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ABSTRACT

Unemployment insurance (UI) 1is
intended to help people who are tempo-
rarily unemployed and seeking suitable
employment. It is not intended for in-
dividuals who are unable or umwilling to
work.

Although there are vules stating
who is eligible to receive benefits they
are not always easy to apply. To dis-
tinguish applicants who meet the cri-
teria from those who don't, claimants
are screened in Ul offices to determine
whether they are truly eligible for
benefits.

This paper examines the degree to
which screening reduces unemployment and
whether the screening procedures used
are appropriately targeted on individ-
uals who have little interest in return-
ing to work. The primary focus ie on the
"work test” which is a form of screening
designed to determine 1f an otherwise
qualified individual is actively seeking
suitable work.

Two effects of work test screening
are examined by studying denial of bene-
fits: the direct effect of denying
benefits to those found not to be
searching and the indirect or "deter-
rent" effect on the claimant population
as a whole. Separate models are esti-
mated to examine each effect using an
unusually detailed microdata base for a
sample of 700 claimants in Arizona dur-
ing the period 1967-69.

The key conclusion of the study is
that the threat of a severe penalty,
i.e., the long term disqualification of
a claimant, encourages a substantially
faster return to, at least, part-time
work. This finding explains why earlier,
more aggregative, studies showed that
small increases in denial rates were
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correlated with large reductions 1n
unemployment. In addition, we concluded
that a mild penalty, i.s., 8 disqualifi-~
cation with no loss of benefit entitle-
ment, was too weak to have wusasurable
effects.

Finally, the study examined screen-
ing designed to ensure that claimants
who quit their jobs did so for “"com
pelling personal reasons” which {s one
of the eligibility criteria. The key
conclusion here was that claimsants who
could not establish “"good cause™ for
their quits were generally not seeking
work .
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INTRODUCTION

Unemployment insurance 1is intended to help people who are temporar-
ily unemployed until they are able to find suitable emg oyment. It 1is
not intended to be a general income maintenance program for individuals
who are unable or unwilling to work.

Although the rules by which eligibility for benefits are clearly
gstated, it is not always easy to distinguish between those who meet the
criteria and those who don't. All states use some kind of screening
procedure to determine whether a claimant is truly eligible for bene-
fits.

Administrative screening has received less analysis than 1t prob-
ably merits. Most Ul studies have focused on the incentives associated
with benefit levels and their effects on individual job—search decisions
or on firm-layoff behavior [1, 2, 4]. The evidence consistently shows
that more generous benefits induce more unemployment and, therefore,
higher costs to the UI system.

The few studies of screening, notably those by Holen [6] and Holen
and Horowitz [7], shows that screening reduces the duration of unem-
ployment and, therefore, ULl payments, but not to the detriment of job
search. The study reported here reaches si{imilar conclusions.

OQur study examines the degree to which unemployment insurance
administrative screening reduces unemployment and the number of UI
payments, and whether screening is, in fact, applied to individuals who
have little interest in returning to work.

UL SCREENING

Screening 1s any activity by the UL staff to check the qualifi-
cations of UI claimants. As shown in table 1, screening takes many
forms. When an individual first makes a claim, monetary eligibility {s
checked to set the benefit entitlement (if any). The individual's
reason for separation is also examined. If the claimant quit his last
job without “"compelling personal reasons,"” he can be paid UI only after
a walting period or not all.

After the initial tests are passed, screening for continued mone-
tary eligibility 1s required for each payment. If the claimant has
worked in a given week and earned more than a certain minimum, his bene-
fits will be reduced. Claimants are also checked for miscellaneous
reasons such as whether unemployment 1s due to a labor dispute or there
has been an overpayment.




