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How do unemployment benefits relate to job search behavior?

by R. Jason Faberman, senior economist and research advisor, and Ali Haider Ismail, senior research assistant

We examine the relationship between unemployment insurance and job search using data
from 2013 through 2019. Our research shows that the unemployed exert a high level of
effort to find work. This is especially true for those receiving unemployment insurance
benefits. Those who have exhausted their unemployment benefits search less intensely
for work, but are also willing to accept work that pays considerably less than their prior job.

Economists and policymakers have debated the relationship between unemployment insurance
(UI) benefits and job search for decades. In the U.S., workers who lose their jobs are typically
eligible for up to six months of UI benefits. The generosity of these benefits varies widely by state,
but on average, they pay individuals about 35% of their previous earnings until they are either
able to find new work or their benefit eligibility period runs out. The debate around UI benefits
centers on just how generous these benefits should be. The issue is that benefits that are more
e cnerous may reduce an individual’s incentive
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unemployment durations increase somewhat, even after controlling for things like an individual’s
demographic and labor market characteristics and the state of the overall economy.' There is also
an issue of how an individual’s search and job acceptance behavior changes the longer they are
unemployed. One concern is that individuals lose valuable skills and work experience over time.
Another is that employers perceive the long-term unemployed as less employable, leaving these
individuals with fewer and lower-quality job offers. There is also the concern that individuals
become discouraged as their unemployment spell persists, and search less intensely as a result.?

These concerns are important because they can lead to Aysteresis in the labor market—which is a
situation where unemployment becomes a near-permanent state for many individuals. At the same
time, advocates of unemployment benefits point out that they provide an important means for
individuals to pay their bills and maintain some subsistence level of consumption. Research by
Raj Chetty underscores how Ul benefits in fact provide those who need it most with cash for their
basic needs.? We are particularly interested in understanding the relationship between unemploy-
ment benefits and job search now, given the sharp increase in unemployment during the ongoing
Covid-19 crisis and the high levels of additional Ul benefits available as part of the recent federal
Coronavirus Aid, Relief, and Economic Security (CARES) Act.*
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In this article, we study the relationship between Ul benefit receipt and job search using data from
the Job Search supplement of the New York Fed’s Survey of Consumer Expectations (SCE). The New
York Fed has administered the supplement annually to about 1,200 individuals each year since 2013.
The Job Search supplement contains extensive information on the employment situation, job search
behavior, and job search outcomes for all individuals in the survey. We use a sample of the SCE Job
Search supplement that pools together all years of data between 2013 and 2019.° Consequently,
our sample period covers the recovery and expansion period between the Great Recession and
the Covid-19 crisis. We show that only a fraction of the unemployed collect UI benefits, but those
that do tend to search somewhat more intensely than other unemployed individuals. At the same
time, all unemployed individuals search more intensely than either the employed or those out of
the labor force.® In addition, search effort drops substantially once individuals exhaust their UI
benefits. Those who exhaust their benefits also tend to be willing to accept, and are often offered,
jobs that pay less than their previous positions, on average. One should be cautious with a causal
interpretation, however, because we also find evidence that those collecting Ul benefits may differ
from those who do not collect benefits along unobservable dimensions. Specifically, those who
receive Ul benefits tend to have had higher-paying jobs than those who never apply for benefits,
suggesting that they may be higher-skilled workers, on average. One should also be cautious in
interpreting the magnitudes of some of our results—the SCE Job Search sample is relatively small,
so some of our estimates are imprecise. The small sample size also limits our ability to split the data
into finer groups than we report here. Finally, while we do not have direct evidence from the SCE
Job Search supplement on what job search behavior looks like during an economic downturn,
other studies suggest that individuals are more likely to receive UI benefits and search for work
more intensely during a downturn.” Thus, during the current economic climate, one could expect a
greater share of the unemployed to receive Ul benefits and to search more intensely for work.

Who receives unemployment benefits?

We begin with an analysis of who receives UI benefits. Figure 1 reports the demographic and
labor market characteristics of all nonemployed individuals by their UI “take-up” status. That is,
we split individuals by whether they are currently receiving Ul benefits, were collecting but have
exhausted their UI benefits, or did not collect UI benefits. Those that are either collecting or
have exhausted their UI benefits are more likely to be male and college educated. Those who are
currently receiving benefits tend to be younger, while those who have exhausted benefits are
more likely to be nonwhite. There are also notable differences in labor market characteristics by
Ul receipt. Those who are either collecting or have exhausted their Ul benefits previously had
higher-paying jobs and currently have higher reservation wages, meaning that they require a higher
hourly wage in order to accept a new job. Those currently receiving benefits have also been out of
work for significantly less time than the other groups. This is expected, though, since Ul benefits
last only six months in the absence of any special policy that extends the eligibility period. Those
currently receiving benefits also have a reservation wage similar to the hourly wage of their previous
job, while those who either exhausted or did not collect benefits have a reservation wage below the
hourly wage of their previous job. This is consistent with the idea that people are willing to accept
lower-quality jobs the longer they are unemployed, either because they realize they were too optimistic
about the quality of available jobs or because they become discouraged over time.® The finding that
those who are currently collecting or have exhausted their Ul benefits earned higher wages before
becoming unemployed suggests that whether someone decides to collect UI benefits may depend
on other characteristics, such as a worker’s experience and job-specific skills.

