clamants collect a payment during the first week of the benefit year they are digible to receive Ul
benefits. Table 6-1 presents the mean for the sample of first week payments used in the estimation of
the modd. Summary statistics are presented for the overdl sample and separately for clamantsin
States without a waiting week requirement and those in States that have a waiting week requirement.
These summary daistics are caculated usng weighted methods to account for the differentid

probaility of inclusion in the sub-sample and the multiple imputation of missng detaitems.
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Table 6-1
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Asshown in Table 6-1, 70.80 percent of claimants receive a payment during the first week of
their bendfit year, with damantsin States with awaiting week dightly more likely to receive a bendfit
payment in the first week compared to claimants in States without awaiting week requirement. These
summary satistics aso show that a greater percentage of cdlams areinitidly filed in the first and fourth
quarters of the year without any substantia differences between the States with and without awaiting
week requirement. A dightly higher percentage of cdlamants were previoudy employed in the
manufacturing sector, with the service and wholesde and retail trade sectors being the next most
prevaent. Moreover, comparing the last two columns, these findings show that clamantsin States
without awaiting week requirement are more likdly to have been employed in the manufacturing and
services sectors compared to States with such a requirement.

Thelast five rows of the table summarize the Ul benefit entitlements of clamants. These
findings show that more than one out or every four clamants were entitled to thelir State' s maximum
benefits payable and than more than one-third of claimants were digible to receive their Sate's
maximum weekly benefit amount. The last three rows show that the inflation adjusted average WBA
for damantsin the sampleis $192.24, expressed in 1996 dollars, a the time they filed ther initia Ul
clam the average clamant in the sample was entitled to 35.14 weeks of benefits including benefits
payable from the extended and EUC programs, and the average clamant’s WBA replaced 43.78
percent of his or her average weekly earnings.?* Comparing the findings in the last two columns

indicates that dlamants in States with awaiting week requirement were less likely to be a the maximum

4 For this purpose, average weekly earnings are defined as a claimant’ s HQE divided by 13.
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amounts payable, but were dso qudified for a higher WBA and more weeks of benefits compared to

clamantsin States that did not have this requirement.

6.2  Specification of Logistic Model for Initial Probability

The specification of the logistic modd for the initid benefit receipt probability described in
Chapter 5 entails the choice of the specific covariates that are to be included in the mode and the
treatment of waiting week requirements. The sdection of the covariaiesto include in X involves both
the factors that are known to effect the likelihood clamants receive a benefit payment in their first week
of digibility, aswell as, ensuring the gppropriate variables are included to isolate the variation in benefit
entitlements that reflect differencesin Ul policy regimes. The presence of awaiting week requirement
in some States and not others dso introduces a potential complexity into the specification of the model
because separate model's may be needed to account for this difference. This section discusses these
two issues and presents the empiricd mode estimated to examine the extent to which clamants begin
their benefit year in areceipt status and the factorsthat affect this process.

To ass=ss the extent to which Ul benefit entitlements affect the likelihood a clamant will receive
a Ul benefit payment during the first week he or sheis éigible to receive compensation a the beginning
of the benefit year, the modd must not only include the Ul benefit entitlement variables the WBA and
the PDB, but it must o include measures of the clamant’ swork history and economic varigbles. A
number of different specifications of Ul benefit entitlements and clamants work histories are examined
in the empirica andys's, with most of the analyss focused on four specifications. Thefirgt specification
uses the natural log of the WBA and the natura log of the PDB as measures of benefit entitlements and
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includesthe E; set of variadles, (i.e., the 42 worker-type indicator variables) to account for claimants
work experiences that determine their benefit entitlements. The second uses the same measures of
benefit entitlements, but only includesthe E, set of variables (i.e,, the 9 indicator variables for different
categories of BPE) to account for clamants work histories. The third specification aso uses the same
messures of benefit entitlements but includes the minima set of work higtory varidbles (i.e., only
ATMAXWBA and ATMAXBEN). Findly, the fourth specification uses a different measure of benefit
entitlements by replacing the natura log of the WBA with the naturd log of a dlamant’ s replacement
rate (i.e,, the naturd log of WBA divided by average weekly earnings) and the full set of work history
contralsincluded in E..

In addition, to the WBA or the replacement rate, the PDB, and the work history variables, dl
of the empirica specifications include variables to account for genera economic conditions, seasond
differences, demographic characteristics and clamants' industry of employment prior to filing a
monetarily digibleinitid dam. To adjust for economic conditions al of these specificationsincude the
Stae soverdl unemployment rate (UNRATE) in the cdendar month the initid cdlam wasfiled by the
clamant. The seasond adjustments consst of a set of four indicator variables (QTR1, QTR2, QTR3,
and QTRY) that are equd to oneif theinitid claim was filed during the corresponding caendar quarter.

The demographic characteristics included in the empirical specification conssts of the following

variables
FEMALE: an indicator variable equd to oneif the damant isafemde
BLACK: an indicator variable equa to oneif the claimant’ s reported race was

Black;
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HISPANIC:

AGEMISSING:

AGE16-21:

AGE22-24:

AGE25-34:

AGE35-44:

AGES5-59:

AGEGB0-64:

AGEGB5+:

an indicator variable equa to oneif the clamant’ s reported a Higpanic
origin;

an indicator variable equd to one if the dlaimant’s age was missing;

an indicator varigble equa to oneif the clamant was age 16 to 21 at
thetimetheinitid daim wasfiled,

an indicator variable equd to oneif the clamant was age 22 to 24 at
thetime theinitia daim wasfiled;

an indicator varigble equd to oneif the clamant was age 25 to 34 at
thetimetheinitid daim wasfiled,

an indicator variable equd to oneif the clamant was age 35 to 44 at
thetime theinitia daim wasfiled;

an indicator varigble equa to oneif the claimant was age 50 to 59 at
thetimetheinitid daim wasfiled,

an indicator variable equd to oneif the clamant was age 60 to 64 at
thetimetheinitid cdlam wasfiled; and,

an indicator variable equa to oneif the claimant was age 65 or older at
thetimetheinitid dam wasfiled.

The pre-unemployment industry variables dso congsts of a set of indicator variables denoting whether

the clamant was employed in either the manufacturing sector (MAN), the construction sector (CON),

the retail and wholesdle trade sector (RWT), the services sector (SRV), or other industries (OTH).

Apart from the WBA or the replacement rate, the PDB and the UNRATE, al of the other

covariatesincluded in X are dichotomous variables that take avaue of ether zero or one. The WBA is

expressed in 1996 dollars and the WBA, the replacement rate, and the PDB enter the equation in their

natura logarithmic form. The naturd logs of the WBA and the PDB are used to facilitate testing

whether these benefit variables should enter the modd separatdly or in terms of the totd benefits
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payable to aclamant (i.e, WBAxPDB). The UNRATE variableis expressed as a percentage in dl

Specifications.

6.3 Parameter Estimates and I mplications of Empirical Results

To edimate the parameters of the logistic modd describing the likelihood claimants begin the
benefit year in arecipiency sausthe first week they are eigible to receive a payment, we apply
weighted maximum likelihood techniques to estimate the parameters of the modd. We estimated
severd specifications for theinitid receipt probability, including separate specifications for each of the
four combinations of benefit entittementsand work history varigbles. In addition, we estimated
separate modd s for States with awaiting week requirement and States without awaiting week
requirement. Although the results from al of these different specifications are not presented here, the
estimation results from these models suggest two conclusons. Firs, there is not a need to estimate
separate model's distinguishing between States with and without a waiting week requirement based on
the failure to reject the hypothesis that the same model holds across these two groups of States.
Second, examining the parameter estimates from the four separate specifications of the benefit
entitlements and work higtory variables revedsthat thereis very little variation in the parameter
estimates across these four specifications.

Table 6-2 presents parameter estimates of the recipiency probabilities for three of these

specifications dl of which do not distinguish between States with and without a waiting week
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Table 6-2
Parameter Estimatesfor Initial Receipt Probability

Parameter Estimate
| Spexification with ~ Specification with Raoelc'f'ca“on "FZ'”‘
Variable WBA and Small  WBA and Full St ep acement Rate
Set of Work of Work History eIt _Set el
History Variables  Variables e Rl ey

Variables
Intercent 12798+ 2.2593+** 20.7047+%*
QTR1 -0.1012+ 10,1045+ %+ -0.1009%**
QTR 2 0.0393 0.0451 0.0452
QTR 3 0.0833+** 0.0794*** 0.0790% **
QTR 4 -0.0214 -0.0200 -0.0233
FEMALE -0.0400 -0.0448 -0.0326
BLACK 0.1077+* 0.1133** 0.1112+*
HISPANIC .0.0126 -0.0030 0.0068
AGE 16-21 0.2904 0.2068"** 0.3112%**
AGE 22-24 0.1448** 0.1563%** 0.1541%**
AGE 25-34 0.0531 0.0566 0.0464
AGE 35-44 -0.0304 -0.0281 -0.0380
AGE 45-54 -0.1205** L0.1249*** -0.1296***
AGE 55-59 10.2331%%* 10.2438+** L0.2493+**
AGE 60-64 10.3809%** 10.3837+** -0.3800%**
AGE 65+ 0.2766** 0.2709** 0.2852**
AGEMISSING -0.1879 -0.1937 -0.1929
MAN 0.0708** 0.0626* 0.0602*
CON L0.2010%** L0.1795+** -0.1850%**
RWT 0.0530 0.0462 0.0535
SRV 0.0776** 0.0762** 0.0771**
OTH -0.0004 -0.0055 -0.0049
In(WBA) or I(RRATE) 10.3503¢** 10,5308+ ** L0.2311%**
ATMAXBEN 0.2711%** 0.1505* 0.1630**
ATMAXWBA -0.1242 -0.1410* -0.1891**
UNRATE 114812 -0.5944 -1.2160
In(PDB) -0.0973 -0.1491%* _0.1177+*

*** |ndicates that the parameter estimate is satisticaly different from zero a the 1 percent leve of

sgnificance.

**  Indicates that the parameter estimate is satisticaly different from zero a the 5 percent leve of

sgnificance.

*  Indicates that the parameter estimate is satistically different from zero at the 10 percent level of

sgnificance
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requirement. Thefirst column presents the results from the specification that uses the naturd log of the
WBA and includes the limited set of work history variables. The second column presents the results
from the specification using the WBA and including the full set of work history controls represented by
E.. Thethird column presents the estimation results from the specification that uses the replacement
rate and includes the full set of work history controls. In these specifications, a postive coefficient
indicates that an increase in the corresponding variable decreases the probability aclaimant will begin
the benefit year in arecipiency satus and a negative parameter estimate indicates that an increase in the
corresponding variable increases the likelihood a clamant sarts the benefit year off by recelving a
payment.

Although it is difficult to determine the magnitude of the effects covariates have on the likelihood
aclamant recaives a benefit payment in the first week of the benefit year from the vadue of the
parameter estimates, several conclusions can be drawn from the estimation results presented in Table
6-2.% With regards to seasond variation in the likelihood of starting the benefit year in arecipiency
datus, the findings indicate that claimants whose benefit year sartsin the first quarter are significantly
more likely to collect a payment the first week they are digible and sgnificantly lesslikely to do so in if
their benefit years begin in the third quarter. These results dso display a consstent relationship between
the age of clamants and the likelihood of receiving a payment in the first week. Specificaly, except for
clamants age 65 and over, there is a monotonic relationship between age and the likelihood of recelving

apayment in the first week with older clamants more likely to recelve a payment than younger

%5 To conserve space, the parameter estimates corresponding to the 42 worker type controlsincluded in the
specifications reported in the second and third columns are not reported in the table.

76



clamants. The results dso show that claimants who worked in the congtruction industry prior to filing
aninitid clam are more likely to receive a benefit payment in the first week.

Findly, the results dso show that clamants in States with more generous Ul programs-thet is
those with higher WBA and/or longer PDB—are more likely to collect a benefit payment in the first
week.

Comparing the parameter estimates across the three specifications presented in the table show
that the results are very consstent. The estimates of the parameters corresponding to the seasonal
factors, demographic characteristics, and pre-Ul industry of employment are very smilar acrossthe
three specifications. Further, while there are some differences in the magnitudes of the parameters
related to benefit entitlements, work history controls, and the unemployment rate, the generd effects of
these variables on the likelihood of receiving a payment in the first week of digibility arethe same. For
example, the estimates corresponding to the WBA or the replacement rate are dl negative and strongly
datigticdly sgnificant. Similarly, the estimates corresponding to the PDB, the unemployment rate,
ATMAXBEN and ATMAXWBA aedso dl of the same sign and not significantly different across the
three columns.

To provide a better understanding of the magnitude of the effects the covariates have on the
likelihood claimants receive a benefit payment in the first week, Table 6-3 presents severd predicted
probabilities for clamants with various characteristics. To provide a benchmark to compare the effects
of changesin various covariates on the predicted probability, we have sdected a base st of
characteristics that uses a White male, age 35-44, who worked in the manufacturing industry before

filing aninitid Ul daim in the first calendar quarter and who was
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Table 6-3
Predicted Initial Receipt Probabilitiesfor Different Types of Claimants

Predicted Probability of Receiving Payment in

First Week
Specification
Specification  Specification with
Claimant and Program Char acteristics with WBA and with WBA and  Replacement
Small Set of Full Set of Rate and Full
Work History ~ Work History Set of Work
Variables Variables History
Variables
Base Case
White mde, age 35-44, manufacturing, filed
clamin 1t quarter, & Max WBA, PDB of 72.30 78.34 74.91
26 weeks, TUR of 5%, WBA of $250 or
Replacement Rate @50%.
Claim filed during 3rd quarter 68.45 75.06 71.38
White femde 73.09 79.09 75.51
Black mde 70.09 76.36 72.76
Higpanic mde 72.55 78.39 74.78
Age 22-24 65.44 75.05 71.13
Age 60-64 78.75 83.77 80.78
Worked in congtruction 77.40 82.17 79.24
WBA of $300 or Replacement Rate of 60% 73.56 79.51 75.69
PDB of 39 weeks 73.08 80.47 75.79
Unemployment rate of 10 percent 73.75 79.99 76.03
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earning an average of $500 per week. In addition, this base case uses a Ul program such that the
cdamant hasaWBA of $250 that is payable for 26 weeks and the claimant is both at the maximum
WBA and a the maximum benefits payable under this program. Finadly, we have sdected an
unemployment rate of 5 percent to use for this case.

The resultsin Table 6-3 show that the model corresponding to the specification presented in the
first column of Table 6-2 predicts that 72.30 percent of claimants with these characteristics will recaive
a benefit payment in the first week of their benefit year. The corresponding predicted probabilities for
the other two specifications reported in Table 6-2 are 78.34 percent and 74.91 percent. The
differencesin the predicted probabilities across these three specifications arise because of the large
estimated parameters on the benefit entitlement variables and because the base case st of
characteristics do not represent the average characterigtics of dl clamants.

The lower part of Table 6-3 shows the predicted probability resulting from a changein asingle
characterigtic from the base st. For example, if the claimant filed the initid daim during the third
quarter instead of the first quarter of the year the predicted probability for the specification reported in
the first column would fal to 68.45 percent from 72.30 percent. The resultsin thistable show thereis
some relationship between gender and race and the likelihood clamants start the benefit year off
receiving apayment. The table aso illugtrates the strong relationship between age with the predicted
probabilities differing by about 10 percentage points between 19-24 and 60-64 year old claimants.
Finaly, the last three rows of the table show a rather modest relationship between the Ul entitlement
variables, the unemployment rate and the likelihood of receiving a payment in the first week. For

example, increasing the WBA by $50 or the replacement rate from 50 to 60 percent (a 20 percent
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increase) or increasing the PDB from 26 to 39 weeks--samilar to the triggering on of extended benefits-
-increases the likelihood of recelving a payment in the first week by only 1 to 2 percentage points.
Finally, comparing results across the three specifications reveds a very consstent picture of the effects
of changing Ul policieswith dl of the changes in the predicted probabilities moving in the same direction

and of roughly the same magnitude.
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CHAPTER 7
EPISODES OF UNEMPLOYMENT INSURANCE BENEFIT
RECEIPT

This chapter describes the specification and estimation of the duration distribution that
characterizes periods claimants are receiving Ul benefit payments. Thefirgt section of the chapter
discusses the data set used to examine spells of Ul benefit receipt and the findings from an exploratory
data analyss exercise that guided the specific parameterization of the empirical modd. Section 7.2
describes the parameterization of the duration distribution for episodes of Ul benefit receipt and
specifies the specific covariates included in the modd. Section 7.3 presents the estimation results from

this specification and describes some of the implications of these results.

7.1  DataDescription

The data used to estimate the duration distributions characterizing the number of consecutive
weeks claimants receive a benefit payment is drawn from the sub-sample of claimants described in
Chapter 4. The edtimation sample includes al spdls of Ul benefit payment receipt for claimants who
were selected into the sub-sample and ever received a Ul payment. Specificaly, a pdl isused asthe
unit of observation in the sample and this sample of pdllsincludes the damants first spell of Ul benefit
receipt and al subsequent spells, including periods during which claimants received extended and
supplementd benefits. Table 7-1 presents the sample averages, and where appropriate the sample
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gtandard deviation, for the spells of Ul benefit receipt that are used in the estimation of the empirica
modd. The table presents these summary satistics for the overadl sample of receipt spdls and
separately for clamants first spell of receipt and al subsequent spdlls. These summary datidtics are
caculated usng weighted procedures to account for the composition of the sample.

