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WHY I1s THERE No UNEMPLOYMENT INSURANCE EXTENSION IN THE
ADMINISTRATION'S BUDGET?

The Budget of the United States should encompass
all of the policiesthat the Administration believes
should be funded, particularly those policies that
impact the current fiscal year (2003) and the next
fiscal year (2004). The Administration budget does
not propose to extend unemployment insurance
(UI) assistance beyond the extension enacted in
early January, nor does it provide any assistance
for the one million workers who have exhausted
all of their unemployment benefits and still have
not found work.! A new program — personal
reemployment accounts — would receive $3.6
billion in funding but that would only assist about
one in six unemployed workers who exhaust
regular state Ul benefits.? Because aUl extension
is not included in the Administration’s budget, it
follows that the Administration does not believe
an extensioniscrucial.

Two logical possibilities exist for why the
Administration did not propose to extend
unemployment benefits. The first is that the
Administration expects the unemployment rate to
decline quickly and therefore an extension of Ul
benefitsisnot necessary. The second isthat while
unemployment will decline slowly, an extension
of temporary federal unemployment insurance
benefits is such a low priority that the
Administration will only consider agreeing to an
extension if Congress agreesto other parts of their
economic package.

The first possibility is not supported by the
Administration’ sown economic assumptions. The
unemployment rate, currently at 6.0 percent, isnot
expected to drop significantly in the upcoming
months. The Administration projects the
unemployment rate to average 5.7 percent in 2003
(and 5.6 percent in the fourth quarter of the year).
The unemployment rate projected by
Congressional Budget Office (CBO) for the
calendar year 2003 isdlightly higher —5.9 percent.
The fact the Administration proposed an
“Economic Growth Package” would also suggest
that the economy is experiencing difficulty.
Furthermore, even if the unemployment ratefalls,
long-term unemployment will probably fall more
slowly, causing laid-off workers great difficulty
in maintaining their homes and providing for their
families over the long-term.

The second possibility is that personal
reemployment accounts and other reasonsfrom the
Administration’s perspective make an extension
of Ul benefitsno longer necessary or alow priority
even if unemployment does not fall. Why the
Administration believes an extension should not
happen is hard to fathom since unemployment
insurance is probably the best economic stimulus
money can buy.3

Thisrecessionisfollowing very closely the pattern
of the 1990 jobless recovery. Jobs have declined
at the same rate (Chart 2). The exhaustions of
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regular state Ul benefits have increased in this
recession as much as in the last recession (Chart
1). And the exhaustion rate (the percentage of
workers who started to receive state Ul benefitsin
June and who now are exhausting state Ul benefits)
for December has reached an all-time high — over
50 percent. These data show that thisrecession is
as serious as the last recession.

Extensions of temporary federal benefits should
continue until regular state Ul exhaustions have
declined significantly (Chart 1).* In the wake of
the 1990-91 recession, regular state Ul program
exhaustions peaked in September 1992 and the
federal extension ended in April 1994, some 19
months later. Today, state Ul regular program
exhaustions are still increasing. Exhaustions in
December 2002 totaled 366,000; an increase of 24
percent, relative to December 2001. Thus, it may
be several months before exhaustions peak and then
many months after that before exhaustions return
at least part of theway back to non-recession levels.

Temporary federal Ul benefitswere enacted in mid-
March 2002, but expired at the end of the year when
the House of Representatives and the Bush
Administration objected to passing the Senate Ul
bill authored by Senators Nickles and Clinton at
the end of the 107" Congress. The 108th Congress
eventually extended the program in early January,
but it failed to include additional assistancefor one
million unemployed workers who had exhausted
all of their unemployment benefits.

Previous Ul Extensions: An Historical
Per spective

In the 1990-91 recession, the federal Ul program
lasted 30 months and was extended four times, twice
by President George Herbert Walker Bush. Initialy
al workers received a minimum of 26 weeks of
benefits and workers in high unemployment states
received 33 weeks. Two years after the recession
began, the minimum number of weeks a worker
could get was reduced from 26 weeksto 20 weeks.
And in high unemployment states, the number of
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weeks was reduced from 33 to 26 weeks. Many
more workers were in high unemployment states
compared to the current situation where only three
statesare classified as* high unemployment states.”

Today, lessthan two years after the recession began,
workers are only eligible for 13 weeks in most
states. Because the current federal Ul program is
less generous than during the previous recession,
many moreworkers have exhausted their temporary
Ul benefitsin the first ten months of the program’s
existence — 2.2 million versus 1.1 million after
adjusting for the size of the labor force (Chart 3).
Predictions of the number of workers who will
exhaust al of their Ul benefits over the next five
months continue to exceed exhaustionsin the early
1990s recession even after adjusting for the size of
thelabor force. By theend of May, some 3.1 million
workerswill have exhausted all of their temporary
federal Ul benefits before finding work compared
to 2.2 millionin thelast recession (adjusted for the
size of the labor force and comparing the programs
for an equivalent length of time).