Unemployment benefits and job search effort

Next, we examine job search effort by UI benefit take-up and labor force status. Our results are in
figure 2. We measure search effort two ways: the number of hours spent searching for work in the
past seven days and the number of job applications sent in the past four weeks. The two measures



1. Characteristics of nonemployed by incidence of unemployment insurance (Ul) receipt

Currently receiving Exhausted
Ul benefits Ul benefits All others
Demographics (%)
Male 46.4 45.4 39.8
(6.8) (5.3) (1.5)
Nonwhite 24.6 34.3 26.8
(5.9) (5.0) (1.3)
College degree 34.9 22.2 20.3
(6.5) (4.4) (1.2)
Age 18 to 39 33.9 16.4 25.2
(6.5) (3.9) (1.3)
Age 40 to 54 28.6 31.6 23.3
(6.2) (4.9) (1.3)
Age 55+ 375 52.0 51.5
(6.7) (5.3) (1.5)
Labor market characteristics
Median prior wage (2019 dollars) 19.90 18.20 14.64
(2.31) (6.01) (2.49)
Median months since last job 5.0 29.0 36.0
(0.5) (4.7) (2.2)
Median reservation wage (2019 dollars) 19.69 15.17 12.92
(1.87) (4.65) (1.47)
Observations 54 90 1,112

Nortes: Estimates are for all nonemployed individuals age 18 to 64 classified either as unemployed or out of the labor force at the time of the

survey. Standard errors are in parentheses.

Source: Authors’ calculations based on data from the 2013 to 2019 Job Search supplement to the Survey of Consumer Expectations.

2. Job search effort by labor force status and incidence of unemployment insurance receipt

Observations

Hours spent searching
in past seven days

Applications sent in
past four weeks

Employed
All 4,589
Unemployed
Currently receiving benefits 43
Exhausted benefits 32
All others 121

Out of the labor force
Receiving or exhausted benefits 69

All others 991

All nonemployed
Currently receiving benefits 54

Exhausted benefits 90

1.1
(0.1)

14.1
(1.3)
{2
2.2)
12.4
(13)

13
(0.6)

0.5
(0.1)

11.1
(1.3)

4.7
(1.0)

1.0
(0.1)

12.6
(1.6)
9.7
(2.1)
9.0
(1.1)

15
(0.7)

0.4
(0.1)

10.7
(1.4)

3.7
(0.9)

Nortes: Estimates are for all individuals age 18 to 64 classified in each labor force category. Standard errors are in parentheses.
Source: Authors’ calculations based on data from the 2013 to 2019 Job Search supplement to the Survey of Consumer Expectations.



give similar results. Regardless of Ul take-up, the unemployed look for work much more intensely
than either the employed or those out of the labor force. They spend over 12 hours per week searching
and send over nine job applications per month. In contrast, the employed spend about one hour
per week searching and send one application per month, while those out of the labor force exert
about half the search effort of the employed. Among the unemployed, those currently receiving
UI benefits search somewhat more intensely than those who have exhausted their benefits or those
who did not collect benefits. Among those out of the labor force, those who are currently receiving
or have exhausted their benefits search more than others, but the overall search intensity for both
groups is much lower than the search intensity of the unemployed. We also group all nonemployed
by whether they are currently collecting or have exhausted their UI benefits. Those currently collecting
benefits search more than twice as intensely as those who have exhausted their benefits. This is
consistent with recent research by loana Marinescu and Daphné Skandalis, who find a similar
pattern among the unemployed in France.”