The means and percentages presented in top of Table 7-1 indicated that the average receipt
spd| lagts just under 10 weeks with first spells lasting more than 13 weeks on average and subsequent
spdlslessthan hdf the length of first pells. These findings adso show that the average spell of recaipt
begins more than 17 weeks after aclamant filesan initid clam. As expected, first spells begin on
average between 3 and 4 weeks after filing an initid clam and subsequent spells begin on average
amost 8 months after the start of clamants benefit years. Further, 83.46 percent of first spells begin
the firg week adamant is digible to begin recaving benefits with the remaining spdls beginning after a
period of non-receipt.

The resultsin Table 7-1 suggest that women, Blacks and Hispanics are less likely to have
subsequent spells after having an initid spell of benefit recaipt. These findings dso suggest that
clamants 35 years old and older are more likely to have repeated spells of benefit receipt compared to
their younger counterparts. In addition, clamants who were employed in a manufacturing or
congtruction indudtry prior to filing their initid clam are dso more likely to experience more than one
episode of benefit receipt. Findly, the averages presented in the bottom two rows show that claimants
begin an average receipt spell with a WBA entitlement of about $200, which represents approximately

43.19 percent of clamants average weekly
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earnings, and just over 30 weeks of benefits available. As expected, claimants beginning subsequent

spdls have, on average, fewer weeks of benefit avallable at the start of the spdll.

7.2  Mode Specification

Proposing an empirica specification of the trangtion probability Hg(t, Z(t)) usng the generd
specification outlined in Chapter 5, requires the sdlection of the covariates that enter into the vector
Z,(t), the variables that will comprise the vector Z,(t), and the specification of the properties of the
gmooth spline function gg(t, Z,(t), ag). This section reports the results of an exploratory data andysis
exercise that informs the specification of these three elements of the trangition probability. In addition,
the definitions of the variables that are used in the empirical modd for the receipt spell duration
digtribution that were not defined earlier are dso presented in this section.

To help guide the selection of the covariatesto include in Z,(t) and Z,(t) and the specification of
the properties of gg(t, Z,(t), ag), we conducted an extensive exploratory data anayss exercise.
Plotting empirica hazard rates, often referred to as Kaplan-Meler hazard rates, is a common approach
for characterizing the nature of duration distributions. These empirica hazard rates represent the
proportion of sample members who are observed to Sop receiving benefits after a specific number of
consecutive weeks of receipt among al sample members who were observed to receive benefits for the
gpecific number of consecutive weeks. Plotting these proportions againgt the length of spells provides
evidence about the nature of duration dependence. Further, separating spellsinto distinct categories

based on the values of covariates and plotting the empirical hazard rates provides evidence about the



covariates that effect the length of spells and the nature of the relationship between covariates and the
form of duration dependence.

We examined the properties of alarge number of empirica hazard plots for the receipt spdlls of
the sub-sample of clamants used in the andys's, aswell asfor dl of the clamantsin our base sample.
Although the results of this andlyds are too extensve to report here, this exercise reveded severd
important properties of the duration distribution describing episodes of benefit receipt. Firs, the
trangtion probakilities are not a monotonic function of spdl length. The empiricd hazards reveded an
initial period of an increasing hazard rate for the first 4 weeks of a spell followed by a sharp decrease
over the next 8 weeks of aspdll. This sharp decline was followed by an extended period of rdatively
congtant proportions leaving arecipiency status until the hazard increased again for spellslasting more
than 26 weeks. These patterns were consstent across the plots for spdlls associated with different
vaues of covariates and provide vauable information regarding the required properties of
OR(t, Z,(t), ag).

The second property reveded by the empirica hazard plots was the extent to which some
variables were not related to the patterns of duration dependence while others showed a ditinct
relationship with the nature of duration dependence. For example, while the plots revealed a difference
between the hazard rates for men and women, the patterns of duration dependence were virtualy
identica between these two categories of spells. In contrast, distinguishing among spells associated
with daimants who had lower versus higher weekly benefit amounts indicated there was a distinct
relationship between the patterns of duration dependence and the values of the WBA. Similar

exercises provided vauable information regarding the selection of varigblesinto elther Z,(t) or Zy(t).
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Our exploratory data anadysis dso reveded a property of the hazard rates that was very
consgent with the findingsin the literature suggesting that the likelihood clamants end a period of Ul
benefit receipt tends to increase near the time they are going to exhaust their available benefits. Since
these exhaudtion effects were first documented by Moffitt (1985), a series of empirica studies have
supported the contention that an important and complicated interaction effect exists between benefit
avallability and the duration dependence properties of receipt spells. Thisfinding provides evidence
that a sophisticated interaction is needed in our empirica modd to account for the relationship between
duration dependence and benefit exhaugtion.

Findly, the exploratory data analys's dso suggested that there was not aneed to distinguish
between clamants first spells of Ul receipt and subsequent spdlls. [nitidly, the empiricd hazard plots
reveded a difference between the duration dependence patterns of first and subsequent spells.
However, further investigation indicated that controlling for the amount of time claimants received
benefits prior to the start of a subsequent spell accounted for the differences in the duration patterns
between first and subsequent spells. This finding suggested that there was not a need to estimate
separae duration digtributions for first spells and subsequent spells.

The findings from this exploratory data andlys's provided vauable guidance in our sdection of
variables for the two covariate vectors and the specification of the properties of the smooth spline
function. With regards to the selection of variables for the covariate vector Z,(t), the findings from the
exploratory data andyss suggested that this set of covariates include the indicator variables for the
quarter the damant filed an initid daim (QTR1, QTR2, QTR3, and QTR4), the indicator variables

FEMALE, BLACK and HISPANIC, the st of indicator variables denoting the age category a
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clamant was in when he or shefiled ther initial dlam, and the set of dummy variables indicating the
industry the claimant was employed in prior to filing an initid cdam. In addition, to incorporate first and
subsequent spelsinto the same empirica modd, three variables summarizing cdlamants Ul recaipt
experiences within the current benefit year prior to the current spell areincluded in the empirica

Specification of Z,(t). The definitions of these three varigbles are

PREVIOUS: an indicator variable equd to oneif the clamant had &t least one
prior spell of benefit receipt within the benefit period established by
thisinitid dam;

WEEKSPAID: the total number of weeks a clamant received benefit paymentsin dl

prior receipt spells within the benefit period established by thisinitid
clam (set to zero if no prior spells); and,

LASTPAID: the total number of weeks since the last benefit payment was

received by the claimant at the end of the preceding receipt spell and
the beginning of the current pell of benefit receipt (set to zero if no

prior spdls).
Thevduesof dl of the variablesincluded in Z,(t) are fixed over the entire length of a pell. However,
the values of the three variables summarizing prior benefit receipt experiences change as damants
trangition back from a non-receipt satus and experience multiple episodes of benefit receipt.

A wide variety of variables were considered in the exploratory data anadyssfor incluson in the
covariate vector Z,(t). The empiricd andysisincludes four sets of varigblesin this covariate vector.
The first set of variables account for seasond effects during the course of aspell. Specificdly, these
variables consst of four indicator variables that are set equd to one if the particular week of the spell is
in thefirgt, second, third or fourth caendar quarter, respectively. Unlike the seasona variables that are

induded in Z,(t) that are constant throughout the claimants benefit year, the vaues of these variables
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change over time. Thesevariablesarelabded as TVQL, TVQ2, TVQ3 and TV Q4 to denote the time
varying nature of these seasond adjusments.

The second set of variables included in the covariate vector Z,(t) consst of State-leve
measures of the economic environment. These variables measure the average level of wagesin the
State, the relative size of a State€’' s labor market, and general labor market conditions. Specificaly, the
three variablesincluded in Z,(t) are

AQE: the Statewide average of the quarterly earnings of workersin covered
employment, expressed in 1996 dollars;

COVEMP: the level of covered employment in a State divided by the nationwide
tota leve of covered employment; and,

UNRATE that was defined in Chapter 6. To be congstent with the form in which other monetary
variables are entered into the specification the naturd logarithm of AQE is used in the empirical modd.
The vaues of these three variables dso vary over time.

Thethird set of varigblesincluded in Z,(t) conssts of the three sets of work history variables.
Thesevaridblesareincluded in E, E,, ATMAXBEN, and ATMAXWBA. Three separate
Specifications are estimated in the empiricd andyss: a specification with E,, ATMAXBEN, and
ATMAXWBA; aspecification with E,, ATMAXBEN, and ATMAXWBA,; and a specification with
only ATMAXBEN and ATMAXWBA.

The Ul entitlement variables and an indicator variable for awaiting week requirement comprise
the fourth set of variables that are included in Z,(t). Thevdue of adamant’s benefit entittement is
measured using two different variables. First, the WBA is directly included in the covariate vector

taking the natura logarithm of the variable to remain congstent with the way this variable entered into
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the initial receipt probability. Second, we also estimated a set of models with the replacement rate
(RRATE) used as the measure of benefit entitlements, again using the naturd logarithm of this variabdlein
the covariate vector. While the PDB could be directly included in the covariate vector, the evidence
from our exploratory data andyss exercise and the findingsin the literature both indicate that this
variable must enter into Z,(t) in amanner that incorporates exhaustion effects. To provide the needed
flexibility to account for an overdl effect of the PDB, aswdl as an exhaudtion effect, a smooth spline
function in the number of weeks of full benefits avallable to a clamant at the end of each week is

indudedin Z,(t). Specificaly, to incorporate these effects, Z,(t) includes the function

Kb
b(?(t),?) " kj [Fbk(?(t)) &Fbk&l(’?(t))] [?bko%?bkl?(t)] :
1
where ? (t) isthe number of weeks of full benefit payments the claimant has available & the end of
week t of the spdll, F(? (t)) denote a cumulative distribution function of anorma random variable

ing mean [, and variance S, and 2,0, and ?,,, ae unknown parameters. Findly, the last Ul
possessing

program policy varigble included in the modd is a dummy variable indicating whether the State has a
waiting week requirement. Thisvariable (WAITWEEK) is defined as oneif theinitid damisfiledina
State with afull waiting week requirement and the relevant receipt spdl is a clamants first episode of
benefit receipt; otherwise, the variableis set equd to zero for States that do not have awaiting week
and for al subsequent spells.

Thefunction b(? (t), ?) possess the same types of properties as gg(t, Z,(t), ag). Specificaly, it
isavery flexible specification, it is differentiable, and it provides a smooth function across the spline
points Uy, To alow for exhaustion effects, we pick aspecification of b(? (t), ?) by setting K, = 5, with
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“bO = 0, sbo = 001, “bl = 1, Sbl = 010, “bZ = 4, sz = 020, l-le = 8, Sb3 = 020, l.lb4 = 13,

Sps = 1.00, and s = 4. To avoid multicolinearity problemsin the estimation, we st 2, = 0 and
250 = 0.

This specification for the function b(? (t), ?) possess the desired propertiesin that it
incorporates both a generd effect of the total number of weeks of benefits remaining and an exhaustion
effect. For ingance, if aclamant has more than 13 weeks of benefits remaining, the parameter 2,5,
captures the effect of the number of weeks of benefits remaining on the likelihood the claimant will
trandtion to anon-receipt datus. Similarly, the parameters ?,.,1, 2,31, and 2,4, incorporate the overal
effects of the number of weeks of benefits remaining in the corresponding range. This specification o
fully incorporates arange of exhaudtion effects. Specificaly, the parameters 2,10, ?p20, 230, @A 20
alow for additiond effects on the hazard for crossing the corresponding weeks remaining thresholds.
For example, the parameter ?,,,, Summarizes the effect of going from having more than 4 weeks of
benefits available to having from 1 to 4 weeks of benefits |eft, which is over and above the overdl effect
of having 4 weeks of benefits available. Moreover, this type of specification encompasses the types of
gpecifications used by Moffitt (1985) and other researchers who have estimated exhaustion effects.

The specification of the properties of the smooth spline function gg(t, Z,(t), ag) suggested by
the exploratory data andysis involves anumber of pline points that correspond to the patternsin the
plots of empirica hazard rates. Specificdly, the specification used in the andyss sets K = 6, with

o = 0, Spo = 0.10, My = 4, Sy = 0.20, P = 10, Spp = 0.25, g = 26, S = 1.00, Phes = 44,

Sre = 1.50, Mgs = 52, Sgs = 1.00, and g = 4. Thus, if only aconstant term wasincluded in Z,, the
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polynomid ag,p + 8z t + agyp 12 + axg5 t° determines the duration properties over the first 4 weeks of
aspdl. Over the 3 to 5 week range the duration properties switch to the polynomia

Aroo + Ay T+ 8rpy 12 + Agyg t2 that determines the properties of gg(*) until about week 10. This
specification corresponds to the duration dependence patterns exhibited by the empirica hazard rates.
Moreover, this specification introduces a very rich set of interactions between the covariates included in

Z,(t) and duration dependence.

7.3  Egtimation Results and Implications of Findings

The parameters of the duration ditribution for Ul benefit receipt spells are estimated using
conventiond weighted maximum likelihood methods using the sample of receipt spells described above.
We explored a number of dternative empirical specifications and estimated the find specification using
each of the three sets of work history variables and both measures of the value of benefit entitlements as
covariates. Standard significance tests were used to test specific parameters and the modd was
amplified to reflect the results of these tests when appropriate.

Table 7-2 presents three sets of parameter estimates for the same model specifications that
were reported in Chapter 6. Specificdly, the first column presents results for the specification that uses
the WBA and includes the minima set of work history variables. The second column presents the

estimates from the modd specification that aso usesthe WBA bt it
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Table7-2

Parameter Estimatesfor Receipt Spell Duration Distribution

Parameter Estimates
Specification with  Specification with Specification with
Varisble WBA and Sr_nall Set WBA and F_uII Set  Replacement Rate
of Work History of Work History  and Full Set of Work
Variables Variables History Variables

QTR1 -0.0084 -0.0072 -0.0068
QTR2 -0.0460* ** 0.0440* ** 0.0441***
QTR3 -0.0049 -0.0077 -0.0075
QTR4 0.0592*** 0.0588*** 0.0583***
FEMALE -0.0550* ** -0.0564* ** -0.0553* **
BLACK -0.1529* ** -0.1572*** -0.1583* **
HISPANIC -0.0237 -0.0198 -0.0181
AGE 16-21 0.1340* 0.1349*** 0.1352***
AGE 22-24 0.0347 0.0407** 0.0405**
AGE 25-34 0.0353** 0.0347*** 0.0334***
AGE 35-44 0.0265* 0.0260* * 0.0253*
AGE 45-54 0.0425** 0.0396* ** 0.0390* **
AGE 55-59 0.0002 -0.0033 -0.0037
AGE 60-64 -0.1268*** -0.1243*** -0.1234***
AGE 65+ -0.1464*** -0.1484*** -0.1463***
AGE MISSING 0.4302*** 0.4289* ** 0.4284***
MAN 0.2001*** 0.1965* ** 0.1963***
CON 0.0853*** 0.0859* ** 0.0850* **
RWT -0.1280*** -0.1270*** -0.1258* **
SRV -0.0795*** -0.0812*** -0.0810* **
OTH -0.0778*** -0.0743*** -0.0745***
PREVIOUS 0.8612*** 0.8550* ** 0.8546* **
WEEKSPAID -0.0161*** -0.0161*** -0.0160* **
LASTPAID -0.0021* ** -0.0021* ** -0.0021* **

*** |ndicates that the parameter estimate is satisticaly different from zero at the 1 percent leve of sgnificance.

**  Indicates thet the parameter estimate is datisticaly different from zero at the 5 percent leve of sgnificance.

*  Indicates tha the parameter estimate is satistically different from zero at the 10 percent level of
Sgnificance.
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Table 7-2 (cont.)
Parameter Estimatesfor Receipt Spell Duration Distribution

1-4 Weeks 5-10 Weeks
Specification Specification
Specification Specification with Specification Specification with
withWBA and withWBA and  Replacement | withWBA and withWBAand  Replacement
Variable Small Set of Full Set of Rate and Full Small Set of Full Set of Rate and Full
Work Hisory ~ Work History Set of Work Work Hisory ~ Work History Set of Work
Variables Variables History Variables Variables History
Variables Variables
TVQ1 0.1463*** 0.1460*** 0.1467*** -0.0002 -0.0012 -0.0002
TVQ2 -0.0237 -0.0234 -0.0235 0.0876*** 0.0884* ** 0.0887***
TVQ3 0.0189 0.0189 0.0187 0.0716*** 0.0722*** 0.0719***
TVQ4 -0.1415*** -0.1414*** -0.1419*** -0.1590*** -0.1594* ** -0.1605***
IN(AQE) -0.5483* -0.5180** -0.5072** -0.1896 -0.1638 -0.1514
COVEMP 5.8730 6.4202* 6.1530* 5.6606 6.1725* 5.8745*
UNRATE -0.0663*** -0.0649* ** -0.0659* ** -0.0298* -0.0275* -0.0290* *
ATMAXBEN 0.1030*** 0.0646* * 0.0715** 0.0842 0.0382 0.0376
ATMAXWBA 0.0031 -0.0102 0.0026 0.0818 0.0714 0.0774
WAITWEEK -0.3121*** -0.3118*** -0.3107*** 0.1472*** 0.1440*** 0.1445***
In(WBA) or IN(RRATE) -0.0493* -0.0172 0.0152 -0.0487 -0.0149 -0.0269
210 0.1749 0.1807* 0.1787 0.7044*** 0.7031*** 0.7032***
2020 0.9596* ** 0.9579*** 0.9571*** -0.1620 -0.1694 -0.1708
2021 2 (1) -0.3206* ** -0.3189*** -0.3187*** 0.0426 0.0437 0.0439
2030 0.0929 0.0962 0.0983 0.3879 0.3795 0.3779
2031 7 (1) -0.0334 -0.0335 -0.0340 -0.0743 -0.0726 -0.0725
010 0.3578 0.3397 0.3390 -0.3186 -0.2965 -0.2997
o1 7 (1) -0.0669* * -0.0645** -0.0646* * 0.0197 0.0178 0.0180
251 7 (1) 0.0026* ** 0.0026* ** 0.0027*** -0.0052* ** -0.0052* ** -0.0052* **
I ntercept 4.2290* 3.7530* 3.5941 -0.2772 -0.7197 -0.9090
t2 -0.4423*** -0.4411*** -0.4410*** -0.0877*** -0.0874*** -0.0872***
L

*** |ndicates that the parameter estimate is statistically different from zero at the 1 percent level of significance.
** Indicates that the parameter estimate is Statistically different from zero at the 5 percent level of significance.
*  Indicates that the parameter estimate is statistically different from zero at the 10 percent level of significance.
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Table 7-2 (cont.)