TABLE 1
UL SCREENING

I. INITIAL SCREENING

A. Monetary Eligibility: has sufficient prior earnings, not
recelving vacation pay

8. Reason for Separation: has quit for compelling personal
reason, been fired, or laid off

II. SUBSEQUENT SCREENING
A. Monetary Eligibility: has no part-time work
B. Sufficlent Search Activity - the “"work test”:
1. ABLE: is neither 11l nor caring for dependents
2. AVAILABLE: 1s searching

3. REFUSAL: has not turned down suitable work

ITI. MISCELLANEOUS
A. Labor Disputes

B. P.yment Errors

Aside from those basic eligibility checks, claimants must satisfy a
work test involving three parts. First, he must be able to work--and
not be 111 or forced to stay home to care for dependents. Second, he
must be available for work. That is, the claimant must actively search
for work and not be away on vacation or attending to household chores.
Finally, he must unot have refused suitable work.

The penalties for failing the different screens vary widely.
Failure of the "able" condition of the work test often leads only to
what in the UI system is called a "definite denial” of benefits for on-2
week with no loss of potential payments. Occasionally, an "indefinite
denial” will result from a long—term inability to work for such a reason
as the need to take care of a child. 1In this case, the denial is not
for a fixed period, but continues until the individual can again satisfy
the able condition.
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Failure of the “"available” condition leads to denial of payment for
one week with no loss of potential payments.

Failure of the "refusal” condition leads to an "indefinite
denial.” 1In this case, however, the claimant must return to work and
earn from four to ten times the weekly benefit amount before reestab-
lishing eligibility. For clarity, we will call the indefinite denial a
permanent denial and the definite denial a one-week denial.

We examined all the types of screening listed in table 1. 1In this
paper, we present our results for work-test screening, which was the
primary focus of our work, and quit screening. The empirical work
examines screening in Arizona in 1967, 1968, and 1969--a period of
strong economic growth nationwide and a particularly prosperous time in
Arizona. Thus, it 1s unlikely that workers would have had difficulty
locating suitable work.

During this period in Arizona, claimants reported weekly to one of
17 local offices. To qualify for each benefit payment, a claimant had
to pass a monetary eligibility review and a work test by responding to a
serles of standard questions asked by a claims deputy. Occasionally, as
a result of the answers, the claimant's compensation was reduced or
denied on the spot, generally over a monetary issue. Typlcally, how-
ever, a claimant who gave a questionable response was referred to a
second deputy for a special interview.

A special interview for failure to search might also have been
triggered by complaints from creditors, former employers, or neigh-
bors. The special claims deputy usually would rely on the interview to
determine whether a denial was warranted, but might also obtain inde-
pendent verification of information furnished by the claimant. For
example, the deputy might call the employers where the claimant said he
had inquired for work.

Reports of these special screening activities are filed, along with
other pertinent information, for each claimant. Although the laws are
uniform across the state and there is probably little variation in the
ratio of administrative resources to claims load at any given time, the
incidence and frequency of these special work-test interviews varied
across local offices and over time. Variation may have resulted from
differences in the management of the local office, short-run increases
in local layoffs, or other sources of differences in claimant charac-
teristics. For example, in one office, most claimants might have been
temporarily laid off for a short period and thus require a little spe-
clal screening. In another office, most claimants might have quit or
have had a weak attachment to a single employer. Because of the dif-
ference in work loads, a claimant who has permanently lost his job who
goes to the first office will have a higher probability of being
screened than an otherwise identical person who goes to the second
office. It 1s this type of variation in the probability of special
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screening activity, which is independent of personal characteristics or
work history, that is the focus of this study. Thus, when we use the
term “work-test screening,” we will mean these special screening inter-
views.

MODELS OF JOB-SEARCH SCREENING

Most studies of UL have used an income maximizing job-search model
to describe the effect of UI benefits on search. In such a model, indi-
viduals recelve no value from leisure. Thus, there 1is only a minimum
role for screening activity and practically no role for the work test.

A more complex and realistic model of labor force activity must be
used to explain how screening affects search. The more realistic model
includes lefsure as a cholce facing a worker. In such a situation, UI
benefits will encourage workers to search longer for new jobs just as it
would in the simpler income maximization model; but now UI benefits will
also encourage workers to consume more leisure at the expense of both
gearch and work. The work test will have the effect of setting a mini-
mum level of job search. For some workers, it will constrain their
choice set by, at least in theory, forcing them to increase search or
lose benefits.

