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The generosity of the Unemployment Insurance system (Ul) plays a central role for the job
search behavior of unemployed individuals. Standard search theory predicts that an in-
crease in Ul benefit generosity, either in terms of benefit duration or entitlement, has a
negative impact on the job search activities of the unemployed increasing their unemploy-
ment duration. Despite the disincentive effect of Ul on unemployment duration, Ul benefit
generosity may also increase job match quality by allowing individuals to wait for better job
offers. In this paper we use a sharp discontinuity in the maximum duration of unemploy-
ment benefits in Germany, which increases from 12 months to 18 months at the age of 45,
to identify the effect of extended benefit duration on unemployment duration and post-
unemployment outcomes. We find a spike in the re-employment
hazard for the non-treated unemployed workers with 12 months
benefit duration, which occurs around benefit exhaustion. This
leads to lower unemployment duration compared to their coun-
terparts with 18 months benefit duration. However, we also
show that unemployed who obtain jobs close and after the time
when benefits are exhausted are significantly more likely to exit 13:00 Uhr
subsequent employment and receive lower wages compared to
their counterparts with extended benefit duration.
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