
Does 
Unemployment 

Insurance 
Affect the 

Composition of 
Joblessness? 

When Georgia unemployment 
insurance benefits went up . . . 

— employers were more likely 
to resort to temporary layoffs... 

— the share of men and older 
workers on temporary layoff 
tended to increase... 

— as temporary layoffs increased, 
the average duration of unem-
ployment declined. 

U.S. unemployment insurance programs are 
designed to provide temporary maintenance 
for unemployed workers and to allow them to 
refuse jobs substantially below their skill levels. 
In the current debate over how to reduce the 
nation's chronically high unemployment rate, 
many argue that liberal benefits tend to increase 
the unemployment level by lengthening the job 
search.1 Studies suggest, in fact, that increased 
unemployment insurance (Ul) benefit levels will 
increase unemployment by increasing its mean 
duration.2 

As Martin Feldstein has noted, the concen-
tration of previous research on Ul's effects on the 
duration of unemployment is both unfortunate 
and surprising, since Ul can actually increase the 
volume of unemployment while simultaneously 
reducing its mean duration.3 By providing bene-
fits that offset a high proportion of lost after-tax 
wages, the system of unemployment insurance 
could increase the frequency of very short spells 
of unemployment. The average duration of 
unemployment might then fall while the percent 
of the labor force unemployed increased. 

In this article, we review the rationale for this 
effect and then examine another, widely ignored, 
effect of unemployment benefits. W e find that 
the unemployment insurance system is changing 
the composition of unemployment from indefinite 
unemployment to temporary. Our study of Georgia, 
for example, showed that the 1981 increase in 
maximum benefits from $95 to $115 resulted in 
a 2 percent increase in the share of unemployed 
on temporary layoff. 

Examining Ul's Effects on Frequency of 
Unemployment 

In the absence of Ul, firms would be more 
reluctant to lay off workers for short spells in 
response to an unexpected reduction in demand. 
The perceived risk of losing trained workers to 
other firms would serve as a restraint The existence 
of Ul lessens this risk by significantly reducing 
workers' economic incentive to seek jobs while 
on temporary layoff. This tendency is likely to be 
greater for those on temporary layoff versus 

'Kathleen Classen, "The Effects of Unemployment Insurance on the 
Duration of Unemployment and Subsequent Earnings," Industrial and 
Labor Relations Review ( June 1977), pp. 438-444. 

*Dale T. Mortensen, " Job Search, The Duration of Unemployment and the 
Phillips Curve," American Economic Review (April 1977), pp. 847-862. 

3Martin Feldstein, "Unemployment Compensation: Adverse Incentives 
and Distributional Anomalies," National Tax Journal 27 ( June 1974), pp. 
231-234. 
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those on indefinite layoff. It is important to note 
that our focus is not on whether UI increases the 
overall length of unemployment Instead, this 
analysis deals exclusively with whether Ul shifts 
the composition of the unemployed toward 
temporary as opposed to indefinite unemployment 

Our primary objective was to determine the 
degree to which unemployment compensation 
increases the probability that a worker will be 
laid off on a temporary basis rather than indefi-
nitely. For our purposes, an unemployed person 
is considered to be on temporary layoff if he 
expects to be recalled by his previous employer.4 

To measure the consequence of unemployment 
insurance on temporary layoffs, we used two 
variables designed to represent the extent to 
which unemployment compensation replaces 
net-of-tax foregone wages. First we used marginal 
benefit replacement rates (MBRR), which repre-
sent the extent to which unemployment com-
pensation replaces foregone wages at the margin. 
Next, we replaced this measure with a weighted 
average replacement rate with weights reflecting 
the share of income represented by different 
marginal net replacement rates. Our hypothesis 
would be supported, for instance, if people with 
higher replacement rates have a greater likeli-
hood of being on temporary layoff than those 
with lower replacement rates. 