If all workers followed the search standards set by the Ul systen,
some workers who would fail the work test would not file while others
would bring thelr search levels up to the minimum standards. 1In prac-
tice, however, full voluntary compliance cannot be expected. Thus,
screening 1s applied.

Theory suggests both direct and indirect effects of screening.
Increased work-test screening should affect workers who are, in fact,
denied benefits, the larger the penalty, the greater the effect. Thus,
a one-week denial (with no loss of potential benefit payments) may have
little effect on a worker who 1s not searching--the loss may be only the
cost of waiting an extra week before a payment 18 received. A permanent
denial will be much more costly because the worker must usually take and
hold a job before he 1s eligible for further benefits.

Work-test screening may also have indirect effects. These effects
could be far greater than the direct effects.

First, a worker who is denied payments, even for one week, may feel
that he is a likely target of subsequent denial--much as a motorist
stopped for speeding on a certain stretch of road will often slow down
when traveling the same stretch in the future.

Second, and more important, workers who have not been denied are
likely to take into consideration the threat of future denial in deter-
mining their job-search strategy. A worker who finds that many of his
fellow claimants are being more carefully screened may well modify his
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behavior to avoid being penalized--just as many motorists will slow down
when passing a speed trap, though only a few may be ticketed.

Based largely on these theoretical considerations, we will examine
the effect of screening on three groups of claimants:

e Those denied benefits in a given week
° Those denied benefits in an earlier spell

° Those not denied at all but subject to the threat of
denial.

Further, theory suggests that effective screening will encourage
some workers, who would otherwise search less than required, to search
more. Such workers will return to work sooner and increase thelr earn-
ings. On the other hand, effective screening will cause some claimants
to stop collecting benefits, but will not cause them to search for
work. Such workers will, therefore, remain out of work and be properly
clagsified as out of the labor force. The relative importance of these
two effects 1s a key issue examined in this study. We therefore measure
the effects of screening on:

e Duration of unemployment and number of UL payments
recelved

e Outcome of the job search process--whether the claimant
returns to work.

The key findings are that:

® One—-week denial has no effect on benefit outlays; it
merely lengthens the duration of the claim.

e Permanent denial substantially reduces the benefits paid
to those denied.

o The threat of denial substantially reduces the number of
payments received by claimants. It strongly encourages
claimants to return to at least part-time work.

® Moreover, denfal of benefits appears to be targeted on
the appropriate population. This conclusion 13 supported
by these findings:

- Those denied show little evidence of job search.

- The probability of denial is greatest for claimants
whose characteristics are associated with weak labor
force attachnment.
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ESTIMATION

To reach these conclusions, two separate estimating procedures are
used. The effect of screening on those actually denied benefits is
estimated using equation l. For those who are not denied or screened, a
two-gtage procedure is used. First, the probability of being denied
benefits 1s estimated using equation 2. Then the estimated probability
is used as a determinant of the search outcome modeled by equation 1.

In equation 2 in this system, the independent variation in denial
probability must come from variation in local office characteristics.
If such variation is absent or weak, we will not be able to identify the
system and distinguish the effect of the threat of denial that presua-
ably reduces duration, from the characteristics associated with being
denied, which lead to longer duration.

Before discussing the estimation in detail, we will briefly discuss
the data set used. The data consist of a very large microdata set drawn

— N — e ——
search outcome = f£(S;, PS;, Cy, WH;, UL, ) (1)

where

Sy = screening activities to which the individual has
already been exposed, including loss of benefits and
payment delays

PSi = claimant i's probability of belng screened in future
weeks

E} = claimant 1's characteristics
WH; = claimant i's work and unemployment history

UI = unemployment insurance parameters (weekly benefit
amount, weeks of remaining eligibility)

MKT = labor market characteristics.