Parameter Estimates for Receipt Spell Duration Distribution

11-26 Weeks 27-44 \Week's
Specification
Specification Specification with Specification Specification Specification with
with WBA and  with WBA and Replacement with WBA and  with WBA and Replacement Rate
Variable Small Set of Full Set of Work  Rate and Full Small Set of Full Set of Work  and Full Set of
Work History History Set of Work Work History History Work History
Variables Variables History Variables Variables Variables
Variables

TVQ1 -0.1321*** -0.1319*** -0.1337*** -0.0248 -0.0303 -0.0294
TVQ2 0.1383*** 0.1403*** 0.1383*** -0.1947*** -0.1924*** -0.1955***
TVQ3 0.0232 0.0247 0.0233 -0.1343** -0.1283*** -0.1330***
TVQ4 -0.0294 -0.0331 -0.0278 0.3538*** 0.3509*** 0.3579***
In(AQE) -0.5754* -0.5564** -0.6202** -0.9793** -0.9523*** -1.0217*%**
COVEMP 6.6373 7.1887** 7.0036** 11.6373** 12.1596*** 12.0795***
UNRATE -0.0367** -0.0346** -0.0338** -0.1060*** -0.1045*** -0.1012***
ATMAXBEN -0.2008*** -0.2429*** -0.2497*** -0.1773 -0.2194* -0.2130*
ATMAXWBA 0.2104*** 0.1969*** 0.1493*** 0.2844** 0.2683** 0.2467**
WAITWEEK 0.1803*** 0.1766*** 0.1695*** 0.5099*** 0.5049*** 0.4997***
IN(WBA) or IN(RRATE) -0.1450*** -0.1104** -0.0444 -0.1610* -0.1312 0.1132

b10 0.9472+** 0.9444*** 0.9445*** 2.7512*** 2.7493*** 2.7436***

h20 -0.4055** -0.4155*** -0.4133*** 1.6310*** 1.6119*** 1.5978x**
2o 2 (1) 0.0717 0.0729 0.0728 -0.1201 -0.1174 -0.1164
2530 -0.4363* -0.4419* -0.4409* 1.4635+** 1.4468+** 1A4277+**
Zus1 2(1) 0.0456 0.0452 0.0451 -0.0240 -0.0227 -0.0210
2040 -0.9615*** -0.9650* ** -0.9690* ** 0.5112 0.5126 0.5132
Poa1 2(1) 0.0652** 0.0648** 0.0652** 0.0486 0.0477 0.0470
Pos1 2 (1) -0.0125*** -0.0127*** -0.0127*** 0.0374*** 0.0368*** 0.0365***
I ntercept 4.8893* 4.5109* 4.4898* 8.0785** 7.6752+** 7.6966* **
t -0.2255*** -0.22654*** -0.2255*** -0.0823*** -0.0825*** -0.0823***
t2 0.0064*** 0.0064*** 0.0064***

*** |ndicates that the parameter estimate is statistically different from zero at the 1 percent level of significance.

**  |ndicates that the parameter estimate is statistically different from zero at the 5 percent level of significance.
*  |ndicates that the parameter estimate is statistically different from zero at the 10 percent level of significance.
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Table 7-2 (cont.)
Parameter Estimatesfor Receipt Spell Duration Distribution

45-52 Weeks 53+ Weeks
Specification e SpeC|f.|cat|on Specification e SpeC|f.|cat|on
Variable with WBA and ~ SPecification with with WBA and ~ Specification with
Small Set of with WBA and Replacement Small Set of with WBA and Replacement
Work History Fgll Set of Work Rate and fgll Set Work History Fgll Set of Work Rate and Fgll Set
Variables History Variables of Worl'< History Variables History Variables of Worl'< History
Variables Variables

TVQ1 0.2117 0.2004 0.1801

TVQ2 -0.1454 -0.1528 -0.1517

TVQ3 -0.3424** -0.3375** -0.3479***

TVQ4 0.2762** 0.2898** 0.3195***

IN(AQE) -1.0808 -1.0950* -1.3827**

COVEMP -5.0614 -4.4554 -4.1350

UNRATE 0.1855** 0.1886** 0.1950**

ATMAXBEN -1.3287%** -1.3549%** -1.3965***

ATMAXWBA 1.2491*** 1.2097*** 1.0038***

WAITWEEK -0.1008 -0.1105 -0.1555

IN(WBA) or In(RRATE) -0.4983** -0.4655** -0.0666

2010 -1.5173** -1.4868** -1.4148**

20 -1.3428** -1.2823** -1.2132**

Poany 2 (1) -0.5628*** -0.5710*** -0.5702***

2030 -2.0313** -1.9824** -1.8562**

20 ?() 0.0312 0.0294 0.0204

200 -1.5032 -1.4442 -1.4289

20 2(1) -0.1505 -0.1529 -0.1519

201 2(1) -0.0978*** -0.0956* ** -0.0952* **

Intercept 302.6275*** 303.0362*** 302.7766*** 35.7288* 34.5038** 34.2502**

t -12.4451*** -12.4666* ** -12.4541%** -0.9384* -0.9036* -0.8937*

t2 0.1322*** 0.1325*** 0.1323*** 0.0086* 0.0084* * 0.0083*

*** |ndicates that the parameter estimate is statistically different from zero at the 1 percent level of significance.
**  |ndicates that the parameter estimate is statistically different from zero at the 5 percent level of significance.

*  Indicates that the parameter estimate is statistically different from zero at the 10 percent level of significance.
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includesthe full set of work history measuresincluded in E.. Findly, the third column presents the
results from the specification that uses the replacement rate to measure the vaue of benefit entitlement
and includes the full set of work history measures. A positive parameter estimate indicates that an
increase in the corresponding covariate increases the likelihood a clamant will end a receipt spell and
trangtion to anon-receipt satus. A negative parameter estimate indicates that an increase in the
covariate decreases the likelihood of ending areceipt spdl and increase the probability clamants will
continue receiving Ul benefits for an additiona week.

Thefirst part of Table 7-2 presents the parameter estimates associated with the variables
included in the covariate vector Z,(t). The results presented here suggest thet there is a persstent
relationship between the quarter aclamant files an initid claim and the length of their spells of benefit
receipt. Specificdly, damantswho file ther initid claim in the second cdendar quarter are Sgnificantly
more likely to have longer receipt pels and clamants who file tharr initid claim in the fourth quarter are
more likely to experience shorter episodes of benefit receipt. These estimates aso indicate that
women, Blacks and Hispanics tend to have longer pdlls of receipt and that claimants who worked in
the manufacturing and congtruction sectors are more likely to have shorter episodes of benefit receipt
holding other factors congtant. Finally, previous periods of Ul receipt within the same benefit year
effect the length of subsequent spdlls. In particular, as one would expect, subsequent spdlls are shorter
than first spells of receipt and, holding dl ese congtant, clamants who have collected more benefits
prior to the start of a subsequent spell and have had longer non-receipt spells tend to receive benefit

payments for longer periods. Comparing the results from the three different specificationsin the first

96



part of this table shows that the estimated effects of the covariatesincluded in Z,(t) are remarkably
congistent across these specifications.

The second part of Table 7-2 presents the parameter estimates associated with the smooth
splinefunction gx(t, Z,(t), ag) that includes the a, coefficients and the ? parameters that characterize
the benefit exhaustion effects. The table presents the parameter estimates corresponding to each
segment of the smooth spline function. The last spline function does not include any covariates except
the duration dependence variables because of the small number of receipt spells that last more than 52
weeks.

Although most of the parameter estimates are satistically sgnificant, there are two sets of
parameters that are of particular rlevance. The first set of parameters capture the effects of State-leve
variables on the likdihood claimants continue to receive a benefit payment the following week. Apart
from the effects of the Statewide average level of quarterly earnings in covered employment (AQE), the
effects of the other State-leve variables are consstent with our expectations. In particular, the larger a
State' slabor market the more likely clamants are to end a receipt spell and the higher the
unemployment rate the more likely clamants are to continue to receive another week of benefits. The
results are somewhat at odds with the effects one would expect the AQE to have on receipt spdlls.
While one would expect clamants in States with higher average earnings to have shorter spells, because
the opportunity cost of remaining unemployed is on average higher, these results suggest that clamants
in these States have longer receipt spdlls. This could be the result of labor demand conditions because

of fewer job openings in these higher wage States.
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The second set of parameter estimates that are of particular relevance are the coefficients
associated with the Ul entitlement variables. Overdl, these resultsimply that higher benefit levels and
additiond weeks of benefit digibility are associated with longer spdlls of benefit receipt, which is
consstent with much of the literature. For two of the three specifications, the effect of the WBA on the
likelihood a clamant continues to receive a benefit payment increases with the length of a spdl such that
the coefficient for longer pellsis more than 10 times the Sze of the coefficient applicable & the
beginning of spells. Comparing the results across the three specifications presented in the table indicate
that the only estimates that vary much across these columns are the coefficients related to the benefit
amount. Whereas the estimates for the two specifications that include the WBA directly are negative in
al of the splines modtly gatisticaly different from zero, none of the estimates corresponding to the
replacement rate are satistically different from zero and two of the point estimates are poditive. Hence,
the specification in the first column suggest that changesin the WBA will have the largest effects on the
length of receipt spdlls while the specification with the replacement rate suggest there is an absence of
any effect of benefit levels on receipt sodls.

The results presented in Table 7-2 a'so show a pattern of significant and increasing exhaustion
effects over the most rdevant range of pdl lengths. In particular, the 2, coefficient is postive and
getslarger over time, except for the longest spells. Moreover, these estimated exhaustion effects are
very condstent across the three specifications presented in this table.

These parameter estimates only yield direct evidence on the very short-term links between the
covariates included in the modd and the benefit receipt experiences of clamants. To examinethe

longer-term links and to develop amore comprehendve picture of the relationship between the
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covariates and clamants benefit receipt experiences we will use smulation methods. These methods

and the implications of these parameter estimates are presented in Chapter 9.
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CHAPTER 8
A MODEL OF PERIODSNOT RECEIVING UNEMPLOYMENT
INSURANCE BENEFITS

This chapter presents the estimated variants of the mode! that characterizes periods claimants
are not receiving Ul benefit payments while they are dill digible to receive such payments. These
components of the modd include the duration disiributions describing the length of spellsin anon-
recipiency status and the exit probability mode that determines whether claimants who are suddenly
eligible to receive benefit payments, because extended or supplementa benefits become available,
begin recaiving a payment during the first week these benefits are available. Thefirst section
summarizes the non-receipt spdll data used to estimate the duration distributions. Section 8.2 describes
the findings from an exploratory data andysis that guided the sdection of the particular pecifications of
the trangition probabilities. Section 8.3 presents the estimation results and discusses the implications of
these results for non-receipt spells. Finally, Section 8.4 briefly describes the data, specification and

estimation of the exhaustion non-receipt exit probability modd.

8.1 DataDescription

The characterization of Ul claimants experiencesin a benefit non-receipt statusis based on
data from the sub-sample of claimants described in Chapter 4. 1n contrast to the data used to describe
Ul benefit receipt experiences, which uses information only on claimants who ever received a benefit

payment, the data set used for the estimation of clamants non-receipt experiences uses information on
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al damantsin the sub-sample. Aswasthe case for the andysis of benefit receipt, spells are the unit of
andyssfor the esimation of the duration digtributions. Hence, an individud clamant can contribute
more than one spdll of non-receipt to the analysis.

Table 8-1 presents the summary Satigtics for the sample of non-receipt spdls used in the
estimation of the duration distributions. The table presents sample averages and percentages for all
non-receipt spdls, aswell as separate summary measures for the spells where claimants began their
benefit year in anon-receipt atus (initid spells) and other gpdls of non-receipt that begin later in
clamants benefit years (subsequent spells). Again, the summary statistics are caculated using weighted
procedures to account for the composition of the estimation sample.

Thefirg row in Table 8-1 shows the average length of non-receipt spells overdl, for initia
gpells and for subsequent spells. It isimportant to note that time spent in the exhaustion non-receipt
gatus is not included in these spdlls of non-receipt and, if aclamant is digible for benefits again because
an extended or supplement benefit program triggered on and they do not collect benefits during the first
week of this new digibility, this begins a subsequent non-receipt spell for this cdamant. The findings
presented here show that the average non-receipt spell last gpproximately 42 weekswith initial spells
lasting more than 49 weeks and subsequent spdlls lagting an average of just under 41 weeks. The
longer average initid spdlls result because gpproximately 10 percent of cdlamantswho fileaninitid dam
never collect aUl payment asaresult of the clam. In addition, the second row shows that subsequent

spells begin, on average, goproximately in the middle of a benefit year.
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The other summary dtatistics presented in Table 8-1 suggest severd differences between initid
and subsequent spdlls. For example, daimants who worked in the manufacturing and congtruction
sectors are more likely to have subsequent spells relative to workersin other indugtries, which is
consgtent with the findings presented in Chapter 7 showing these clamants were more likely to have
repest recaipt spellsaswell. Smilarly, consstent with the findings in the previous chapter suggesting
that clamants 35 years old and older are more likely to have subsequent receipt spells, these older
clamants are aso relaively more likely to have subsequent non-receipt spells. Finaly, these results
show that claimants have collected an average of 13 weeks of benefits prior to Starting a subsequent

spdl of non-receipt and that there is on average approximately 4 weeks between spdlls of non-receipt.

8.2  Specification of Duration Distributionsfor Episodes of Non-Receipt

Specifying the form of the empirical models for the duration distributions describing the number
of consecutive weeks claimants are not receiving a Ul benefit payment involves the same issues that
were discussed in Chapter 7 for receipt spells. Specificdly, based on the generd framework outlined in
Chapter 5, the centrd issues involved in specifying the empirica mode for Hy(t, Z(t)) are related to the
seection of the variables included in the covariate vectors Z,(t) and Z,(t), and the properties of the
smooth spline function gy (t, Z(t), ay). The specification of these three eementsis based upon
empiricd resultsin the exigting literature and an extensive exploratory data anayd's exercise that
paraleled the exercise described in Chapter 7 for receipt spells.

Plots of awide variety of empirical hazard rates for non-receipt spells suggested three

conclusons regarding the specification of the modd. Firgt, athough the patterns of duration
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dependence were less complex than the patterns for receipt spells, aflexible specification is needed to
adequately describe the duration dependence features of non-receipt spells. Second, thereisan
important interaction between severad variables, such as the Ul benefit entitlement measures, and the
duration dependence properties of the non-receipt spells. Third, the patterns of duration dependence
differ subgtantidly, especidly a medium and long pdll lengths, between initid non-receipt spells and
subsequent spells. Thislast result indicates that separate models are needed for initid and subsequent
non-receipt spells.

Although separate modes are estimated for initid and subsequent non-receipt spells, we
adopted very smilar specifications for the two models. Specificdly, amilar variables were sdected to
include in the covariate vectors Z,(t) and Z,(t) and the same parameterization of the smooth spline
function gy(t, Z,(t), ay) isused in both specifications. The variablesincuded in Z,(t) for both the initid
and subsequent non-receipt duration models include the four dummy variables QTR1, QTR2, QTR3
and QTR4 indicating the cdendar quarter theinitid clam was filed, the set of indicator variables
summarizing clamants demographic characteristics (FEMALE, BLACK, HISPANIC, and the st of
age variables), and the set of dummy variables representing clamants industry of employment prior to
filing ther initid clam (MAN, CON, RWT, SRV, and OTH). In addition to these common variables,
the covariate vector Z,(t) in the specification of the duration modd for subsequent spells of non-receipt
includes the dummy variable indicating a clamant had collected at least one week of benefit payments
prior to the start of the non-receipt spell (PREVIOUS), the variable measuring the total number of

weeks a claimant received benefit payments prior to the start of the non-receipt spell (WEEKSPAID),
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and a variable measuring the number of weeks since a clamant ended their previous non-receipt spell
(WEEKSLNR).?® Thevaluesof al of these variables are constant over the entire spell of non-receipt.