Our second objective was to examine whether 
socio-demographic factors such as age, race, sex, 
marital status and education affect the probability 
of a worker's being laid off temporarily rather 
than indefinitely. Is an older worker, for example, 
less likely to be laid off indefinitely because firms 
fear losing experienced workers to other com-
panies?5 

Replacement Rates 
Slightly over three-fifths of the 223 unemployed 

individuals we studied in Georgia were on tem-
porary layoff (that is, they expected to be recalled 

4 So measured, it is a binary dependent variable which assumes a value of 
one if he is on temporary layoff and zero otherwise. 

5The statistical examination was conducted using the linear probability 
model. However, problems usually associated with this model were not 
a particular handicap to our study. The primary difficulty with the model is 
with the unconstrained predicted values falling outside of the 0-1 pro-
bability range of the binary dependent variable. To determine the 
importance of this problem with our study, we reported the predicted 
values of the ordinary least squares equations In only 4.5 percent of the 
223 observations in our sample did predicted values lie outside the 0-1 
range. Performing the tests without these values did not significantly alter 
the results. Therefore, the linear probability model provided reliable 
estimates of the importance of unemployment compensation and other 
socio-demographic variables on temporary layoff probability. 

by their previous employer). Unemployment 
compensation replaced an average of 67 percent 
of prior net wages. Married men, however, could 
replace only 61.5 percent of net-of-tax prior 
earnings, while married women were able to 
offset nearly 71 percent of their prior after-tax 
wages. Slightly over half (53 percent) of the 
sample was male and roughly the same proportion 
was married. The typical unemployed Ul claimant 
was 34 years old and had completed 11 years of 
schooling. Finally, 58 percent of the claimants 
were white and 17 percent had completed some 
type of vocational training. 

"The 1981 increase in 
Georgia maximum benefits 

from $95 to $115 resulted in 
a 2 percent increase in the 

share of unemployed on 
temporary layoff." 

The average family income of female applicants 
was $18,930 per year in 1981 (Table 1). Married 
women's income was responsible for as much as 
45.4 percent of the typical husband-wife annual 
employment income. Taking federal, state, and 
Social Security taxes as well as personal exemp-
tions into consideration, and assuming the standard 
deduction, the marginal tax rate on the last dollar 
of the wife's wages was 33.8 percent Finally, 
taking into account that Georgia's Ul pays 50 
percent of the average weekly wages during the 
high-quarter, married women were able to replace 
as much as 70.7 percent of the after-tax wages 
they could have earned by returning to work at 
the prior wage (Chart 1). However, forty percent 
of the married women could replace from 72 to 
84 percent of what they would earn in disposable 
income by returning to work. 

When a claimant is deciding whether to work 
or not work, perhaps the average tax rate is as 
important as the marginal tax rate. For example, 
the first dollar of employment income is taxed at 
a rate lower than the last dollar. Thus we calculated 
a weighted benefit replacement rate with weights 
assigned to benefit replacement rates according 
to their respective share of the wife's annual 
earnings (Table 2). 
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Table 1 . Distribution of Married Females by Family Income, Benefit Replacement Rate, and Age 
(percent) 

Sample Proportions, Means and Medians 
Category Minimum Maximum Mean 

Benefit Replacement Rate (percent) 100.0 100.0 100.0 
54.2-60.2 4.7 4.7 4.7 
60.3 - 66.3 34.4 28.1 31.3 
66.4 - 72.4 23.4 25.0 24.2 
72.5 - 78.5 20.3 26.6 23.5 
78.6 - 84.7 17.2 15.6 16.4 

Mean Ratio 70.4 71.0 70.7 
Median Ratio 70.2 70.2 — 

Family Income (dollars) 100.0 100.0 100.0 
Under 10,000 34.4 29.7 32.1 

10,000 - 20,000 29.7 21.9 25.8 
20,000 - 30,000 23.4 26.6 25.0 
30,000 and over 12.5 21.9 17.2 

Mean Income $17,703 $20,157 $18,930 
Median Income $16,320 $18,319 — 

Age — 100.0 
2 5 - 3 4 _ — 15.6 
3 5 - 4 4 — — 35.9 
4 5 - 5 4 — — 14.1 
55 and over — — 10.9 

Mean Age — — 37.0 
Median Age ~— 33.0 

Source: Federal Reserve Bank of Atlanta 

Although this weighted benefit replacement 
rate for married women is lower than the marginal 
benefit replacement rate, it is still surprisingly 
high. The mean was 66.2 percent compared to 
70.7 percent for the marginal benefit replacement 
rate. 

