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The UI system

Many countries have some form of unemployment insurance.

Goal of the program: to insure individuals against bad labor market
outcomes:

provide a replacement for lost wages during unemployment spell.
help people find jobs for which they are well matched.

Typical parameters of the system:

eligibility requirements: must have worked at least n weeks out of the
past N calendar weeks, and had high enough earnings.
replacement rate: fraction of previous wage that is paid (with caps
above and below)
duration of UI benefits: 26 weeks in the US in good times,
automatically extended during bad times (today: 99 weeks).
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What is the effect of the UI system on the duration of unemployment?

Theory predicts:

more generous benefits lead to longer durations
longer duration of benefits leads to longer durations
more generous/longer benefits lead to better job quality (higher wages,
longer duration).

Extensive empirical literature on this, but difficult to get good
variation in the key parameters:

Because benefits are capped above and below, replacement rate is
higher for low-skill workers
Duration of benefits is usually the same for everyone (unless in a
recession).

Two approaches:

Differences in differences
Regression discontinuity: exploit differences in rules for people just
above/below some threshold (age, weeks worked, etc.)
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Lalive, van Ours and Zweimüller (Review of Economic Studies,
2005)

DD study using large reforms in the Austrian UI system in 1990.

4 different treatment groups depending on age, previous work
experience, and wages:

extended duration
more generous benefits
extended duration + more generous benefits
No change.
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Results:

Both benefit generosity and the duration of benefits have a large
positive effect on the duration of unemployment.

10% increase in the replacement rate → 5% increase in duration

13 weeks increase in potential duration of benefits → 1− 3 weeks
increase in actual duration.
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Card, Chetty and Weber (QJE 2008)

Use discontinuities in severance pay and eligibility for extended UI
benefits (also using Austrian data) and study:

the effects on duration
the effects on subsequent job quality.

Key features:

workers with more than 36 months of tenure with employer are entitled
to large severance payment
workers who have worked at least 36 months in past 5 years are eligible
to extended UI benefits.

Findings:

large effects on duration
no effects on subsequent job quality.
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Eligibility for severance pay lengthens duration of unemployment.
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Extending benefit duration lengthens duration of unemployment.
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Severance pay has no effect on subsequent wages.
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Why no effect on subsequent job quality?

In the basic model of job search, everything is driven by the
reservation wage.

Job offer arrival rate is exogenous.

But perhaps there isn’t that much variation in the distribution of
potential wages.

Instead, job offer arrival rate is probably endogenous.

People can decide how much time to spend in job search activities
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Krueger and Müller (2011)

What do the unemployed do with their time?

How much time do they spend on job-search activities?

Answer: not much...
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Unemployed spend about 40 minutes/day in job search activities.
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Benefit level lowers search intensity among UI eligible (excluding expected to be

recalled), not others.
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