PS; = F(C;, WH;, MKT, S;, LOR) (2)




where

PS = probability of being involved in a screening activity
for claimant 1

Ci = claimant 1's own characteristics
ﬁﬁl = claimant 1's work and unemployment history variables
MKT = labor market characteristics

S; = screening activities to which the claimant has
already been exposed in the current spell, including
loss of benefits and payment delays

LOR = 1local office resources available for screening activ-
ities

from administrative records maintained by the UI systeam in Arizona (see
[9] for a complete description). The data includes demographic and
work-history data and detailed information about the UI claims. We
could determine, for any given week, whether the worker collected bene-
fits or was denied benefits and, if denied, the reason for denial. We
also knew when the worker stopped working and each time he reported to
the UL officer to make a claim. An important omission is precise infor-
mation about when the worker returned to work.

Although the data base contains over 100,000 separate claims, we
found that a sample of 700 different individuals, including about 1000
separate spells of unemployment was sufficient for the analysis. The
unit of observation is the claimant contact. A claimant countact occurs
each time a claimant reports to a local office and requests a payment.
On average, a spell consisted of 6.6 claimant contacts. Thus, the
sample consists of about 6600 separate observations.

Claimant contacts were used as the unit of observation for a number
of reasons. First, the timing of the denial within the spell is impor-
tant. If denial procedures are to be most effective, they should be
targeted on workers with long expected duration. One way for claims-
takers to determine which workers will have long expected duration is to
screen individuals only after five weeks of claims. The effect of
denial should be measured by comparing the subsequent actions of those
denied with the subsequent action of workers not denied but with the
same elapsed duration. Use of claimant contact simplifies this type of
comparison.

Second, variation in screening across local offices is a cross-
sectional phenomenon. Screening effects therefore are better captured
by an estimation procedure that considers screening as an action imposed




on some of the claimants who show up to collect benefits each week, not
on a given claimant sometime during his spell.

Table 2 displays some key characteristics of the claimant popula-
tion. Those claimants who return to work experience unemployment spells
of 5.69 weeks on average. Claimants who do not return to work experi-
ence spells of 9.18 weeks. The substantial difference, about 3~1/2
weeks, suggests that UL claimants are made up of two separate groups
—workers with short durations who are likely to return to work and
workers with long durations who are relatively unlikely to return to
work.

TABLE 2

SELECTED CHARACTERISTICS OF SAMPLE

Unemployment
duration Percent of
(weeks) workers
Claimants who return to the same employer 4.91 30.0
Claimants who change employers 6.02 27.6
Claimants whose job change 1is ambiguous 6.52 14.8
All claimants who return to work 5.69 72.3
Claimants who do not return to work 9.18 27.7
A1l claimants 6.66 100.0
Claimants who quit 8.05 12.8
Claimants who exhaust benefits 18.43 10.9

Screening probably has little effect on those who rapidly return
to work. On the other hand, claimants with long durations, who do not
return to work may not be searching above the minimum standards. Such
workerg are therefore the appropriate target of screening activity. As
we shall see, this is8, in fact, the group most likely to be screened.
Of course, we do not expect that all workers screened will be denied
benefits. Desplite the exceptionally strong labor market in Arizona,
some workers who have long durations and fail to return to work may have
had trouble finding suitable work.
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The Direct Effects of Screening

Table 3A shows the equation used to estimate (DUREND), the duration
of unemployment from a specific claimant contact to the end of the UL
claim. This OLS regression included four groups of variables used to
control for differences between screened workers and those not screened
and one set of variables describing the screening activities them-
selves. The precise definitions of the variables are in table 3B. Most
of the coefficients are statistically significant and have signs consis-
tent with expectations. The overall explanatory power of the regression
(R? = .17) 1s high for this type of analysis.

The key variables describing the direct effect of the work test are
in the lower left-hand corner of the table. WTDIND indicates that a
claimant was permanently denied benefits. A permanent denial reduces
duration by 4.6 weeks. The reduction in duration is not surprising,
glven that by definition the spell ends with the last claimant contact;
and few of those permanently denied are able to requalify. The magni-
tude of the effect, however, 18 evidence that those denied would other-
wise have continued to claim for a substantial period. The denial
itself generally occurs considerably after the start of the spell, and
the duration of an average claimant 1s only about 6.6 weeks.