Married men in the sample lived in families 
with lower combined incomes than married 
women, but had higher annual employment 
incomes than women—$12,925 vs. $8,602. 
Married men were also older than married 
women, having a median age of 36 compared 
with 33, which partly explains their higher 
income. However, higher employment income 
for married men also reduces the share of their 
net-of-tax wages that potentially can be replaced 
by unemployment compensation (Tables 3 
and 4). 

Chart 1. Marginal Tax Rate 
and Benefit Replacement Rate 
by Income for Married Female* 

60 

40 

20 

% I I Tax Rate Replacement Rate 

n 
$400 $4,600 $8,900 $13,000 $13,520 

•Combined family income totaled $19,520 in this case. Of this amount 
$6,000 was earned by the female's spouse. Figures based on household of 
four. 

Source: Federal Reserve Bank of Atlanta 
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Table 2 . Distribution of Married Females by Wife's Earnings, 
Benefit Replacement Rate, and Marginal Tax Rate 

(percent) 

Sample Proportions, Means and Medians 
Category Minimum Maximum Mean 

Benefit Replacement Rate -
Weighted Average (percent) 100.0 100.0 100.0 

53.4-59.4 23.4 20.3 21.9 
59.5 - 65.5 26.6 20.3 23.5 
65.6-71.6 29.7 28.1 28.9 
71.7-77.7 17.2 25.0 21.1 
77.8 and over a i 6.3 4.7 

Mean Ratio 65.7 66.6 66.2 
Median Ratio 65.1 66.6 — 

Marginal Tax Rates (percent) 100.0 100.0 100.0 

Under 24 25.0 21.9 23.5 
24 - 30 20.3 20.3 20.3 
31 -40 26.6 18.8 22.7 
Over 40 28.1 39.1 33.6 

Mean Rate 32.8 34.8 33.8 
Median Rate 33.3 33.3 — 

Wife's Earnings (dollars) 

Over 3,000 — — 100.0 
Over 5,000 — — 96.9 
Over 7,000 — — 73.4 
Over 9,000 — — 34.4 
Over 11,000 — — 15.6 
Over 13,000 — — 6.3 

Mean Earnings 8,602 
Median Earnings 8,320 

Source: Federal Reserve Bank of Atlanta 

Averages often mask important variations 
within a sample. For instance, 16.4 percent of 
the married women but only 7.4 percent of the 
married men were able to replace between 
78.4 and 84.7 percent of prior net earnings by 
drawing unemployment benefits. The higher 
benefit replacement rates for married women 
stem from the high initial marginal tax rates 
caused by higher employment income of hus-
bands. Since most husband-wife families com-
bine their incomes for tax purposes, the wife's 
income is taxed at rates determined by the 
higher earnings of her spouse. Furthermore, 
since women generally earn less than men, the 
first dollar of a wife's earnings is subject to 

34 

higher marginal tax rates than the first dollar of 
a husband's wage income. These higher tax 
rates tend to make nontaxable income and 
benefits more valuable to married women than 
to married men. Other things being equal, 
lower employment income and higher marginal 
tax rates produce higher benefit replacement 
rates for women. Theoretically, married females' 
labor force participation rates would tend to be 
more sensitive to reduction in marginal tax 
rates. 

Our final sub-group consisted of 113 single 
individuals about evenly divided between men 
and women. As was true of married males and 
married females, single men earned more than 
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Table 3 . Distribution of Married Males by Family Income, Benefit Replacement Rate, and Age 
(percent) 

Sample Pro portions, Means and Medians 
Category Minimum Maximum Mean 

Benefit Replacement Rate (percent) 100.0 100.0 100.0 

Under 54.2 26.1 25.0 25.6 
54.2 - 60.2 9.1 9.0 9.1 
60.3 - 66.3 26.1 20.5 23.3 
66.4 - 72.4 25.0 23.9 24.5 
72.5 - 78.5 9.1 11.4 10.3 
78.6 - 84.7 4.6 10.2 7.4 