Regular state program Ul exhaustions are
continuing to climb but are likely to plateau
sometime over the next six months and then begin
to decline. (These projections are not that difficult
giventhat we already know how many workersfirst
started to receive state Ul benefits in the last six
months). However, the federal Ul program in the
last recession lasted for 19 months while regular
state program exhaustions declined back towards
their former levels. That clearly indicates that by
historical standards, the Ul program should be
extended for many additional months.

In addition, one million workers have exhausted
al of their unemployment benefits without finding
work.> Most of thoseworkerswould have received
additional weeks of assistance if the temporary
federal program today were as generous as the
temporary program in the wake of the 1990-91
recession.®
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Altogether some $28.5 billion was spent in the last
recessionary period on temporary federal benefits.
Theequivaent of $28.5 hilliontoday after adjusting
for the size of the current labor force and inflation
would be almost $44 hillion. Through December,
some $11 billion has been spent and even with the
extension of benefits that was enacted in early
January 2003, only $17 billion will have been spent
in this recessionary period when the current
temporary federal program ends — less than one-
half of what was spent in the last recession.

Do the Unemployed Need Additional I ncentives
to Find a Job?

One possible answer to why the Administration did
not include additional Ul assistancein their budget
is that they believe that the unemployed are not
looking as hard for work as they should be. To
some extent, their personal reemployment accounts
are based on this notion —that unemployed workers
need additional incentives or bonusesto find work.
However, the economic research that is sometimes
cited to support thisview isnot applicable during a
recession. Federal Reserve Chairman Alan
Greenspan believes that during periods of job
decline the unemployed do not need additional
incentives.

Under questioning by Senator Paul Sarbanes (D-
MD) at a hearing before the Joint Economic
Committee on Nov. 13, 2002, Chairman Greenspan
said that “when you get into a period where jobs
are falling, then the arguments that people make
about creating incentives not to work are no longer
valid and hence, | have dwaysargued that in periods
like this the economic restraints on the
unemployment insurance system almost surely
ought to be eased to recognize the fact that people
are unemployed because they couldn’t get ajob not
because they don't feel like working.”
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Conclusion

The President’s proposed budget for fiscal year
2004 does not provide additional weeks of
assistance for unemployed workers who will be
exhausting regular state benefits after May 2003.
Nor doesthe Administration extend Ul benefitsfor
the one million unemployed workers who are
searching for work but have exhausted all current
benefits. Most of those workers would have
received additional weeks of assistance following
the 1990 recession. Administration estimates
indicate that the unemployment rateis not expected
to declinerapidly in the near future, indicating that
they simply view a further extension as a low
priority. While the Administration proposes large
tax cuts which permanently assist the wealthy, one
million workers are struggling to heat their homes,
feed their families, and find new jobs. Thereisno
doubt that a further extension of Ul benefits is
necessary. Long-term unemployment as measured
by the number of unemployed workers exhausting
regular state benefits will not decline to normal
levels for many months. The current Bush
Administration should follow the example of the
first Bush Administration and continue to extend
federal Ul benefits.
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Chart 1
Previous Temporary Federal Ul Benefit Programs Ended After Steep
Declines in Exhaustions

Adjusted Exhaustions of Regular State Ul Benefits (12-Month Moving Averages)
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Chart 2

Current Recession Mimics Jobless Recovery of the 1990s
(Percentage change in number of private sector jobs since peak of business cycle)
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Source: Establishment Payroll Survey, Bureau of Labor Statistics, U.S. Department of Labor
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Chart 3
Cumulative Exhaustions of Temporary Federal Ul Benefits
Enacted in 1991 and 2002

3,500,000
3.1 million
1)
3,000,000 - . ,
' 4
’!
[ 4
2,500,000 - ) P
2.2 million s 2.2 million
2,000,000 -
2002 Exhaustions®
1,500,000 -
1.1 million
1,000,000 -
1991 Adjusted Exhaustions®
500,000 -
0

1 2 3 4 5 6 7 8 9 100 11 12 13 14 15

Number of Months Since the Beginning of the Temporary Federal Program
(month 1 corresponds to November 1991 and March 2002)

Notes: ! Dotted line indicates projected exhaustions.

21992 Exhaustions are adjusted to reflect increases in the size of the labor force.
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