The same st of variables are included in the covariate vector Z,(t) for both the initid and
subsequent non-receipt spell duration didtributions. A st of four time varying quarterly dummy
variables are included in this covariate vector to account for seasond differencesin the likelihood of
ending aperiod of non-receipt. To account for generd labor market conditions, the State-level
messures of the unemployment rate (UNRATE) and the natura logarithm of the inflation adjusted level
of average quarterly earningsin covered employment (AQE) areincluded in Z,(t). The variables
ATMAXBEN, ATMAXWBA, and the naturd logarithm of the WBA or the replacement rate
(RRATE) are dso included in these covariates. Thelast variable included in the modd measuresthe
number of week of full benefits payable to a claimant at the end of each week of the non-receipt spell
(WEEKSLEFT). Thisvarigble includes any benefit available to a clamant from extended or
supplementa benefit programs.

The specification of the duration dependence properties of the smooth spline function
on(t, Z,(1), ay) based on the findings from the exploratory data andyss suggested K, = 4, with
Mno = 0, Sno = 0.10, yy = 6, Sny = 0.25, Py, = 20, S, = 1.00, Hys = 52, Sgs = 2.00, and Ly, = 4.
This specification of the properties of gy (t, Z,(t), ay) is used for both non-receipt spell duration
distributions and corresponds to the duration dependence patterns exhibited by the empirica hazard

rates for both categories of spells.

% Thisvariableis egual to the length of the preceding receipt spell for claimants who transition from a
receipt status to the non-receipt status and, for claimants who just ended a period in the exhaustion non-receipt
status, it isthe number of weeks since a claimant was last eligible to receive a Ul payment.
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8.3 Parameter Estimates and Implications of Results

Tables 8-2 and 8-3 present the parameter estimates for the same three specifications reported
in earlier chaptersfor initid gpells of non-receipt and subsequent spell of benefit non-receipt,
respectively. These parameters are estimated using weighted maximum likelihood methods to account
for the compogtion of the sub-sample used for estimation. The estimation takes account of the right
censoring of non-receipt spdlls when dlamants loose their eigibility to collect benefits under a particular
initid dam. We examined anumber of dternative specifications, including severa modds that varied
the measures of the benefit amounts and the set of work history variables included in the models. The
tables present the results for the specifications that use the natura logarithm of the WBA with the smdll
set of work history controls, the WBA specification with the full set of work higtory variables, and the
replacement rate specification with the full set of work history measures.

The interpretation of the Sgn of the parameter estimate are Smilar to the inferences drawn from
receipt Spdls. Specificdly, apostive parameter estimate indicates that an increase in the corresponding
covariate will increase the likdihood a claimant will end a non-receipt spell and a negative parameter
esimate indicates that an increase in the covariate will decrease the likelihood of ending a non-receipt
.

Thefirst parts of Tables 8-2 and 8-3 present the parameter estimates associated with the

variablesincluded in the covariate vector Z,(t). Theresultsin the first part of Table 8-2 suggest
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Table 8-2
Parameter Estimatesfor Initial Non-Receipt Spell Duration Distributions

Parameter Estimates
Specification with  Specification with F?gpef;‘;'ggt‘ "%’g{‘e
: WBA and Small Set WBA and Full Set
Variable : : and Full Set of
of Wor|_< History of Wor|_< History Work History
Variables Variables :
Variables
QTR1 -0.0453 -0.0456 -0.0462
QTR2 0.1035* 0.1104** 0.1085**
QTR3 -0.0228 -0.0277 -0.0257
QTR4 -0.0355 -0.0372 -0.0367
FEMALE 0.0993** 0.1004** 0.1006**
BLACK -0.0839 -0.0755 -0.0753
HISPANIC 0.0303 0.0391 0.0386
AGE 16-21 -0.3631 -0.3209* ** -0.3225* **
AGE 22-24 -0.2294* ** -0.2272%** -0.2265***
AGE 25-34 0.0010 0.0054 0.0032
AGE 35-44 -0.0088 -0.0046 -0.0067
AGE 45-54 0.1556*** 0.1543*** 0.1542***
AGE 55-59 0.1620** 0.1479* 0.1467*
AGE 60-64 0.2204** 0.2163** 0.2146**
AGE 65+ 0.0623 0.0289 0.0370
AGE MISSING -0.2044 -0.1847 -0.1866
MAN 0.0610* 0.0551* 0.0548*
CON 0.1872*** 0.2039*** 0.2021***
RWT -0.1035*** -0.1041*** -0.1028* **
SRV -0.1410*** -0.1381*** -0.1381***
OTH -0.0036 -0.0167 -0.0161

*** |ndicates that the parameter estimate is gatitically different from zero a the 1 percent leve of
sgnificance.
**  Indicaestha the parameter estimate is datitically different from zero a the 5 percent leve of
sgnificance.
* Indicates that the parameter estimate is satistically different from zero at the 10 percent level of
sgnificance.
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Table 8-2 (cont.)
Parameter Estimatesfor Initial Non-Receipt of Spell Duration Digtribution

1-6 Weeks 7-20 Weeks
Specification Specification
Specification Specification with Specification Specification with
with WBA and with WBA and  Replacement | with WBA and with WBA and  Replacement
Variable Small Set of Full Set of Rate and Full Small Set of Full Set of Rate and Full
Work History  Work History Set of Work Work History  Work History Set of Work
Variables Variables History Variables Variables History
Variables Variables
TVQ1 0.0232 0.0201 0.0194 0.0917 0.0891 0.0947
TVQ2 -0.2792*** -0.2726*** -0.2708*** 0.0029 0.0106 0.0093
TVQ3 -0.1593** -0.1470** -0.1511** -0.2990*** -0.2906* ** -0.2912***
TVQ4 0.4152*** 0.3996*** 0.4024*** 0.2043* 0.1909* 0.1873*
In(AQE) -3.7925*** -3.5144*** -3.6031*** -1.7596* -1.5127* -1.4450
UNRATE 0.1024*** 0.1151*** 0.1159*** -0.0987** -0.0823** -0.0893**
ATMAXBEN 0.0702 0.0246 0.0110 0.0943 0.0488 0.0731
ATMAXWBA 0.1501 0.1291 0.0623 -0.0386 -0.0526 0.0393
IN(WBA) or In(RRATE) 0.3599*** -0.0757 -0.0650 0.5607*** 0.1348 01771
IN(WEEKSLEFT) 0.0038 -0.0774 -0.0840 0.0116 -0.0788 -0.0535
I ntercept 30.2432* ** 30.1517*** 30.5310*** 94312 9.5759 9.7532
t -1.1903*** -1.1896*** -1.1901*** -0.0547 -0.0548 -0.0546
t2 0.1190*** 0.1191*** 0.1192*** -0.0005 -0.0005 -0.0005

*** |ndicates that the parameter estimate is gatisticaly different from zero at the 1 percent level of sgnificance.
**  Indicates thet the parameter estimate is datisticaly different from zero at the 5 percent leve of sgnificance.
*  Indicates that the parameter estimate is satisticaly different from zero at the 10 percent level of significance.
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Table 8-2 (cont.)
Parameter Estimatesfor Initial Non-Receipt of Spell Duration Digtribution

21-52 Weeks 53+ Weeks
e ecification ecification
S\f’v‘ff}']f'\,‘i/aé';” Specification * with Specification  Specification * with
with WBA and  Replacement | with WBA and with WBA and  Replacement
Variables a“‘j')fs'vcslr'kse‘ Full St of  Rateand Full | Small Setof  Full Stof  Rateand Full
History Work _History Set gf Work Work _History Work _History Set c_:f Work
Variables Variables History Variables Variables History
Variables Variables
TVQ1 -0.2139 -0.2125** -0.2137** -0.3233 -0.3151 -0.2877
TVQ2 -0.3122%** -0.3006* ** -0.3013*** 0.1085 0.1169 0.1162
TVQ3 -0.0629 -0.0576 -0.0588 0.5756** 0.5872** 0.5841**
TVQ4 0.5890% ** 0.5708*** 0.5738*** -0.3607 -0.3890 -0.4126
In(AQE) -2.6553*** -2.4334*** -2.4712%** -2.2720 -1.9665 -1.5630
UNRATE -0.0402 -0.0227 -0.0200 0.0408 0.0401 0.0250
ATMAXBEN -0.1360 -0.1795 -0.1729 -1.2450 -1.3004* -1.1288
ATMAXWBA 0.0965 0.0786 0.0707 0.1043 0.1001 0.60%4
In(WBA) or IN(RRATE) 0.3602** -0.0665 0.1707 1.1425*** 0.6827 1.0562***
InN(WEEK SLEFT) 0.1890 0.0897 0.0954 0.2689 0.2637 0.2702
I ntercept 16.4735** 16.8698* * 16.9738** 7.4364 7.0584 7.7836
t -0.0125** -0.0126** -0.0126** -0.0203 -0.0203* -0.0203*
t2

*** |ndicates that the parameter estimate is statistically different from zero at the 1 percent level of significance.

**  Indicates that the parameter estimate is statistically different from zero at the 5 percent level of significance.
*  Indicates that the parameter estimate is statistically different from zero at the 10 percent level of significance.
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Table 8-3
Parameter Estimatesfor Subsequent Non-Receipt Spell Duration Distributions

Parameter Estimates

Specification with WBA Specification with WBA

Specification with

variable and Small Set of Work  and Full Set of Work  \eP acement Rateand
History Variables History Variables F.uII =] Work
History Variables

QTR1 -0.0133 -0.0149 -0.0151
QTR2 0.0330** 0.0289* 0.0277*
QTR3 0.0115 0.0164 0.0161
QTR4 -0.0312** -0.0304** -0.0287**
FEMALE 0.0037 -0.0046 -0.0099
BLACK 0.1150*** 0.1052*** 0.1053***
HISPANIC 0.0379 0.0221 0.0170
AGE 16-21 -0.2965*** -0.2978*** -0.3001***
AGE 22-24 -0.2665*** -0.2778*** -0.2773***
AGE 25-34 -0.0657*** -0.0714*** -0.0691* **
AGE 35-44 0.0461** 0.0465** 0.0483***
AGE 45-54 0.1141*** 0.1176*** 0.1180***
AGE 55-59 0.0693* 0.0821** 0.0843***
AGE 60-64 0.1191*** 0.1347*** 0.1326***
AGE 65+ 0.2802*** 0.2661*** 0.2634***
AGE MISSING -0.1799*** -0.1858* ** -0.1817***
MAN -0.0269 -0.0211 -0.0208
CON 0.2044*** 0.1928*** 0.1945***
RWT -0.1299*** -0.1247*** -0.1268* **
SRV -0.0383** -0.0373** -0.0366**
OTH -0.0093 -0.0096 -0.0102
PREVIOUS 3.2359*** 3.2440*** 3.2458***
WEEKSPAID -0.0083*** -0.0084* ** -0.0085* **
WEEKSLNR -0.0709*** -0.0713*** -0.0713***

*** |ndicates that the parameter estimate is Satisticaly different from zero a the 1 percent level of

sgnificance.

**  |ndicatesthat the parameter estimate is Satigticaly different from zero a the 5 percent level of

sgnificance.

* Indicates that the parameter estimate is Satisticaly different from zero at the 10 percent leve of

sgnificance.
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Table 8-3 (cont.)

Parameter Estimatesfor Subsequent Non-Receipt Spell Duration Distributions

1-6 Weeks 7-20 Weeks
Sp§C|f|cat|on Specification SpeC|f.|cat|on Specification Specification Speuf‘l cation
WIth WBA —\ ieh WBA and e with WBA and  with WBA and Ui
Variable EMSMEL S oy con cnipyore  RERREETIEI Small Setof  Full Set of Work _ replacement
of Work ; Rate and Full Set . . Rate and Full Set
. History . Work History History .
History Variables of Work History Variables Variables of Work History
Variables Variables Variables
TVQ1 -0.0162 -0.0167 -0.0133 -0.0820 -0.0832** -0.0904***
TVQ2 -0.2497*%** -0.2508*** -0.2479** -0.2758*** -0.2760%** -0.2806* **
TVQ3 -0.2034*** -0.2028*** -0.2005*** -0.0862*** -0.0864*** -0.0908* **
TVQ4 0.4693*** 0.4703*** 0.4618*** 0.4440*** 0.4456% ** 0.4618***
In(AQE) -3.8050*** -3.7980* ** -3.6840%** -2.9808*** -2.9695%** -3.1394***
UNRATE -0.0469*** -0.0448*** -0.0489*** -0.0823*** -0.0803*** -0.0702***
ATMAXBEN -0.1412*** -0.0737* -0.0711* -0.1218* -0.0544 -0.0674
ATMAXWBA -0.0832* -0.0589 0.0148 0.3011*** 0.3354*** 0.2123***
In(WBA) or In(RRATE) 0.2241*** 0.3038*** 0.1015*** -0.1433*** -0.0763 0.1000**
IN(WEEKSLEFT) 0.2237*** 0.2267*** 0.2252%** 0.2596* ** 0.2632%** 0.2587***
I ntercept 27.7344*** 271.2376** 27.8869*** 20.9544*** 20.4815*** 21.6439***
t -0.6984*** -0.6975*** -0.6974*** -0.1611*** -0.1606*** -0.1600* **
t2 0.0557*** 0.0557*** 0.0556%** 0.0037*** 0.0037*** 0.0037***

*** |ndicates that the parameter estimate is statistically different from zero at the 1 percent level of significance.
**  |ndicates that the parameter estimate is statistically different from zero at the 5 percent level of significance.
*  Indicates that the parameter estimate is statistically different from zero at the 10 percent level of significance.
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Table 8-3 (cont.)

Parameter Estimatesfor Subsequent Non-Receipt Spell Duration Distributions

21-52 Weeks 53+ Weeks
Sp§C|f|cat|on Specification SpeC|f.| cation Specification Specification Speuf‘l cation
with WBA i WBA and il with WBA and  with WBA and i
Variable e EME S22y e con  REIECETE Small Setof  Full Set of Work _ Replacement
of Work ; Rate and Full Set ; . Rate and Full Set
. History . Work History History .
History Variables of Work History Variables Variables of Work History
Variables Variables Variables
TVQ1 -0.0061 -0.0044 -0.0074 -0.1474 -0.1492 -0.1083
TVQ2 -0.3657*** -0.3659%** -0.3658*** -0.4911%** -0.4918*** -0.4702%**
TVQ3 -0.3040*** -0.3048*** -0.3061*** 0.0895 0.0919 0.0974
TVQ4 0.6758*** 0.6751*** 0.6792*** 0.5490* ** 0.5491*** 0.4811***
In(AQE) -3.1422*** -3.1286*** -3.1790% ** -5.0463*** -5.0340*** -4 2737+
UNRATE -0.0958* ** -0.0943*** -0.0892*** 0.0820 0.0841 0.0589
ATMAXBEN -0.3262*** -0.2635%** -0.2639*** -0.1456 -0.0563 -0.0075
ATMAXWBA 0.2322*** 0.2689*** 0.2381*** -0.0344 -0.0411 0.3641
In(WBA) or In(RRATE) 0.0066 0.0812 0.1385** 0.8383*** 0.9 *% 0.3396
IN(WEEKSLEFT) 0.4666*** 04742 ** 0.4702*** 1.8348*** 1.8281*** 1.8375%**
I ntercept 20.1143*** 19.5776*** 20.5364*** 24.9161*** 24, 3537*** 22.7631***
t -0.0363*** -0.0363*** -0.0363*** -0.0147%** -0.0148*** -0.0149***
t2

*** |ndicates that the parameter estimate is statistically different from zero at the 1 percent level of significance.
**  |ndicates that the parameter estimate is statistically different from zero at the 5 percent level of significance.
*  Indicates that the parameter estimate is statistically different from zero at the 10 percent level of significance.
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that there are substantid differences between the initid spdll lengths for dlamants that file in the second
quarter of the year compared to clamants who file a other times. Specificdly, the sgnificant postive
coefficient on the dummy variable for initid clamsfiled during the second quarter of the year indicates
that these clamants are much more likely to end their initid non-receipt spell and begin a period of
benefit receipt. These results dso show that older workers and claimants who were employed in the
manufacturing and congtruction sectors are more likely to end their initial non-receipt spells earlier than
younger clamants and workers employed in other industrid sectors. Comparing these parameter
estimates across the three specifications presented in the table reved s that these are very consistent
across the modd s that use the different measures of the benefit levels and work history controls.

The results presented in the firgt part of Table 8-3 show Smilar patternsto the findings for initia
gpells of non-receipt. These findings suggest that there are persistent seasond effects related to the
timing of aninitid cam with damantsfiling in the second quarter of the year having shorter subsequent
non-receipt spels and damantsfiling ther initid clam in the fourth quarter having longer periods of
non-receipt. Conggtent with the findings for initid spells of non-recaipt, the results presented in this
table adso suggest that younger clamants are more likely to experience longer periods of non-receipt
compared to their older counterparts. Further, claimants who were employed in the construction
industry are more likely to experience shorter spells of non-receipt and begin another period of benefit
recelipt compared to workers from other industries. The last three rows suggest there are significant
higtory effects on the length of subsequent non-receipt spells. For example, the last two rows suggest
that the more weeks of benefits collected and the longer the spell of benefit receipt, the lesslikdly
clamants are going to begin another period of benefit receipt. Findly, the large and significant
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coefficient associated with the variable indicating clamants had a prior period of benefit receipt suggests
that these claimants are much more likely to begin aperiod of benefit receipt compared to clamants
who begin a subsequent non-receipt spell after becoming eligible to collect benefits again because of the
EUC program when they never collected a payment during their origina period of digibility. These
results are al'so very consistent across the three specifications presented in the table.