Mean Ratio 61.1 61.9 61.5 
Median Ratio 64.9 65.2 — 

Family Income (dollars) 100.0 100.0 100.0 
Under 10,000 17.1 17.1 17.1 

10,000-15,000 34.1 26.1 30.1 
15,000 - 20,000 25.0 27.3 26.2 
20,000 - 25,000 13.6 18.2 15.9 

25,000 and over 10.2 11.4 10.8 
Mean Income $15,840 $16,618 $16,229 
Median Income $14,840 $15,600 — 

Age (years) — — 100.0 
Under 25 _ — 8.0 
2 5 - 3 4 — — 37.5 
3 5 - 4 4 — — 28.4 
4 5 - 5 4 — — 15.9 
55 and over — — 10.2 

Mean Age — — 38.0 
Median Age 36.0 

Source: Federal Reserve Bank of Atlanta 

single women—$11,424 compared to $8,222. 
Lower wages for single women are also consis-
tent with our findings that single women were 
an average 3.6 years younger than single men. 
Employment income enabled single women to 
replace 67.1 percent of potential wages com-
pared to 64.6 percent for single men, despite 
higher marginal tax rate for men. 

These results are not substantially different 
from those found by others. Feldstein noted 
that for families in which the husband earned 
the median male earnings and the wife is 
unemployed but earned 70 percent of the 
median of females, the mean benefit replace-
ment rate was 77 percent. The slight difference 

in results suggests that Georgia's Ul law is less 
liberal than those of other states, especially for 
those states which offer dependency benefits. 
However, Georgia's slightly lower benefit replace-
ment rate offers little cause for rejoicing. High 
mean replacement rates, even for those with 
low wages, suggest that the disincentive effect 
of Ul in Georgia should not be ignored. 

Factors Influencing Temporary Layoff 
Our tests showed that the marginal benefit 

replacement rate had a statistically significant 
effect on the probability of being temporarily 
laid off. The age and sex of the individual were 
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T a b l e 4 . Distribution of Married Males by Husband's Earnings, 
Benefit Replacement Rate, and Marginal Tax Rate 

(percent) 

Sample Proportions, Means, and Medians 
Category Minimum Maximum Mean 

Benefit Replacement Rate -
Weighted Average (percent) 100.0 100.0 100.0 

Under 53.4 25.0 23.9 24.5 
53.4 - 59.4 28.4 26.1 27.3 
59.5 - 65.5 25.0 23.9 24.5 
65.6-71.6 14.8 13.6 14.2 
71.7-76.9 6.8 12.5 9.7 

Mean Ratio 56.5 57.3 56.9 
Median Ratio sag 59.4 — 

Marginal Tax Rates (percent) 100.0 100.0 100.0 
Under 24 14.8 14.8 14.8 

2 4 - 3 0 39.8 35.2 37.5 
31 - 4 0 36.4 34.1 35.3 
Over 40 9.1 14.8 12.0 

Mean Rate 29.5 30.4 30.0 
Median Rate 29.1 . 29.6 — 

Husband's Earnings (dollars) 
Over 3,000 — — 100.0 
Over 7,000 _ — 88.6 
Over 11,000 _ _ 59.1 
Over 15,000 — — 27.3 
Over 19,000 — _ 14.8 
Over 23,000 — — 6.8 

Mean Earnings 12,925 
Median Earnings 11,752 

Source: Federal Reserve Bank of Atlanta 

"The higher benefit 
replacement rates for married 
women stem from the high 

initial marginal tax rates 
caused by higher employment 

income of husbands." 

also important determinants of temporary layoff. 
Education, marital status, vocational training, 
and ethnic group, however, seemed insignificant 
When we used the weighted average replace-
ment rate, the results were similar but not as 
significant as the marginal replacement rate. 