Unemployment benefits and job search outcomes

Finally, we examine how job search outcomes vary with UI benefit take-up and labor force status.
We focus on how frequently individuals receive an employer contact, including a job offer, and the
average hourly wage associated with any job offer received. Figure 3 shows that the unemployed
are at least twice as likely to receive an employer contact or job offer as the employed or those
out of the labor force. Keep in mind, though, that the unemployed search about 12 times more
intensely than these other groups, so accounting for their search effort suggests that these efforts
yield a relatively low number of job offers. The employed and those out of the labor force who do
not collect UI benefits also receive significantly better job offers, in terms of the potential wage.
Among the unemployed, those who are currently collecting or have exhausted their UI benefits
receive somewhat better job offers than those who never collected benefits, in terms of the hourly
wage offered. If we group the nonemployed together and focus on those who are either collecting
or have exhausted their benefits, we find that the two groups have a similar likelihood of receiving a
job offer, but those currently collecting benefits receive somewhat better job offers, on average.
Interestingly, the average wages of job offers for each group, shown in figure 3, are comparable to
their reservation wages reported in figure 1. Relative to their wages in their previous jobs, though,
those currently collecting benefits tend to receive job offers that are comparable to their previous
job, while those who have exhausted their UI benefits tend to receive job offers that pay substantially
below their previous job. It is not clear from the evidence, however, if this is because the quality of
job offers declines the longer an individual searches for work or because those who exhaust their
benefits are inherently different from those who find work before exhausting their benefits. The
fact that individuals collecting or exhausting their benefits had similar wages in their previous
jobs tends to favor the hypothesis that job offer quality declines with unemployment duration.'

Conclusion

This article documents the relationship between the take-up of UI benefits and job search. We find
that, among the nonemployed, those collecting UI benefits are more likely to be male and more
likely to have a college degree. They are also more likely to have separated from higher-paying
jobs, suggesting that these individuals’ skills differ from those of other workers in ways that are
unobservable in the data. Nevertheless, we find that those currently receiving Ul benefits search
intensely for new work, and their effort appears to be somewhat greater than that of the unemployed
not receiving benefits. At the same time, once individuals exhaust their benefits, their search effort
drops precipitously. Finally, those collecting Ul benefits tend to receive better job offers than those
who have exhausted their benefits. This may be because the quality of job offers declines the longer
an individual is unemployed. Regardless, both groups receive poorer offers than the employed or
those currently out of the labor force.



3. Job search outcomes by labor force status and incidence of unemployment insurance receipt

Search outcomes in the past four weeks

Mean employer Percent Mean job offer
contacts received with a job offer hourly wage ($)
Employed
All 0.9 11.8 23.70
(0.1) (0.5) (1.22)
Unemployed
Currently receiving benefits 18 13.6 18.33
(0.5) (5.3) (4.75)
Exhausted benefits 3.4 28.4 17.98
(1.4) (8.1) (4.62)
All others 2.1 28.2 14.78
(0.5) (4.1) (1.80)
Out of the labor force
Receiving or exhausted benefits 1.2 10.5 15.11
(0.5) (3.7) (1.96)
All others 0.2 7.2 23.97
(0.04) (0.8) (2.24)
All nonemployed
Currently receiving benefits 2.4 11.4 18.88
(0.8) (4.4) (4.23)
Exhausted benefits 1.3 17.0 15.76
(0.5) (4.0) (2.17)

Nortes: Estimates are for all individuals age 18 to 64 classified in each labor force category. Standard errors are in parentheses.
Source: Authors’ calculations based on data from the 2013 to 2019 Job Search supplement to the Survey of Consumer Expectations.

These results challenge the notion that collecting unemployment benefits reduces job search.
Those collecting Ul benefits actually search the hardest among all the groups we studied. If anything,
search effort declines once individuals exhaust their benefits. Furthermore, individuals collecting
benefits tend to receive better job offers than those who are not collecting benefits. In contrast,
those who exhaust their benefits both receive and are willing to accept lower-paying job offers,
suggesting that UI benefit exhaustion may have detrimental effects on employment outcomes.
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Vol. 116, No. 2, April, pp. 173-234. Crossref, https://doi.org/10.1086,/588585
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mac.20160202, for evidence on job search effort over time.
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take-up going back to at least Nicholas M. Kiefer and George R. Neumann, 1979, “An empirical job-search model,
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Crossref, https://doi.org/10.1086,/260741, and Martin Feldstein and James Poterba, 1984, “Unemployment insurance
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https://doi.org/10.1016/0047-2727(84)90070-7. Recent evidence by Alan Krueger and Andreas Mueller similarly
finds that individual reservation wages fall with the duration of search, but only modestly. See Alan B. Krueger and
Andreas I. Mueller, 2016, “A contribution to the empirics of reservation wages,” American Economic Journal: Economic
Policy, Vol. 8, No. 1, February, pp. 142-179, Crossref, https://doi.org/10.1257/pol.20140211; a related study is Thomas
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"“The notion that those who exhaust their benefits, and therefore have been unemployed longer, receive poorer job offers
is also consistent with the study by Kroft, Lange, and Notowidigdo (2013).
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