The second part of Tables 8-2 and 8-3 present the parameter estimates associated with the
amooth sline function gy(t, Z,(t), ay). Theresultsin both of these tables suggests there are Sgnificant
seasond effects during the course of non-receipt spells with on-going spells during the fourth quarter of
the year more likely to end compared to spdlsin progress during the second quarter of the year that
are much more likely to continue. These findings aso show that dlamants in States with higher wages,
as measured by average quarterly earnings in covered employment, are much less likely to begina
period of benefit receipt, which isin line with what one would expect because of the higher opportunity
costs of unemployment in these locations.

The estimation results related to the effects of the Ul entitlement variables presented in Tables
8-2 and 8-3 exhibit some interesting differences between initid and subsequent non-receipt spells, as
well as differences across the specifications usng the WBA and the mode with the replacement rate.
Overdl, the results for the three specifications in both tables suggest that higher WBA and weeks of
avallable benefits increase the likelihood that claimants will exit non-receipt and begin a period of
receiving benefit payments.

Theresultsin Table 8-2 for the modd that uses the WBA and includes only the minima work

history controls indicate that the WBA plays a much more important factor in the decison to begin
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recalving benefits after starting the benefit year out in a non-receipt status than the number of weeks of
benefits payable. However, the results for the two specifications that include the full set of work history
controls suggests that neither the WBA /replacement rate or the PDB have a ggnificant effect on the
likelihood of ending an initid non-receipt spell except for the longest spells.

Although the WBA plays an important role, the resultsin Table 8-3 show that the number of
weeks of benefits |eft available to a clamant plays amore important role in determining the likelihood of
beginning another spell of benefit receipt. Moreover, comparing the results across the three
specifications presented in the table suggest that the estimates for subsequent non-receipt spells are
more congstent across the different models compared to initid spdlls. These findings have important
implications for the effects of extended and supplementa benefit programs.

Aswas the case for receipt spells, these implications of the empirical results only rdate to the
very short-term links between the covariates and the benefit receipt experiences of clamants. The
amulation exercise discussed in the next chapter provides a more comprehensive examingtion of the

effects various factors have on the benefit recel pt experiences of Ul clamants.

84  Specification and Estimation of Exhaustion to Receipt Probabilities

Thefind dement of the empirica framework are the exit probabilities from the exhaustion non-
recelpt status that was introduced to accommodate the possbility that claimants can become eigible to
receive a Ul benefit payment after they have logt digibility for regular Ul benefits. Asdescribed in
Chapter 5, it is possible for claimants who have exhausted or lost their digibility for regular Ul benefits

to become digible to receive extended or supplementd benefits. This component of the mode
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edimates the probability an individua will recaive a Ul benefit payment in the first week they are newly
eligible to receive an extended or supplementa benefit payment.

Rdatively few cdlamants in the data set used for the andysis experienced this type of event.
Specificdly, there are 1804 clamants in the estimation sub-sample that became digible for addition Ul
benefits with the enactment of the EUC program after having lost their digibility for other Ul benefits.
Of these, 42.73 percent had exhausted their regular Ul benefits and the benefit years of the other
clamantsin this group had expired before the enactment of the EUC program. This group of 1804
clamants had been without any benefits payable for an average of 21 weeks. They had collected an
average of 15.37 weeks of benefits prior to becoming eligible for benefits again. At the time these
clamants became digible for EUC payments they had on average 12.69 weeks of benefits available
from this program that was payable a an average WBA of $187.11. Overdl, just over 10% of the
clamants who became digible for Ul benefits under the same initid claim began receiving these
extended or supplementa benefits during the first week these benefits were available.

The logistic modd described in Chapter 5 is used to specify the exit probability from the
exhaugtion non-recaipt satus. The relaively smal number of daimants and the infrequency of receiving
a benefit payment in the first week of clamants new digibility restricts the number of covariates that can
be included in the logistic modd. The specification adopted in the empiricd andyss only includes four
variables besdes the congtant term.  Specifically, the four variables are the totd number of weeks paid
of Ul benefits prior to this event, the State-level unemployment rate, an indicator variable signifying if
the clamants had exhausted benefits (EXHAUSTEE), and the number of weeks the claimant was not

eligible to receive any Ul benefit payment (WEEKSNOBEN).

116



Table 8-4 present the parameter estimates from the logistic model describing the proportion of
clamants who leave the exhaustion non-receipt status and begin receiving benefits during the first week
these additional benefit are available to these clamants. A pogtive coefficient in this specification
ggnifiesthat an increase in the corresponding variable will lead to an increase in the percentage of
clamants who begin receiving a benefit payment during the first week of this new digibility period. A
negative coefficient in this modd implies that an increase in the corresponding variable will result ina
decrease in the likelihood of receiving a benefit payment in the first week.

The parameter estimatesin Table 8-4 suggest that claimants who exhausted their regular Ul
benefits and those who collected more weeks of benefits are more likely to begin receiving benefitsin
the first week of this new digibility period. In contrast, the longer amount of time (i.e., number of
weeks) claimants were without benefits avallable (WEEKSNOBEN) the less likely these clamants are
to begin recaiving a benefit payment in the first week they are eigible for these payments. The
implications of these parameter estimates will be discussed in Chapter 9 when dl components of the
modd are brought together to greatly improve our understanding of the dynamic patterns of Ul benefit

receipt.
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TABLE 84
Parameter Estimatesfor Exhaustion Non-Receipt to Receipt Exit Probability

Vaiable Parameter Estimate

WEEKSPAID 0.0224*
WEEKSNOBEN -0.0380***
UNRATE 0.1660**
EXHAUSTEE 3.2276***

| ntercept -5.2999** *

>k Indicates that the parameter estimate is satidticaly different from zero

a the 1 percent leve of sgnificance.
*x Indicates that the parameter estimate is satidticaly different from zero

a the 5 percent leve of sgnificance.
* Indicates that the parameter estimate is Satidticaly different from zero
at the 10 percent levd of sgnificance.
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CHAPTER9
DYNAMIC PATTERNSOF UNEMPLOYMENT INSURANCE
BENEFIT PAYMENTS

Combining the estimated specifications presented in Chapters 6, 7 and 8 provides dl the
ingredients needed to describe the dynamic patterns of Ul benefit payments of clamants. Whileit is
conceptualy possible to andytically derive the expressions needed to describe these dynamic patterns,
from acomputationa perspectiveit is virtudly impossible to develop a comprehensive description of
the implications of these results. However, it is possible to uncover these implications in areadily
understandable manner using asmulation analysis designed to develop a comprehensive picture of the
dynamic patterns of Ul benefit payments over a benefit year and the effects of various policy variables
and other characteridtics on these patterns. This Smulation analys's captures the accumulative and
interaction effectsimplied by the particular specifications of theinitid receipt probabilities and trangtion
probabilities that characterize the Trangtion Probability Modd (TPM) using thisanaysis.

This chapter describes the smulation methods that are used to uncover the implications of the
esimated TPM and characterizes the relationships between the dynamic patterns of Ul benefit payment
receipt and key Ul policy variables, individual demographic characterigtics and genera economic
conditions. Section 9.1 discusses simulation methods and describes the steps in the smulation exercise
that is used to illugtrate the implications of the empirica findings. Section 9.2 examinesthe role of key
Ul palicy variables, including the WBA, the PDB and the triggering on of a supplementa benefits

program, in determining the dynamic patterns of benefit payments for a cohort of clamants. The focus
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of Section 9.3 is on describing the differencesin the Ul benefit payment experiences over an extended
period of time for claimants with various demographic characterigtics. Findly, Section 9.4 exploresthe
effects of the general economic environment, as measured by the unemployment rate and average leve

of earnings, on the amount and timing of the Ul payments for a clamant cohort.

9.1  Simulating Unemployment I nsurance Benefit Payment Experiences

Simulation methods, such as those commonly used in both statistics and econometrics, produce
the information needed to describe the dynamic patterns of Ul benefit payments and the extent to which
these patterns are influenced by Ul policy variables, demographic characteristics of clamants, and the
generd economic environment. Implementing asmulaion of our empirica TPM involves generating
sequences of Monte Carlo trids using our estimated initid receipt, trangtion and exhaustion exit
probabilities to mimic the process governing clamants Ul benefit payment experiences over the length
of their benefit year and an additiona 52 weeks, or for 104 weeks after filing an initid Ul clam. The
additiona 52 weeks beyond a clamant’ s benefit year is needed to consder the effects of supplementa
benefit program smilar to the EUC program that had a reach back provison and that extends claimants
digibility to collect Ul benefits under an initid cdlaim beyond the regular benefit yeer.

We carry out the smulation exercise by assgning sequences of discrete variablesindicating a
clamant’ s benefit receipt status during each week by comparing vaues of independently-drawn random
variables to the predicted probabilities relevant in determining the discrete variable in the week under
congderation. Theinitid receipt probabilities 15(0*X) and 1(0*X) are the relevant probabilities for

assgning the vaue of the discrete variable a the beginning of a clamant’s benefit year. The trangtion
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probability Hg(t, Z(t)) is rdevant for assgning the outcomes of the amulation while aspel of benefit
receipt isin progress and the trangition probability Hy(t, Z(t)) isthe gppropriate quantity for assgning
outcomes when aspell of non-receipt isin progress. Findly, the exhaustion non-receipt exit probability
Pr(E6Rt, Z(t)) isthe relevant probability for assgnment when a clamant becomes digible for
additiond benefits after no longing having benefits avallabdle from their origind entitiement. The
amulation exercise calculates the predicted values of these probabilities using the parameter estimates
obtained in the empirical andyssthat are reported in Chapters 6, 7 and 8. Evauating these
probabilities in every week over the 104 week horizon following thefiling of an initid clam dlows one
to assgn a sequence of weekly Ul benefit payments experienced by atypica clamant with a specified
st of atributes and Ul entitlements. Repeeting this procedure numerous times and recording the
sequences of weekly experiences for alarge number of hypothetica individuas provides the basis for
characterizing the dynamic patterns of Ul benefit payments.

To provide abasis for comparing the effects of specific factors on the time patterns of Ul
benefit payments, we sdect a particular set of clamant attributes and Ul benefit entitlements asthe
benchmark smulation that will serve as a comparison for dl other smulation exercises. We have
selected a basdline set of characteristics that examines the Ul benefit payment experiences of
hypothetica dlamants with the following atributes and Ul entitlements:

. White male,

. age 35-44 years old,

. worked in the manufacturing industry before filing an initid Ul daim,

. filed initid daim during the first cdendar quarter,
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. earned $500 per week in the calendar quarter with the highest earnings during the base
period,

. aWBA of $250 that is a the maximum weekly benefit amount payable,
. eligible for 26 weeks of benefitsthat is a the maximum PDB,

. entitled to the maximum benefits payable,

. no extended or supplemental programs available,

. in a State with an unemployment rete of 5 percent, with 5 percent of the nationwide
tota covered employment, and with average quarterly earnings in covered employment
of $6,500.

Each of these characterigtics will be varied (one a atime) and the smulation exercise will be repeated
to illugtrate the effects of the factor on Ul benefit payment experiences.

To better illugtrate this smulation exercise, consider the steps needed to examine how the
availability of extended benefits affects atypica clamant’s benefit receipt experiences. To determine
the effects of extended benefits one smulation exercise will characterize the benefit payment
experiences of the basdline set of characterigtics and a second smulation exercise that changes the
basdline sat of characterigtics to make the extended benefit program available to hypothetica claimants
thet have al of the other characteristics the same. Each of these two simulation exercises will involve
three steps.

Thefirg step in this Smulation exercise involves drawing a uniformly-distributed random
number and comparing this number to the predicted vaue of theinitid probability of beginning the
benefit year in a payment status using the parameter estimates reported in Chapter 6 and the base set of

characterigtics. Specificdly, if the random number isless than or equa to the predicted initid
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probability 15[0*X(0)], this smulated claimant receives a benefit payment in the first week of the benefit
year, otherwise the claimant sarts the benefit year in a non-payment status. The smulation will record
the outcome of this comparison as an indicator variable, represented by d(1), that equals one if the
smulated claimant receives a payment in the first week of the benefit year and zero otherwise?’

The second step in the smulation exercise depends upon the result of the first step. I the
smulated clamant receives a benefit payment in the first week, the second step will compare another
uniformly-distributed random number to the predicted vaue of the hazard rate Hg[ 1*Z(1)] to determine
the payment status of the claimant in the second week of the benefit year. Specificaly, if the random
number islessthan or equd to the predicted va ue of the hazard rate, the smulated claimant stops
recelving a benefit payment in the second week and this outcome is recorded by setting the indicator
vaiable d(2) equa to zero. Alternatively, if the random number is grester than the predicted hazard
rate, the clamant continues to receive a benefit payment in the second week and the indicator variable
d(2) will be set equa to one. If the clamant started the benefit year in a non-payment status, an
identical procedure is followed using the predicted vaue of the hazard rate Hy[1*Z(1)] and making the
gopropriate switch in the assgnment of the payment and non-payment status for the second week of the
benefit year.

Subsequent stepsin the Smulation process follow the same decision rules. At each step in the
process, the duration of the current spell will be updated to reflect the variation in the hazard rates that

arise because of duration dependence and the vaues of the variables included in Z(t) that are updated

27 Recall, if a State requires awaiting week, the first week of the benefit year is assigned to a non-payment status
and the initial probability 1;[0*X(0)] determines the claimants status during the second week of the benefit year.
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weekly in the smulation to accurately summarize the hypothetical clamant’s Ul experiences prior to
week t of the benefit year. Repeating these steps for each week of a clamants benefit year will result in
asequence of d’'sthat characterizes the Ul benefit experiences of the smulated clamant over the
course of the benefit year.

The smulation exercises reported here repesat the above procedure 5,000 times for each set of
characterigtics. This provides 5,000 smulated sequences of d’sfor the hypotheticd damants with the
base sat of characteristics and it provides dl the information needed to construct a comprehensive
description of the dynamic patternsin Ul benefit payments.

To examine the extent to which Ul benefit entitlements, demographic characteristics, pre-Ul
employment experiences, and the generd economic environment influence Ul benefit recaipt patterns,
we will caculate 5,000 sequences of d’sfor clamants that have characteristics defined by our base
case and 5,000 sequences of d’sfor identical clamants that have extended benefits available to them
over the entire course of their benefit year. Similar procedures will be used to investigate other
relationships among the dynamic patterns of Ul benefit payments and other important measures of the
business cycle, seasond factors, demographic characterigtics, and the provisions of State Ul laws.

The smulation results presented below are derived dmost exclusvely from the model
specification that uses the naturd log of the WBA to measures benefit levels and the smal set of work
history varidbles (i.e.,, only ATMAXBEN and ATMAXWBA). Except for smdl differencesin the
basdine smulation results, dl of the patterns that summarize the effects of the different determinants of
benefit payment experiences are very smilar to the results presented below. To illustrate the

differences between the implications of the three separate specifications presented in Chapters 6, 7 and
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8, three separate sets of smulation results are presented when we examine the influence of Ul policy

regimes on benefit payment experiences of our basdine clamant characterigtics.

9.2

Benefit Payment Experiences of Claimants with Baseline Char acteristics

Table 9-1 presents a variety of summary gatistics from the amulation describing the Ul benefit

payment experiences of clamants with the basdine set of characteristics. The measures of clamants

benefit payment experiences presented in the table conssts of

The percentage of clamants receiving a payment in the first week of the benefit year.
The length of non-receipt spells that begin in the first week of the benefit year.

The number ever receiving a Ul payment.

The length of firg receipt spells.

The number of receipt spdls.

The tota number of weeks receiving benefit payments over al spells and programs.
The total number of weeks receiving benefit payments from the regular Ul program.

The percent of clamants who ever recaive ether an extended or supplementa benefit
payment.

The total number of weeks receiving benefit payments from either an extended or
supplementa benefit program.

The percentage of daimants exhausting regular Ul entitlements.
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Table9-1

Summary Measures of Ul Payment Experiences of Baseline Characteristics

Measure of Receipt Experiences - Per centile of Smulated Distribution
5th 25th 50th 75th 95th
Percent receive payment in first week 72.30 - - - - -
Length of initia non-receipt spell 12.61 0 0 0 1 103
Percent ever receive a payment 89.58 - - - - -
Length of first receipt spell 6.78 0 1 3 10 26
Number of receipt spells 1.85 0 1 1 3 5
Number of weeks of benefits 9.92 0 3 8 16 26
Number of weeks of regular benefits 9.92 0 3 8 16 26
Percent ever receive supplemental benefits N/A - - - - -
Number of weeks of supplemental benefits N/A - - - - -
Percent exhaust regular benefits 9.18 - - - - -
Percent exhaust supplemental benefits N/A - - - - -
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. The percentage of clamants exhausting extended or supplementa benefit entitlements.
For each of these measures this table presents the mean and the percentage of hypothetica clamants
with avaue of zero. In addition, for some measures the table also presents the 51, 251, 50", 751, and
95" percentiles for the smulated distributions of claimants benefit payment experiences. These
summary satigtics are caculated over dl 5,000 hypothetica clamants.