These results imply, for example, that a one 
percentage point increase in the percentage of 
previous wage income replaced by Ul raises 
the fraction of the unemployed on temporary 
layoff by a half percentage point We also 
found that each year of age adds fully one 
percentage point to this fraction and that men 
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Table 5. Factors Influencing Temporary Layoff Unemployment For Single Women and Men 

Single Women Single Men 
Régression Coefficients Régression Coefficients 

Variable Mean (1) (2) (3) (4) Mean (1) (2) (3) (4) 

Marginal Benefit Replacement Rate .67 .317 
(.772) 

Average Benefit Replacement Rate .62 .085 

-302b 
(.818) 

Ethnic Group (White=1) .38 -302b .290" 
(-157) (-157) 

Age 31.92 .004 .006 
(.007) (.007) 

Education 11.12 .008 .018 
(.036) (.035) 

Vocational Training (Yes=1) .16 -.153 -.171 
(.203) (.203) 

R2 .136 .133 
F-statistic 1.778 1.732 
Mean of Dependent 

Variable .520 .520 
Sample Size 50 50 

.467k .65 .507 699 a 

(-294) (.644) (.306) 
.463b .60 .581 .753a 

(.319) (.653) (.325) 
328 a ,328a .52 -.213 -.215 -.187 -.188 

(-148) (-148) (-143) (.142) (.140) (.140) 
.003 .003 27.70 .010a .010a .009b .009b 

(.006) (.006) (.006) (.006) (.006) (.006) 
11.26 .006 .005 

(.033) (.032) 
.18 .206 .210 

(.190) (.189) 
.126 .118 .072 .075 .044 .047 

3.374 3.151 .872 .917 1.089 1.160 

.520 .520 .600 .600 .600 .600 
50 50 50 50 50 50 

Note: Numbers in parentheses are standard errors of regression coefficients, 
a - significant at 5 percent level 
b - significant at 10 percent level 

are 10 percent more likely to be on temporary 
as opposed to indefinite layoff than women. 

For single women, a one point increase in 
their replacement rate will result in a 0.47 point 
increase in the percent of unemployed women 
on temporary layoff. For single men, on the 
other hand, a one point increase in their replace-
ment rate will result in a 0.70 point rise in this 
percentage. Unemployed nonwhite single men 
have a greater likelihood of being on temporarily 
layoff than whites. 

Age, a proxy for seniority, is the most significant 
factor among married females (Table 5). Each 
additional year adds two percentage points to 
their likelihood of temporary layoff compared 
to the indefinite alternative. For married males, 
the level of benefits was the most significant 
factor. A one point increase in the replacement 
rate increase? the likelihood of temporary layoff 
by 0.47 percentage points. Unemployed whites 
are 18 percent more likely to be on temporary 
layoff than nonwhites. 

In summary, the regression results imply a 
significant relationship between demographic 
characteristics and temporary layoff probability. 
Age is positively related to this probability in all 
cases, implying an additional year of experience 

: FEDERAL RESERVE BANK O F ATLANTA 

Chart 2. Percent of Unemployed Who Expect 
to be Recalled 

Married Women Married Men 

Single Women Single Men 

Source: Continued Wage and Benefit History (CWBH) project (Georgia 
State Department of Labor). 
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Table 6 . Factors Influencing Temporary Layoff Unemployment For Married Women and Men 

Married Women Married Men 
Regression Coefficients Regression Coefficients 

Variable Mean (1) (2) (3) (4) Mean (1) (2) (3) (4) 

Marginal Benefit Replacement Rate .70 .833 b .071 
(.562) (.249) 

Average Benefit Replacement Rate .65 

Ethnic Group (White=1) .78 -.198 -.162 
(-144) (.143) 

Age 37.13 .018a .020a 

(.004) (.004) 
Education 10.52 -.042b 

(.028) 
Vocational Training (Yes=1) .11 .040 

(.182) 
R 2 .320 .288 
F-statistic 5.754 10.304 
Mean of Dependent 

Variable .648 .648 
N 54 54 

Note: Numbers in parentheses are standard errors of regression coefficients, 
a - significant at 5 percent level 
b - significant at 10 percent level 

will increase the likelihood of temporary versus 
indefinite layoff. Unemployed men have a 
greater likelihood of assignment to temporary 
layoff than women (Chart 2). Single white 
women and married white men have a greater 
likelihood of temporary layoff than nonwhites. 
However, single nonwhite men and married 
nonwhite women have a greater probability of 
temporary layoff than do whites. Higher educa-
tional levels reduce the probability of temporary 
layoff for married women but are not significant 
for other groups. 

But more importantly, the likelihood of tem-
porary layoff is directly related to the individual's 
marginal replacement rate. Specifically, we 
found that an increase of one percentage point 
in replacement rate will increase the percentage 
of the unemployed on temporary layoff approx-
imately one-half percentage point. The 1981 
increase in Georgia's maximum benefit allot-
ment from $95 to $115, for example resulted in 
a two percent increase in the share of unem-
ployed on temporary layoff.6 Thus, we conclude 

6The maximum benefit allotment change resulted in an increase from 67.09 
to 71.33 in the mean marginal replacement rate. Since a one point increase 
in the replacement rate raises temporary layoff incidence .5 percent, a 4.24 
point increase results in a two percent increase in temporary layoffs. 

.60 .502 b .474a 

(.336) (271) 
519b .438 .005 .55 519b -503a 

(.558) (.263) (3.59) (294) 
-.163 -.145 .61 .179 .178 .186 .185 
(-146) (-143) (.124) (-122) (.124) (-122) 
.020a .020a 37.62 .007b .007 b .007 b .007 b 

(.004) (.004) (.005) (.005) (.005) (.005) 
-.023 10.42 -.001 .000 
(.026) .22 (.019) (.018) 
.030 -.039 -.040 

(.185) (-142) (-142) 
.300 .287 .067 .066 .065 .064 

5.198 10.248 1.156 2.334 1.119 2.262 

.648 .648 .652 .652 .652 .652 
54 54 69 69 69 69 

"The likelihood of temporary 
layoff is directly related to the 

individual's marginal 
replacement rate." 

that the Ul system is changing the structure of 
unemployment toward more temporary layoffs. 
In particular, those people with more seniority 
and those whose Ul benefits replace a large 
portion of previous net income are more likely 
to be on temporary than indefinite layoff. 
Although the empirical results are only mod-
erately significant, the effects are sufficiently 
important to warrant further research in this 
area. 
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DATA SOURCE A N D SYSTEM PARAMETERS 

The data used in performing the empirical tests come 
from the Georgia Department of Labor's surveys of new 
applicants for unemployment insurance under the 
Continuous Wage and Benefit History (CWBH) project. 
Response to the questionnaire is completely voluntary, 
yet the response rate is high because many participants 
believe that failure to complete the questionnaire will 
delay processing of their claim. Ten percent of all 
claimants are selected at random based upon the last 
four digits of their social security number. Since the 
sample is drawn from the population of all new Ul 
claims applicants, many responses are from individuals 
whose claims are not valid. The sample size is determined 
by the number of people who file applications. For 
example, there were approximately 46,000 unemploy-
ment insurance applications filed in the state during 
December 1981. So the 10 percent sample comprised 
4,600 questionnaires being mailed in the month of 
December. 

The purpose of the C W B H is to obtain economic and 
demographic characteristics of the applicants. Thus, 
such information regarding the applicant's age, sex, 
race, and marital status provides the basic demographic 
characteristics necessary for our study. Number of 
dependents, the worker's previous wages, his reason 
for being unemployed, whether or not he expects to be 
recalled, and income of other members of the household 
provide the basic economic information. Combining 
the economic and demographic data from C W B H with 
some basic parameters of the unemployment insurance 
system enabled us to compute benefit replacement 
rates for 265 individuals in Georgia who were presum-
ably unemployed. 

To be eligible for unemployment compensation in 
Georgia, the applicant must have earned a minimum 
amount and those earnings must have been earned in 

more than one calendar quarter during the base-
period. The purpose of these requirements is to limit 
eligibility only to those who have been genuinely 
attached to the labor force of covered workers. 