The smulation results presented in Table 9-1 suggest that dightly less than three-fourths of
clamants with the baseline set of characteristics receive a benefit payment during the first week they are
eligible to recelve compensation for such aclam and that nearly 90 percent of clamants with these
characteristics receive a benefit payment at some time during their benefit year. Specificaly, 72.30
percent of clamants receive their first benefit payment in the second week of their benefit year because
the basdline characterigtics include a waiting week requirement for claimants and 89.58 percent receive
at least one benefit payment over the course of their benefit year. In addition, the average clamant with
basdline characterigtics has a non-receipt spell of 12.61 weeks before receiving a benefit payment.?
Although not shown in the table, the average length of the first non-receipt spell for the 17.28 percent of
clamants who have anon-receipt spell prior to recelving a payment implies thet the average clamant
experiences an initial gpell of non-receipt of 10.85 weeks. Further, among this group about one-third
receive their first payment after a 1 week non-receipt spdl (i.e., the third week of their benefit year) and

aoproximately one-hdf receive thair first payment by the fifth week of their benefit year.

2 This average includes zero weeks for claimants who receive a payment in the first week and avalue of
103 weeksfor the 10.42 percent of claimants who never receive a payment.
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The remaining rows in Table 9-1 summarize the benefit payment receipt experiences of
clamants with the basdline set of characteridtics. For example, clamants with these characteristics
experience afirg spell of Ul receipt that lasts on average 6.78 weeks, which implies an average spdll
length of 7.57 weeks among the claimants who ever receive a payment. Moreover, goproximatey 5
percent of clamants collect 26 weeks of benefits during their first spell and exhaust their entitlements.
Claimants with baseline characteristics also experience an average of 1.85 spells of benefit receipt with
at least 5 percent having 5 or more receipt spells during the benefit year. Cumulative over the entire
benefit year, an average claimant with these characteristics receives 9.92 weeks of benefits, or among
those who receive a payment, the average is 11.07 weeks of benefit receipt over theyear. Findly, the
resultsin this table show that 9.18 percent of al clamants with basdine characteristics exhaust their
regular Ul entitlements over the benefit year, which implies that 10.25 percent of claimants who ever
received a payment exhausted their benefits and collected 26 weeks of benefits.

While these findings are amilar to what one would expect for atypica Ul damarnt, itis
important to recognize that the basdline set of characteristicsis not representative of atypica Ul
clamant. For example, aggregate data and previous research suggests that alower percentage of
monetarily eigible clamants ever receive a payment (80 to 85 percent), the average clamant receives
more weeks of benefits (13-16 weeks), and a higher percentage exhaust their benefits (25-35 percent).
This difference between the basdline set of characteristics and atypicd Ul clamant is essentid to keep

in mind when interpreting the findings below. While these findings characterize the extent to which
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various factors affect Ul benefit payment experiences, these results do not provide estimates of the
impact changes in these factors would have on overal Ul benefit payments®®
9.3 Comparing Ul Receipt Experiences Across Ul Policy Regimes

Tables 9-2 and 9-3 present the smulation results that illustrate the effects of dternative Ul
policy regimes on the Ul benefit receipt experiences of clamants. The smulation results presented in
Tables 9-2A, 9-2B, and 9-2C show the implied effects of changesin the features of aregular Ul
program. Theresultsin Table 9-2A correspond to the specification with the natura logarithm of the
WBA and the small set of work history controls, the resultsin Table 9-2B correspond to the
specification with the same benefit entitlement variables but also includes the full set of work history
controls, and the results presented in Table 9-2C are derived from the modd specification with the
replacement rate measuring benefit levels and the same set of work history controls. These results
illugtrate the effects of dropping the waiting week requirement, increasing the WBA from $250 to $300
(a 20 percent increase), and increasing the PDB from 26 weeks to 31 weeks (a 19 percent increase).
Table 9-3 presents the results from ingtituting four variants of a supplemental benefits program smilar to
the EUC program. The first variant provides 13 additiona weeks of benefits to clamants that are
available to clamants over the entire 104 week horizon and includes the option that claimants can
collect a supplementa payment after the end of the regular benefit year regardiess of whether they
collected aregular Ul payment. The second option provides 26 additiona weeks of benefits instead of

the 13 weeksin

2 The empirical model and this simulation approach can readily generate forecasts of the overall effects of
changesin various factors and this feature isincorporated in the benefit projection model developed as the other
part of this project.
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Table 9-2A

Summary Measures of Ul Payment Experiences Across Regular Ul Policy Regimes
Specification with WBA and Small Set of Work History Variables

; ; Per centile of Simulated Distribution
M easur e of Receipt Experiences Case M ean
5th 25th 50th 75th 95th
Basdine 72.30 - - - - -
. - No wait 72.30 - - - - -
Percent receive payment in first week
$300 WBA 73.56 - - - - -
31 Weeks 72.64 - - - - -
Basdine 12,61 0 0 0 1 103
- . No wait 12.50 0 0 0 1 104
Length of initia non-receipt spell
$300 WBA 1121 0 0 0 1 103
31 Weeks 1247 0 0 0 1 103
Basdine 89.58 - - - - -
] No wait 89.64 - - - - -
Percent ever receive a payment
$300 WBA 90.88 - - - - -
31 Weeks 89.72 - - - - -
Basdine 6.78 0 1 3 10 26
_ _ No wait 6.34 0 1 2 9 26
Length of first receipt spell
$300 WBA 6.95 0 1 4 11 26
31 Weeks 7.00 0 1 3 10 26
Basdine 1.85 0 1 1
] No wait 1.87 0 1 2
Number of receipt spells
$300 WBA 1.88 0 1 2
31 Weeks 1.96 0 1 2
Basdine 9.92 0 3 8 16 26
_ No wait 9.58 0 2 7 16 26
Number of weeks of benefits
$300 WBA 10.17 0 3 8 16 26
31 Weeks 10.48 0 3 8 16 30
Basdine 9.18 - - - - -
Percent exhaust regular benefits Nowat 1028 1 - i ) i i
$300 WBA 9.74 - - - - -
31 Weeks 4.78 - - - - -
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Table 9-2B

Summary Measures of Ul Payment Experiences Across Regular Ul Policy Regimes
Specification with WBA and Full Set of Work History Variables

Per centile of Simulated Distribution

M f Receipt E i C M
easur e of Receipt Experiences ase ean = R
Basdine 77.88 - - - - -
) C . No Wait 77.88 - - - - -
Percent receive payment in first week $300 WBA 79,51 i i i i i
31 Weeks 78.3 - - - - -
Basdine 12.72 0 0 0 0 103
o . No Wait 12.97 0 0 0 0 14
Length of initid non-receipt spell $300 WBA 1181 0 0 0 0 103
31 Weeks 11.81 0 0 0 0 103
Basdine 88.86 - - - - -
Percent ever receive a payment No Wait 83.60 i i i i i
by $300 WBA 89,68 i ; ; - ]
31 Weeks 88.96 - - - - -
Basdine 7.19 0 1 4 11 26
) ) No Wait 6.62 0 1 2 10 26
Length of first receipt spell $300 WBA 7.32 0 1 4 11 2%
31 Weeks 7.50 0 1 4 11 28
Basdine 163 0 1 1 2 4
. No Wait 1.68 0 1 1 2 4
Number of recetpt spells $300 WBA 1.66 0 1 1 2 4
31 Weeks 1.73 0 1 1 2 4
Basdine 9.75 0 2 7 16 26
) No Wait 9.37 0 2 6 15 26
Number of weeks of benefits $300 WBA 9.97 0 5 7 16 6
31 Weeks 10.40 0 2 7 16 31
Basdine 9.98 - - - - -
) No Wait 11.46 - - - - -
Percent exhaust regular benefits $300 WBA 8.97 i i i ) )
31 Weeks 5.22 - - - - -
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Table9-2C

Summary Measures of Ul Payment Experiences Across Regular Ul Policy Regimes
Specification with Replacement Rate and Full Set of Work History Variables

Per centile of Simulated

M easur e of Receipt Experiences Case M ean
ptEXp 5th  25th 50th 75th  95th
Basdine 7491 - - - - -
. .. No Wait 74.91 - - - - -
Percent receive payment in first week RRATE 6 75.69 i i i i i
31 Weeks 75.29 - - - - -
Basdine 13.31 0 0 0 0 103
o ) No Wait 13.08 0 0 0 0 104
Length of initial non-receipt spell RRATE 6 1275 0 0 0 0 103
31 Weeks 13.05 0 0 0 0 103
Basdine 88.46 - - - - -
Percent ever receive a payment No Wat 88.80 i i i i i
pay RRATE .6 88.98 - ; ; ; ;
31 Weeks 88.70 - - - - -
Basdine 712 0 1 4 11 26
. . No Wait 6.23 0 1 2 9 26
Length of first receipt spell RRATE 6 7.18 o 1 4 11 2
31 Weeks 7.42 0 1 4 11 28
Basdine 1.93 0 1 1 3 5
) No Wait 1.98 0 0 2 3 5
Number of receipt spells RRATE .6 1.97 0 1 2 3 5
31 Weeks 2.06 0 1 2 3 5
Basdine 10.79 0 3 9 18 26
) No Wait 10.00 0 2 7 17 26
Number of weeks of benefits RRATE 6 10,94 0 3 9 18 6
31 Weeks 11.56 0 3 9 18 31
Basdine 12.28 - - - - -
. No Wait 11.86 - - - - -
Percent exhaust regular benefits RRATE 6 1248 i i i i i
31 Weeks 6.50 - - - - -
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Table9-3

Summary Measures of Ul Payment Experiences Across Supplemental Ul Policy Regimes

Per centile of Simulated Distribution

M easur e of Receipt Experiences Case Mean sth 25th 50th 75th . 95th
Basdine 72.30 - - - - -
EUC 13 73.08 - - - - -
Percent receive payment in first week EUC 26 73.63 - - - - -
EUC13@40 | 7230 - - - - -
EUC13@66 | 72.30 - - - - -
Basdline 12.61 0 0 0 1 103
EUC 13 11.92 0 0 0 1 103
Length of initial non-receipt spell EUC 26 1147 0 0 0 1 103
EUC 13 @ 40 1247 0 0 0 1 103
EUC13 @66 | 1255 0 0 0 1 103
Basdine 89.58 - - - - -
EUC 13 90.46 - - - - -
Percent ever receive a payment EUC 26 90.96 - - - - -
EUC13 @40 | 89.96 - - - - -
EUC13 @66 | 89.82 - - - - -
Basdine 6.78 0 1 3 10 26
EUC 13 7.28 0 1 3 11 27
Length of first receipt spell EUC 26 8.00 0 1 3 11 29
EUC 13 @ 40 6.80 0 1 3 10 26
EUC 13 @ 66 6.78 0 1 3 10 26
Basdine 185 0 1 1 3 5
EUC 13 211 0 1 2 3 5
Number of receipt spells EUC 26 2.26 0 1 2 3 5
EUC 13 @ 40 1.96 0 1 2 3 5
EUC 13 @ 66 1.85 0 1 1 3 5
Basdline 9.92 0 3 8 16 26
EUC 13 12.85 0 3 10 20 37
Number of weeks of benefits EUC 26 15.19 0 4 11 23 49
EUC13@40 | 11.90 0 3 9 19 32
EUC13 @66 | 10.19 0 3 8 16 26
Basdline 9.92 0 3 8 16 26
EUC 13 10.49 0 3 8 17 26
Number of weeks of regular benefits EUC 26 11.07 0 3 9 18 26
EUC13 @40 | 10.07 0 3 8 16 26
EUC 13 @ 66 9.92 0 3 8 16 26
Basdine N/A N/A N/A NA N/A N/A
. EUC 13 30.44 - - - - -
Percent ever receive supplemental
benefits EUC 26 39.42 - - - - -
EUC13 @40 | 24.86 - - - - -
EUC 13 @ 66 4.44 - - - - -
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Table 9-3 (cont.)
Summary Measures of Ul Payment Experiences Across Supplemental Ul Policy Regimes

Per centile of Simulated

M easur e of Receipt Experiences Case Mean Sth 25th 50th 75th . 95th
Basdine N/A | NJA°- N/A NA NA NA
EUC 13 2.36 0 0 0 3 13
E;r;ﬁesr Of weeks of supplementd EUC 26 412 1 0 0 0 5 26
EUC13 @40 | 1.83 0 0 0 0 13
EUC13 @66 | 0.28 0 0 0 0 0
Badine 9.18 - - - - -
EUC 13 11.58 - - - - -
Percent exhaust regular benefits EUC 26 14.38 - - - - -
EUC13@40 | 9.86 - - - - -
EUC13 @66 | 9.18 - - - - -
Basdine N/A | NJA°- N/A NA NA NA
EUC 13 8.62 - - - - -
Percent exhaust supplementa benefits EUC 26 5.68 - - - - -
EUC13 @40 | 6.08 - - - - -
EUC13 @66 | 0.78 - - - - -
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thefirg variant. Thethird and fourth aternative adso provide 13 weeks of additiona benefits, however,
these benefits do not become available until the fortieth week of the benefit year and the sixty-gixth
week of the benefit year, respectively.

The smulation results presented in Tables 9-2A through 9-2C suggest that the remova of a
waiting week requirement would have very little impact on the benefit recept experiences of damants
with the other basdline characteristics held constant. Moreover, thisfinding is robust across the three
specifications examined in these tables. Specificdly, the findings in the first three sets of rows show that
the same percentage of clamants collect benefitsin the first week they are digible, among those who
begin the benefit year in a non-recaipt status they recaive tharr first payment after essentialy the same
number of weeks, and essentialy the same percentage of clamants ever receive a benefit payment if
they are in a State without awaiting week. The resultsin the lower four sets of rows indicate that
clamants in a State without a waiting week on average spend amost one-hdf aweek lessin tharr first
spell of benefit recaipt, experience dightly more spells, receive between one-third and three-quarters of
aweek lessin benefits, and essentidly the same percentage exhaust their benefit entitlements.

The percentiles of the smulated distribution suggest that these effects result from a reduction of
short spells and the accumulation of more weeks of benefits anong those with longer spdlls. For
example, the results in these tables show that the median of the first spell and cumulative weeks
digtribution is one week less under the smulation without a waiting week requirement suggesting there is
aone-week reduction in the shorter spdlls, while the same upper quartile of the cumulative weeks
digtributions—-in conjunction with the higher exhaugtion rate--indicates that claimants accumulating more

than 16 weeks of benefits are experiencing longer spdls and exhausting benefits.
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Increasing the WBA from $250 to $300, which corresponds to an increase in the replacement
rate from 50 percent to 60 percent, has a moderate influence on the benefit receipt experiences of
clamants as shown in Tables 9-2A through 9-2C. This 20 percent increase in the WBA increased the
percentage of claimants who receive a benefit payment during the first week and over the benefit year
by one-hdf to more than 1 percentage point. This increase dso dightly reduced the length of initid
non-receipt pdls for those claimants who did not collect a payment during the first week.

In addition, increases in the WBA moderately increase benefit receipt experiences by increasing
the length of first receipt Spdlls, the number of receipt Sodls, the cumulative number of weeks of benefit
receipt, and—except for the specification used in the smulations reported in Table 9-2B—the percentage
of clamants who exhaust regular benefits. Overdl, increasesin the WBA appear to induce more
clamants to collect benefits and do so earlier in their benefit year. However, thisincrease has arather
inggnificant influence on the benefit recept experiences of those claimants who ever receive bendfits.

A smilar increase in the PDB from 26 to 31 weeks, which is close to a 20 percent increase,
has somewhat of the opposite overdl effect compared to increasesin the WBA. Specificdly, as shown
in Tables 9-2, increasing the PDB by 5 weeks has only a small influence on the receipt of benefitsand a
moderate influence on the receipt experiences among claimants who become recipients. Theresultsin
the first and third sets of rowsin Tables 9-2 show that the availability of 31 weeks of benefitsincreases
the percentage who receive a payment in the first week by about one-third of a percentage point and
the percentage who ever receive benefits by less than one-fourth of a percentage point. The findingsin
these tables adso show that these additiona weeks increase the length of first receipt spells, the number

of spellsand the total number of weeks benefits are received with the increase generdly resulting from a
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lengthening of the longest spdlls (i.e., cumulative amounts longer than 16 weeks). Findly, as one would
expect, increasing the PDB substantialy reduced the percentage of clamants who exhaust their regular
benefit entitlement.

Table 9-3 presents the smulation results for four different examples of supplemental benefit
programs based on the parameter estimates from the specification that measures benefit levels with the
natura logarithm of the WBA and the smdll set of work history variables. The resultsfor the first two
variants of supplementa benefit programs that provide additiona weeks of benefits to claimants
throughout the 104 week benefit horizon follow the same patterns as the results presented in Tables 9-2
for the smulations where clamants had 31 weeks of regular benefits. Specificdly, a higher percentage
of cdlamants collect a payment in the first week of digibility, more clamants collect at least one benefit
payment, first receipt godlls are longer, clamants have more receipt spells, more tota weeks of regular
Ul benefits paid, and a higher percentage exhaust their regular benefit entitlements.

Comparing the results in the second and third set of rows shows there is a monotonic
relationship between the changes in receipt experiences and the number of additional weeks of benefits
avallable with larger changes for the variant with 26 weeks of supplemental benefits compared to the
program offering 13 additiona weeks of benefits. Thereisaso amonotonic relationship between the
number of additiona weeks of benefits available under the supplementa program and clamants receipt
of supplementd benefits. For example, under the program with 13 additiona weeks of benefits, 30.44
percent of clamants collect at least one week of supplementa benefits, while under the program with
26 additiona weeks of benefits 39.42 percent of clamants collect at least one supplemental benefit

payment. Although not directly shown in the table, providing more weeks of supplemental benefits
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subgtantialy reduces the percentage of claimants who exhaust their supplementd benefit entitlement. In
particular, under the program that offers 13 additional weeks of supplementa benefits, 28.32 percent of
clamants who ever receive a supplementa payment exhaust their entitlement, while only 14.41 percent
of clamants who ever receive a supplementa payment exhaust the benefits available to them under the
program that offers 26 weeks of supplementa benefits. Findly, the substantialy larger percentage of
clamants ever receiving supplementa benefits rdative to the percentage exhausting regular benefits
indicates that the mgority of supplementa benefit recipients are recelving their first supplementa benefit
payment after the end of their regular benefit year.

The last two variants of supplementa programs presented in Table 9-3 illugtrate the implications
of introducing a supplementa benefits program well into a clamants benefit year and the incluson of a
reach back provison that permits claimants to collect benefits based on an initid clam beyond the usud
52 week benefit year. As expected, introducing a supplementa benefits program in the fortieth week
of aclamants benefit year has only modest effects on clamants receipt of regular benefits. As shown
inthe table, there are only dight increases in the percent that ever receive a payment, the length of the
first receipt spdl, the number of weeks of regular benefits and the percent of claimants who exhaust
regular benefits. The introduction of the supplementa program during the fortieth week adso resultsin
less utilization of supplementd benefitsaswell. For example, goproximately 5 percent fewer clamants
ever collect supplementd benefits when the additiona benefit become available in the fortieth week
compared to the scenario where these benefits are available to claimants throughout the entire 104
week smulation horizon. Further, clamants collect on average about one-haf aweek less of

supplementd benefits and fewer clamants exhaust their supplemental entitlements. This reduced use of
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supplementa benefits when combined with the reductionsin use of regular benefitsresult in
approximately 1 week less of dl benefits paid to clamants over the 104 week horizon compared to the
supplementa program with 13 weeks of benefits available to clamants over the entire period.

The introduction of a supplementa program approximately 3 months after the end of a
clamant’ sregular benefit year has no effect on the receipt of regular benefits. Asshownin Table 9-3,
the percentage of claimants who recelve a payment in the first week, the length of the first receipt spell,
the number of weeks of regular benefits, and the percentage of claimants exhausting regular benefits are
not affected by the introduction of 13 additiona weeks of supplementa benefits 66 weeks after
camantsfiled thar initid dam. The introduction of the supplementd program after the end of
clamants regular benefit year dso substantidly reduces the utilization of supplementd benefits with
subgtantid reductions in the percentage ever receiving a supplementd payment, the number of weeks of
supplementd benefits and the percentage exhaudting their supplementd benefits. Interestingly, the reach
back provison of this supplementa program does induce a very smadl number of clamants (0.24
percent) to collect a supplementa benefit payment after the end of their regular benefit year even though
they did not collect aregular Ul payment.*° Thisfinding is consistent with the infrequent occurrence of

this type of event when the EUC program was in effect.

%0 Although not presented in the table, the results presented in the third set of rows indicate that 89.82
percent of claimants ever received a payment in this variant of a supplemental program and 89.58 percent ever
received a payment in the baseline case.
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9.4  Comparing Ul Receipt Experiences Across Demographic Characteristics

The relationships between Ul benefit recel pt experiences and the various demographic and pre-
Ul work experiences variables are presented in Tables 9-4 and 9-5. Specificaly, these tables present
the results of the Smulation exercisesthat vary the sex, race, age and pre-Ul industry of employment of
clamants. Table 9-4 presents the smulation results that reved the differencesin the Ul benefit receipt
experiences of women, Black maes, Hispanic males, and ages 22-24 and 60-64 relative to the
basdine experiences. The differences in benefit recel pt experiences across claimants who were
employed in different indugtriad sectors prior to filing an initid clam areillugtrated in Table 9-5.

The results presented in Table 9-4 suggest that women who file an initid Ul daim utilize more
of their regular Ul entitlements compared to men with the same characteristics. For example, women
are more likely to receive a payment in the first week they are digible with 73.09 percent of women
doing so compared to 72.30 percent of men with the same basdline characterigtics. Moreover, a higher
percentage of women are dso more likely to ever receive a benefit payment (90.92 compared to
89.58), which indicates that women are dso dightly more likely to begin recaiving benefit payments
after the first week compared to men. Women also have longer first spdls of receipt and more weeks
of total benefits paid, with most of the difference in the middle of the distribution. Findly, consistent
with the higher utilization of benefits, women are more likely to exhaust regular benefit compared to
men.

The findingsin third and fourth sets of rows presented in Table 9-4 illustrate some interesting
differences in the dynamic patterns of Ul benefit utilization that are related to race. Specificaly, these

findings indicate that Black clamants are less likdly to use Ul benefits, but among those who do, they
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utilize more of these benefits. In contrast, Hispanic claimants are more likely to use Ul benefits and to
use them more intensaly compared to non-Black, non-Hispanic clamants. For example, while
goproximately 2 percent fewer Black claimants ever recelve a benefit payment, this group of clamants
experiences longer first spells of receipt, receive dmost 1.5 weeks more of benefits over the benefit
year and are subgtantidly more likely to exhaust their benefits. On the other hand, Hispanic clamants
are more likely to receive a benefit payment in the first week, as well as ever receive a benefit payment,
compared to non-Black, non-Hispanic clamants. Further, Hispanic clamants adso experience rdaively
longer first spells, have more spells of receipt, more weeks of benefits and are more likely to exhaust
their benefit entitlements.

The last two sets of rows in Table 9-4 aso show a monotonic relationship between age and the
utilization of Ul benefits. Specificaly, younger damants use subgtantidly less Ul benefits rdlative to
their older counterparts. Claimants between the ages of 22 and 24 areless likely to recelve a payment
inthe first week, they wait longer to recaive ther first payment, they are lesslikely to ever receive a
payment, they have shorter first spells of receipt, they have fewer receipt spdls, they collect fewer totd
weeks of benefits, and they are significantly lesslikdly to exhaust their regular benefits compare to their

older counterparts. For example, overal, 60-64
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Table9-4
Summary Measures of Ul Payment Experiences Across Demographic Characteristics

" o [2 _ . " | Percentile of Simulated Distribution
easur e of Receipt Experiences ase ean Eth e o —5th oen
Basdine 72.30 - - - - -
Femde 73.09 - - - - -
. - Black 70.09 - - - - -
Percent receive payment in first week Hispanic 7955 i i i i i
Age 22-24 68.65 - - - - -
Age 60-64 78.75 - - - - -
Basdine 12.61 0 0 0 1 103
Femde 11.21 0 0 0 1 103
_— . Black 14.47 0 0 0 1 103
Length of initial non-receipt spell Hispanic 1231 0 0 0 1 103
Age 22-24 16.52 0 0 0 2 103
Age 60-64 7.85 0 0 0 0 103
Basdline 89.58 - - - - -
Femde 90.92 - - - - -
Percent ever receive a payment Black 87.86 i i i i i
Higpanic 89.88 - - - - -
Age 22-24 85.88 - - - - -
Age 60-64 93.86 - - - - -
Basdine 6.78 0 1 3 10 26
Femde 7.26 0 1 4 11 26
. . Black 7.63 0 1 4 12 26
Length of first receipt spell Hispanic 697 | 0O 1 4 11 2%
Age 22-24 6.47 0 1 3 10 26
Age 60-64 8.15 0 1 5 13 26
Basdline 185 0 1 1 3 5
Femde 185 0 1 1 3 4
. Black 1.86 0 1 1 3 5
Number of recefpt spells Hispanic 18 | 0 1 2 3 5
Age 22-24 151 0 1 1 2 4
Age 60-64 1.94 0 1 2 3 5
Basdine 9.92 0 3 8 16 26
Femde 10.51 0 3 8 17 26
. Black 11.32 0 3 10 20 26
Number of weeks of benefits Hispanic 10.25 0 3 3 16 6
Age 22-24 8.60 0 2 6 14 26
Age 60-64 11.93 0 4 10 20 26
Basdine 9.18 - - - - -
Femde 10.76 - - - - -
. Black 13.80 - - - - -
Percent exhaust regular benefits Hisparic 9.92 i i i i i
Age 22-24 7.38 - - - - -
Age 60-64 14.48 - - - - -
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year old claimants receive more than 3 weeks of benefit payments compared to their counterparts that
are 22-24 yearsold.

The findings presented in Table 9-5 illustrate some significant differences between the dynamic
patterns of Ul benefit recaipt across clamants with different pre-Ul industries of employment. Relative
to clamants from the manufacturing sector, claimants who were employed in the congtruction industry
beforefiling an initid Ul clam have quite different benefit recaipt patterns. Moreover, while dlamants
who were employed in the retail and wholesale trades, and service industry sectors have smilar
experiences to each other, these are quite different from both claimants previoudy employed in ether
the manufacturing, construction, or other industries.

Claimants who were employed in the congtruction industry are more likely to recelve a payment
inther first week of digibility and to ever receive a payment over the benefit year. In addition, these
clamants have more spells of receipt, longer first Spells, and more tota weeks of benefits compared to
clamants employed in the manufacturing sector. These findings dso suggest that dlamants employed in
the condruction industry are more likdly to exhaust their Ul benefits compared to claimants employed in
manufacturing.

Claimants who were employed in either the retall and wholesde trade or service industries have
quite different benefit payment experiences compared to other clamants. For example, clamants who
worked in these industries are less likely to receive at least one benefit payment. Further, dthough
these clamants have longer first spdlls, they have the fewest number of receipt spells. Overdl, these

clamants collect about 12 weeks of benefits on average and
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Table9-5
Summary Measures of Ul Payment Experiences Across Pre-Ul Industry of Employment

Per centile of Simulated Distribution

M easur e of Receipt Experiences Case Mean Sth 25th 50th 75th 95th
Basdine 72.30 - - - - -
Construction 77.40 - - - - -
Percent receive payment in first week | RWT 72.65 - - - - -
Service 72.16 - - - - -
Other 73.70 - - - - -
Basdine 12.61 0 0 0 1 103
Congtruction 9.17 0 0 0 0 103
Length of initial non-receipt spell RWT 14.22 0 0 0 1 103
Service 14.67 0 0 0 1 103
Other 12.49 0 0 0 1 103
Basdine 89.58 - - - - -
Congtruction 92.68 - - - - -
Percent ever receive a payment RWT 87.90 - - - - -
Service 87.44 - - - - -
Other 89.58 - - - - -
Basdine 6.78 0 1 3 10 26
Construction 7.78 0 1 4 12 26
Length of first receipt spell RWT 8.95 0 1 5 15 26
Service 8.57 0 1 5 14 26
Other 8.73 0 1 5 14 26
Basdine 185 0 1 1 3 5
Construction 212 0 1 2 3 5
Number of receipt spells RWT 157 0 1 1 2 4
Service 1.65 0 1 1 2 4
Other 172 0 1 1 2 4
Basdine 9.92 0 3 8 16 26
Congtruction 12.09 0 4 11 20 26
Number of weeks of benefits RWT 12.00 0 3 10 22 26
Service 11.87 0 3 10 21 26
Other 12.20 0 3 11 22 26
Basdine 9.18 - - - - -
Congtruction 14.48 - - - - -
Percent exhaust regular benefits RWT 18.18 - - - - -
Service 17.10 - - - - -
Other 17.84 - - - - -
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exhaust benefits at substantialy higher rates compared to claimants who were employed in the

manufacturing sector prior to filing aninitid dam.

9.5 Comparing Ul Receipt Experiences Across Economic Environments

Tables 9-6 and 9-7 presents the results from ssimulations that vary the quarter during which an
initid dam isfiled, the unemployment rate, the level of average quarterly earningsin covered
employment, and the Size of a State’ slabor market. The results presented in Table 9-6 depict the
seasond effects regarding the timing of filing aninitid dam. Table 9-7 explores the effects of increases
in the unemployment rate, AQE, and the percentage of the nation’s covered workforce employedin a
State. Aswasthe casein previous tables, for each measure of receipt experiences the first row in these
tables present the basdine smulation results. The results presented in the second, third and fourth rows
for each measure represents the experiences of clamants with the specific variable set equa to the
dternative value.

Table 9-6 illudtrates the differences in the benefit payment experiences of clamants who file
cdamsat different times of the year. These resultsindicate that daimants thet file their initid clam in the
first quarter of the year have different benefit receipt experiences compared to clamants thet file at
other times of the year. In particular, dlamants who file thar initid claim during the first quarter are
more likely to collect a payment during the first week, but dso have the lowest level of utilization of their
benefit entittements. For example, this group of clamants have the shortest first Sodlls, the fewest
number of receipt spells, the lowest total number of weeks of benefits, and the lowest percentage who

exhaudt their benefits. The experiences of
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Table 9-6
Summary Measures of Ul Payment Experiences Across Quarter of Initial Claim

Per centile of Simulated Distribution

M easur e of Receipt Experiences Case M ean
SIS Sth  25th  50th  75th 95t
Basdine 72.30 - - - - -
_ I QTR 2 69.40 - - - - -
Percent receive payment in first week QTR 3 68.45 ) . . - -
QTR 4 70.67 - - - . -
Basdine 12.61 0 0 0 1 103
. o QTR 2 13.83 0 0 0 2 103
Length of initid non-receipt spell QTR 3 1551 0 0 0 2 103
QTR 4 11.20 0 0 0 1 103
Basdine 89.58 - - - - -
_ QTR 2 88.86 - - - - -
Percent ever receive a payment QTR 3 86.80 - - - - -
QTR 4 90.48 - - - . -
Basdine 6.78 0 1 3 10 26
. . QTR 2 7.46 0 1 4 11 26
Length of first receipt spell QTR 3 700 0 1 4 10 26
QTR 4 791 0 1 5 12 26
Basdine 1.85 0 1 1 3 5
. QTR 2 1.89 0 1 2 3 5
Number of receipt spells QTR 3 1.87 0 1 2 3 5
QTR 4 1.89 0 1 2 3 5
Basdine 9.92 0 3 8 16 26
. QTR 2 11.02 0 3 9 18 26
Number of weeks of benefits QTR 3 10.62 0 3 8 18 26
QTR 4 1114 0 4 9 18 26
Basdine 9.18 - - - - -
. QTR 2 12.70 - - - - -
Percent exhaust regular benefits QTR 3 1174 ) ) . - -
QTR 4 11.52 - - - - -
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clamants who file during the second and third quarters suggest that these cohorts are the leest likely to
ever receive a benefit payment, but among those who do receive a payment they are the most likely to
exhaugt their entitlements compared to claimants who file during the first and fourth quarters.

Table 9-7 presents the findings from the smulations thet illustrate the relationship between Ul
clamants benefit payment experiences and measures of the economic environment. As one would
expect, these results indicate that higher unemployment rates are associated with increased utilization of
Ul benefits by dlamants. This increased utilization results from more clamants ever receiving payments,
aswdl as receiving them earlier in their benefit year, and more weeks of benefit receipt. For example,
compared to the baseline characteristics, which includes a 5 percent unemployment rate, the percentage
of clamants ever receiving a payment increases by amost 2 percentage points and exhaugtions increase
by amost 5 percentage points. In addition, the increased number of weeks of benefits in combination
with the lower number of receipt spdls indicates that claimants facing higher unemployment rates
experience longer spdls of receipt, which is confirmed by the dmost 2 week increase in the length of
firs spels.

Claimants who are operating in labor markets that are characterized by higher earnings, as
measured by average quarterly earnings in covered employment, use less of their Ul entitlements
compared to their counterparts with lower earnings opportunities. For example, fewer clamants ever
receive a payment, they experience fewer spells of receipt, and they receive fewer weeks of tota
benefits. These results aso show that this group of claimants experience dightly longer first spells of
receipt. Thesefindings are consstent with what one would expect based on economic theory. For

example, higher earnings in the [abor market result in damants
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Table 9-7

Summary Measures of Ul Payment Experiences Across Economic Environments

Per centile of Simulated Distribution

M easur e of Receipt Experiences Case Mean
5th  25th  50th  75th  95th
Basdine 72.30 - - - - -
Percent receive payment in first 10% unrate 73.75 - - - - -
week AQE $7800 72.30 - - - - -
10% covered emp. 72.30 - - - - -
Basdine 12.61 0 0 0 1 103
— . 10% unrate 10.17 0 0 0 1 103
Length of initial non-receipt spell AQE $7800 17.40 0 0 0 1 103
10% covered emp. 12.61 0 0 0 1 103
Basdine 89.58 - - - - -
Percent ever receive a payment 10% unrate 9134 ) ) ) i )
AQE $7800 84.68 - - - - -
10% covered emp. | 89.58 - - - - -
Basdine 6.78 0 1 3 10 26
. . 10% unrate 8.62 0 1 5 14 26
Length of first receipt spell AQE $7800 62 | 0 1 3 11 %
10% covered emp. 512 0 1 2 7 20
Basdline 185 0 1 1 3 5
. 10% unrate 151 0 1 1 2 3
Number of recefpt spells AQE $7800 129 | 0 1 1 2 3
10% covered emp. 197 0 1 2 3 5
Basdine 9.92 0 3 8 16 26
. 10% unrate 1113 0 3 9 19 26
Number of weeks of benefits AQE $7800 851 0 1 5 14 6
10% covered emp. 7.89 0 2 6 12 24
Basdline 9.18 - - - - -
. 10% unrate 14.14 - - - - -
Percent exhaust regular benefits AQE $7800 8.52 ) ) ) i )
10% covered emp. 3.66 - - - - -
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having a higher opportunity cost of remaining unemployed and, hence, they have an incentive to work
more during the benefit year. Moreover, the longer first spells may indicate higher reservations wages
in States with higher wages.