To be sure, the Georgia Ul system has no explicit 
minimum period of work or eligibility. However, the 
stipulation that base-period wages are more multiple in 
excess of unity of high-quarter wages indirectly requires 
more than one quarter of employment. To be eligible 
for minimum benefits in Georgia, the applicant must 
have earned a minimum of $413 during the base-
period defined as the first four of the last five completed 
calendar quarters preceding the date the claim is filed. 
Moreover, at least $275 of the base-period wages must 
have been earned in one of the four calendar quarters 
that constitute the base period. 

To be eligible for the maximum benefit under the 
current Georgia system, the claimant must have had 
wages of at least $2,225 in one quarter of the base-
period and aggregate base-period wages must have 
been at least $3,338 during this period. There is a one-
week waiting period before the benefit year begins.1 

The actual weekly benefit amount is computed as 4 
percent of the applicant's high-quarter wages plus one 
dollar. Unlike 13 other states, Georgia's Ul system 
offers no allowance for dependents of the claimant. 
Since there are 13 weeks in the statistical quarter, a 
weekly benefit amount of 4 percent of high-quarter 
wages is slightly more than half (52 percent) of the 
average weekly wages earned during the high-quarter. 

The applicant who qualifies for Georgia's unemploy-
ment insurance is eligible to receive those benefits up 

1. Under Georgia law, the one-week waiting requirement does not apply 
to those who have lost their job due to reasons other than refusal to 
work 
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to a maximum of 26 weeks. With a minimum weekly 
benefit of $115, the maximum amount of benefit 
comes to $2,990. In April 1981, 56 percent of those 
who receive Ul in Georgia received between $88 and 
$96 per week. Recipients are also allowed to earn up to 
$8 per week, which does not affect benefits. 

Figuring the Cost of Remaining Unemployed 

In evaluating the cost of remaining unemployed, the 
rational job seeker should compare Ul benefit levels 
with net-of-tax potential wages from accepting a specific 
job offer. The potential disincentive effect of unemploy-
ment compensation can perhaps be understood better 
by thinking of unemployment benefits as imposing a 
high tax on employment income if the individual 
returned to work. This "net tax rate" is the Ul benefits 
that the individual foregoes relative to net after-tax 
wage income gained from returning to work. So defined, 
such a tax rate measures the extent to which unemploy-
ment compensation replaces prospective after-tax 
employment income. In cases in which the insured 
unemployed lives in a family where other employment 
income exists, the marginal tax rate is determined by 
the combined family income. 

After-tax wages are more relevant for those whose 
unemployment insurance benefits are not taxable. 
However, when wages exceed $25,000 per year for 
joint filers and $20,000 per year for individuals, one-
half of Ul benefits is subject to federal income taxes at 
ordinary rates. This widely overlooked observation in 
existing Ul research tends to understate the net cost of 
remaining unemployed to higher income families and 
individuals making for measurement errors in those 
studies. After-tax Ul benefits should, therefore, be 
compared with after-tax wages to more accurately 

capture the net cost of remaining unemployed. There-
fore, the relative cost to a member of a two-income 
family of remaining unemployed, C, may be stated 
conditionally as: 

? , for W D + B < 25,000 
W p ( l - t ) P 

(1) C = P 

6 ( 1 ~'/2t> , for W D + B > 25,000 
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where W p is the individual's potential weekly wage, t is 
the marginal tax rate applied to those wages, and B is 
the weekly benefit allowance from unemployment 
insurance. 

Ideally, W p would be the individual's post-unemploy-
ment wage. However, post-unemployment wages are 
unobservable from our data source. Some authors have 
used alternative data sources where pre-unemployment 
and post-unemployment wages are directly observable. 
Others have used a measure of the discounted present 
value of wages from expected future job offers. Given 
data limitations and time constraints, we assumed that 
the individual's pre-unemployment and post-unemploy-
ment wages were equal. 

In summary, we computed marginal tax and benefit 
replacement rates for levels of earnings consistent with 
applicable ranges in computing federal income taxes. 
Since Georgia's taxable income brackets were not 
compatible with those of the federal income tax, the 
applicable marginal state tax rate is a weighted average 
of that portion of income that lies in the federal income 
tax range. Finally, weighted overall marginal tax and 
benefit replacement rates were computed on the total 
annual earnings. 

—Charlie Carter 
and Edward Waller 
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