Thefind st of amulation results presented in Table 9-7 illustrate the relationship between Ul
benefit receipt experiences and the size of the [abor market. As shown in the table, clamantsin States
with 10 percent of the nation’s covered employment receive fewer Ul benefits compared to claimants
in smaler labor markets holding al other factor constant. For example, clamantsin the large labor
market receive 2 weeks less of benefits and only 3.66 percent exhaust their regular benefits compared
to clamants with basdine characteristics. These clamants dso stop receiving benefits more quickly
once they begin ther first spell of receipt, with the average clamant recelving benefits for only 5.12
weeks during their first spell. Findly, the higher number of receipt spellsindicate that these clamants

aremore likely to move in and out of episodes of benefit receipt.
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CHAPTER 10
SYNTHESISOF EMPIRICAL FINDINGS AND CONCLUDING
REMARKS

The preceding empirical andyss presents a comprehensive picture of the dynamic patterns of
Ul benefit payments over clamants benefit years and examines the extent to which Ul palicies,
demographic and background characterigtics, seasondity, and the general economic environment
influence these benefit payment experiences. This chapter summarizes this picture, relates these

empiricd findings to other resultsin the literature, and discusses some of the policy implications of these

findings

10.1 Summary of the Findings

The empirica results presented in earlier chapters suggest that there are quite complex dynamic
patterns of Ul benefit receipt and that Ul policies, demographic characteristics, and the genera
economic environment influence these patterns through a variety of routes. The dynamic patterns of Ul
benefit receipt are characterized by decisions regarding whether to collect any Ul benefits, how long to
collect benefits once a clamant has received an initia payment, and finally whether to begin collecting
benefits again once a claimant has stopped receiving benefits for at least aweek.

The empirica results obtained in this andysis indicate that approximately 70 to 80 percent of
monetarily digible clamants collect a benefit payment in the first week of the benefit year that they are

eligible to recaive payments. In addition, another 15 to 25 percent of monetarily eigible damants will
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receive a benefit payment sometime before the end of their benefit year with the vast mgority only
waiting 1 to 3 weeks after their first week of digibility to begin receiving benefits. These findings so
suggest that Ul policies have rdatively little influence on the extent to which clamants ever receive a Ul
benefit payment. However, thereis substantia variation in the proportion of claimants who collect
benefits across demographic groups and economic environments, as well as sgnificant seasona
differences.

The second aspect of claimants Ul benefit receipt experiences that results in the complex
patterns of benefit payments involves the complicated nature of the process determining the number of
consecutive weeks claimants receive benefit payments. As described in Chapter 7, thereisan
underlying process determining the duration of episodes of benefit receipt and there are complex
interrelationships between this underlying process and Ul policy variables, demographic characterigtics,
and economic conditions. For example, our findings suggest that the underlying process resultsin some
clamants experiencing very long periods of benefit receipt while others experience only short periods.
Moreover, Ul policies, demographic background characteristics and economic measures have very
complex relationships with this underlying process such that the effects of these variables on the number
of consecutive weeks benefits are collected varies over the length of each spdll. In addition, there are
complicated interactions among duration of the spdll and the number of weeks of benefits remaining
such that there are Sgnificant exhaustion effects where clamants are much more likely to stop receiving
benefitsif they are close to exhaudting their benefit entitlements.

The smulation resultsillustrated these complex relationships between the number of consecutive

weeks of benefit receipt and Ul policies, demographic characteristics and economic conditions. These
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resultsindicate that increases in the WBA have modest effects on both the length of first spells of
benefit receipt and the total number of weeks clamants recaive benefits. Smilarly, increasesin the
number of weeks of benefits avallable to clamants, ether through increases in regular benefits or the
introduction of supplementd benefits, are shown to have modest effectsaswell. 1n addition, the
amulations highlighted the strong relationships between the length of receipt spells and demographic
characterigtics, such as age and the industry dlaimants were employed in prior to filing an initid clam.
For example, older workers and claimants who were employed in the retail and wholesde trade and
sarvice indugtries are much more likely to experience longer spdlls. Findly, there are dso strong
relationships among economic conditions and labor market characteristics and the receipt of Ul
benefits. In particular, higher levels of unemployment result in longer spells of benefit receipt and
clamantsin larger labor markets are lesslikely to collect benefits for long periods of time.

The findings presented above aso suggest that alarge number of claimants have repeated
episodes of Ul benefit receipt after one or more periods of not receiving benefits for at least one week.
The average clamant has between 1.5 and 2 distinct episodes of benefit receipt with consderable
variaion across demographic characteristics and economic conditions. Specifically, younger claimants
have fewer pdlls of recaipt rdative to their older counterparts and claimants who were employed in the
congtruction industry have, on average, about 0.5 more spells than smilar clamants who were
employed in ether the retail and wholesale trade or service sectors. Findly, clamantsin labor markets
that have higher earnings dso have subgtantidly fewer spells of Ul receipt because of the higher

opportunity costs of remaining unemployed.

152



Findly, these results are robust across the three different specifications presented earlier.
Although there are dight differencesin the genera levels of the amulation results, the patternsthat arise
from changes in Ul benefit rules, demographic characterigtics, and the generd economic environment
are very Smilar across the two specifications that use the WBA to measure the level of benefits and the
specification that uses the replacement rate as the measures of Ul benefits. These amilarities arise

despite some differencesin the parameter estimates presented in Chapters 6, 7 and 8.

10.2 Comparison with Resultsin the Literature

Rdating our findings to those in other studies requires consderation of differencesin the
definitions of key variables, in empirica gpproaches adopted, and in sample compostions. Definitions
of key variables such as unemployment duration and Ul entitlements vary consderably in the existing
body of research. Thelargest group of studies utilize program data that are smilar to the data source
used in this anays's and equate unemployment to Ul receipt. The studies using program data generaly
define Ul collection as ether the duration of the first pell of benefit receipt or the cumulative number of
weeks benefits are received over abenefit year. Other studies use survey data and define
unemployment more in accord with the CPS concept and Ul receipt as ever receiving a benefit
payment. Studies aso differ in the concepts used to characterize Ul programs. Studies using program
data generdly andyze the effects of both the weekly benefit amount and the potentid duration of
benefits-including the availability of extended or supplementa benefits-to capture the influence of Ul
policies, whereas survey-data sudies generdly consder only the weekly benefit amount as the key

characterigtic of Ul programs. The andyssin this study not only examines the weekly benefit amount,
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the potentid duration of benefits, and the availability of supplementd benefits, it dso andyzesthe
influence of other palicy variables including waiting week requirements and the reach back provisions of
supplementa programs smilar to the provisons included in the EUC program.

Concerning differences in empirica gpproaches, the interpretation of what is meant by a Ul
effect varies across studies depending on the particular econometric framework gpplied to obtain
estimates and on the sorts of variables incorporated to control for contaminating sources of variation.
Some andyses estimate effects viaa smple regresson modd in an attempt to measure movementsin
average durations, while other studies use trangtion-probability frameworks to determine the influence
of Ul entitlements on hazard rates. A necessary econometric feature needed to measure Ul-entitlement
effects rdiably isrecognition of the important interactions between Ul benefits and duration, creating a
framework thet alows Ul programs to affect unemployment in a nonuniform manner varying with
duration length.

While severd program-data studies implement estimation approaches incorporating versons of
these interactions, very few studies using survey data adopt this type of empirica modd. Further, to
ensure that variation in Ul benefits in estimation reflects differences in the generosity of Ul policies
rather than movements dong Ul schedules, an empirica procedure must in theory incorporate elaborate
controls to account for those aspects of individuals earnings histories that go into the computation of
entittements. The vast mgority of existing studies include only a subset of these controls and generdly
do not examine the sengtivity of estimates to theincluson of these variables. Findly, to obtain reliable
estimates of the dynamic patterns of Ul benefit payments, an empirica approach must account for the

endogeneity of the choice to collect a Ul benefit payment even among monetarily digible damants.
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Without admitting such possihilities, one cannot rdigbly predict the full range of effects arisng from
dterationsin Ul programs, including comprehengve effects characterizing the influence of Ul policies on
the totd monetarily digible dlamant population.

Although afew survey-data studies admit such a posshility, the vast mgority of program-data
gudies examine the benefit payment experiences of claimants who receive at least one payment. This
study recognizes this possibility and provides predictions of the extent to which various factors are
related to this more comprehensive notion of benefit payment experiences.

Turning findly to differences in sample compositions, there are obvious qudifications to
congder in reating the findings presented here to those of other studies. The results obtained above
describe the Ul benefit payment experiences of dl monetarily eigible clamants during the early 1990s,
which was mostly arecessonary period. Program-data studies generaly restrict andlyses to clamants
who recelve a least one payment and some consider only men. Survey-data sudies investigate the
experiences of awide range of populations and rarely can determine whether unemployed individuas
are digible to recaive Ul benefits, much less distinguish dlamants from non-claimants.

While these differences lead to some ambiguitiesin directly comparing the findings here to those
avaladlein the literature, it is nonetheless vauable to place these current resultsinto context. Previous
gudies focus dmost exclusvely on the effects of the WBA and the PDB on the unemployment
experiences of populations. Although many of these studies include measures of demographic
characteristics, background characteristics, and economic conditions, the implications of these variables

for unemployment experiences are generaly not discussed. Moreover, as described above, these
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studies do not examine other aspects of Ul policies. As such, the following discussion islimited to
comparisons to the effects of the WBA and the PDB on unemployment experiences.

Previous studies using both program data and survey data offer predictions of the influence of
the WBA on unemployment experiences. Results based on program data generdly suggest that arise
in the WBA induces an increase in weeks of unemployment, with a 10 percent increase in the WBA
predicted to generate anywhere from a 0.5 to a 2 week lengthening of insured unemployment. Within
the empirica framework used in this study, such aforecast most closely corresponds to the effect of
WBA on the digtribution the cumulative number of weeks of benefits. In sharp contrast to the
predictions of the previous program-data studies, the smulation findings outlined in Chapter 9 indicate
that changes in the WBA have amuch smdler effect. Specificaly, the results presented in Table 9-2A
indicate that a 20 percent increase in the WBA leads to an increase of only 0.25 weeks of cumulative
benefits received by claimants with our basdine characteristics. Of course, there are avariety of
potentid reasons for explaining this discrepancy, including the significant changes in the U.S. economy
between the late-19705/early-1980s and the period covered by the data used in this study. Our results
are more cond stent with the findings from studies based on survey data, dthough the evidence of the
effects of the WBA on unemployment in these set of sudiesisfar less conclusve. For example, Barron
and Médlow (1981), usng a supplement of the CPS, find that the WBA becomes insgnificant once one
accounts for recipiency satus. Katz and Meyer (1990b), using a survey supplement to a program-data
source, aso find that the WBA plays an inggnificant role,

Exigting evidence of the effects of the PDB are primarily based on program-data studies,

athough some of the sudies using survey data offer a source for comparing predictions of the influence
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of the PDB on unemployment experiences. The results presented in Chapter 9 are a the low end of
the findings from program-data studies and, again, very consstent with the findings from the andyss of
survey data. Results from program-data studies suggest that a 1 week increase in the PDB leadsto a
lengthening of cumulative weeks of benefits received somewhere in the 0.15 to 1 week range. The
findings from the survey-data studies suggest that a 1 week increase in the PDB lead to an increase of
unemployment by 0.1 weeks of unemployment on average. Thefinding of this andyss correspond to
this estimate, with a5 week increase resulting in an estimated increase of 0.56 weeks of cumulative
benefit receipt for the average claimant with baseline characteristics and amost afull 5 week increase
for those dlamants with the longest spdlls. Overdl, our predictions are clearly in generd agreement

with those advanced in the literature.

10.3 Policy Implications

The findings from this study suggest severa implications concerning the role of Ul policieson
the amount of insured unemployment and the extent to which policy considerations need to take into
account recent changesin the U.S. economy. At the most basic levd, the resultsindicate that changes
in the two basic features of Ul programs--the WBA and the PDB--are likely to affect insured
unemployment through severd routes, including the propensity to collect benefits, the length of benefit
receipt spdls, and the number of episodes of benefit recaipt. Specificdly, our findings suggest that
changes in the WBA will have very modest effects on the amount of insured unemployment, wheress
features that dter the number of weeks of digibility arelikely to have dightly larger effects on the

“typicd” cdlamants but will lengthen unemployment for those individuas who dreedy experience the
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longer durations. Although it is clear there are some work disincentive effects of increesng the WBA
and the PDB, these disincentives, which have been at the heart of Ul policy debates for decades,
gopear to be quite modest. Overdl, these findings indicate that policy makers should be rlatively more
concerned about the disincentive effects of extending the number of weeks of benefits payable to
clamants and somewhat |ess concerned about changesin the WBA when balancing the need for
adequate benefits with the need to limit the work disincentives of these policy variables.

At amore subtle leve, the findings from this study have important implications for policies
related to waiting requirements, extended and supplementd benefit programs, and the recognition of the
potentid effects of changesin the U.S. economy on the baance between adequate benefits and work
disncentives of Ul programs. Severd recent policy proposas have caled for the extension of the
waliting requirement beyond the usud 1 week period. These proposds have argued that extending the
waiting period will yidd substantia savingsin benefit payments that could be used to finance longer
potential durations. However, our findings indicate that the waiting week requirement has very little
effect on benefit payments and suggest that a margind extension of the waiting requirement by an
additiond week or two would not yidd subgtantid savings in benefit payments.

There are severd implication of our findings for the development of policies related to extended
and supplementa benefit programs. For example, the smulation results clearly illugtrate the differences
between a more permanent increase in the PDB and a more sudden increases in the number of weeks
of benefits through the introduction of an extended or supplementa program during the middle of a
clamant’ s benefit year. Moreover, the extensgon of clamants digibility to receive benefits under

supplementa programs beyond the usua 52 week benefit year dso have different implications than
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increasesin the PDB that are only payable during the benefit year. These findings dlearly have
implications for the design of supplementa programs and the desirability of enacting temporary
programs. In addition, the smulation results so highlighted the relative unimportance of reachback
provisonsin supplementa benefit programs. In light of the difficulties many States had in implementing
this agpect of the EUC program, the low levels of clamants utilization of these benefits suggests that
these types of provisions are not an effective means of asssting unemployed workers during
recessonary times.

The lagt policy rdevant areathat our findings provide ingghts into involve the modification of
policies to account for recent trendsin the U.S. economy. These trends include changes in the working
populations, which is aging with the baby boom generation and is comprised of an increasing
percentage of women and minorities, aswel as changesin the industrid compasition of the economy.
With regard to the aging of the working population, our findings indicate that policy makers should
anticipate higher utilization of Ul benefits as the working population ages. Smilarly, the increasing
proportions of women and minorities in the labor force dso have implications for the design of Ul
policies. For example, our findingsindicate that Black clamants are less likely to ever receive a benefit
payment and this could have important implicationsin the design of policies that will facilitate the Ul
system sarving as an income maintenance program. In particular, if the lower take-up rate of Blacksis
due to operationd issues that inhibit them from collecting the benefits they are eigible to receive,
policies may need to be developed to reach out to this population of clamants and assst them in the
process of obtaining benefits. Similar issues will confront policy makers as the industria compaosition of

the workforce changes toward a grester proportion of workersin the services sector. Policy makers
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need to take into account that workers in these industries are less likely to collect benefits, but those
who do receive Ul payments have higher levels of utilization compared to workers from the
manufacturing sector when they are devising policies that best meet the needs of today’ s workforce.
A factor ignored throughout this discussion concerns the potentia influence of Ul policieson
two other labor market decisons of individuas. Firg, the andyssin this study focuses soldy on the
experiences of clamants who filed amonetarily valid Ul clam and does not take into account the
possihility that changesin Ul policies may affect the decisons of recently nonemployed individudsto
fileaUl dam. If thistype of effect occurs, then policy changes can change the compaosition of Ul
clamants and dter the effects of this policy change on the amount of insured unemployment. Second,
the conclusions drawn in this paper ignore the possibility that characteristics of Ul regimes induce
persons to change their employment activities. If this possbility occurs, then policy shifts, such as
increases in the weekly benefit amount, can lead individuas to dter their work histories, including
entering employment when they would not otherwise. Further, this latter possibility has important
implications for Ul policies not only in terms of the financing of programs, but dso because changesin
work histories imply a different set of unemployment experiences for the population. Although
developing an empirica framework to account for the decisons of nonemployed workersto fileaclam
for Ul benefits and the potential work-experience effects of Ul policiesis not as difficult as one might
expect, it would require a different type of datathat is more akin to the data available in survey data
sets. Future research should pursue such an objective to fully uncover the effects of Ul policies on the

unemployment experiences of the population.
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