The next variable, WIDDEF, findicates a claimant received a one~week
denial. This coefficient is not significantly different from zero; but
it indicates, 1f anything, that those denied have somewhat longer dura-
tion than apparently similar claimants not denied. WTSND indicates that
a claimant was screened but not denied, presumably because he was
gearching appropriately. That this coefficient is also not statisti-
cally significant may simply reflect the small sample of claimants in
this category. The coefficient is large and indicates that those
screened but not denied are unemployed 3.6 weeks less than otherwise
slmilar claimants.

Finally, we come to PWTD, which indicates a claimant failed the
work test in an earlier spell. Once again, the sample is small, aud the
coefficlent is not significant, but the point estimate indicates some
possible deterrent effect of screening on subsequent claims.

OLS regressions with precisely the same specification shown in
table 3A were used to examine nine other effects of screening.*

* The OLS regression used in this analysis are likely to produce
inefficlent estimates of the effect of screening when the dependent
variables are bivariate. In such cases, loglit regression would be more
appropriate. OLS was used in this initial work because it enable us to
examine alternative specifications and sample sizes at a reasonable
cost. We hope to reestimate these final equations using logit and/or
other maximum likelihood technique in the near future.
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TABLE 3A

DURATION REGRESSION
(DEPENDENT VARIABLE 'DUREND' -- WEEKS OF UNEMPLOYMENT
FROM CLAIMANT CONTACT TO END OF SPELL)

Group I, Sex, Race Age
MALE v At AGEUN
-1, 6993 WHITE 72 w1446 0.0713 8. 3974
-9.1402 1.047% -2.3982 6.9921  9.32

Group II. A. Prior Work Histor
Towne | TN ovE P enEL PE2 rE2

0.0333 0.1097 =0,0001  3.3223 =0.7333 ~=0.0002 -0, 0494

0.910 0.2875 =1.2020  4.9319 =4.8197 <2.3462 <0, 4794

Group II. B. Industry
eavT

MILIT MIN CONSTR MFo
. 2443 2. 0863 2.3%04 <0, 4933 0. 3397
4. 73% 3. 2700 2, 93%7 ~1, %788 1.188¢

Group I1I. Labor Market Strength
Ctzﬂ. mi YR

=0.056% =1.2948 -}, 3492

=-1. 8105 «4.1212 -3,907¢

Group IV. A.,B.,C. Unemployment History and Entitlement
T T80 SWRM] CAPML WBA POTDUR SPELL PUNWL r»
-0.2387 =0.0022 ~1.3488 -2, 1964 0. 0333 0. 13520

=1.0289 «0.0184 L - 1
~B.2038 -2.4917 -3,0847 =2 3143 3. 644 6.1163 =6.2410 =0, 4033 1, 87+

G:ou% IV. D. Separation Reason

15C (17744 FILE FILEUN PEN
Q.8031 .9 2734 0. 1068 1. 9347 0.0113
2.9262 -0.9712 9. 8299 6. 9716 0. 0016

Group V. A.,B.,C. Screening Actions
DSRD DSRAND oven DVCND pPID

PIsSuD
0. 2841 0. 4421 2. 4442 -0, 4015 ~0.3745 ~0. 1843
0. 3942 2. 3062 7.7029  -0.0412 ~1,4323 0. 43156

T WYDIND °  WYDDEF WTSND PWTD opD 22, ] oo POD

-4, 57314 1. 3913 -3, 3947 ~1.8109] ~0.9292 -1.0436 Q.1978  ~3.472%
, 3. 6509 1.3732 -1.1763  ~1.3%13] -0.7618 =3. 1268 2.4337 -3.384%
CONSTAXT SL/F RSQ/APSQ

3.190% 6.8017 0.1761
3.4816 28.7063 0.1699

.

P

Y

N
[




TABLE 3B

3 SET OF EXPLANATORY VARIABLES IN SEARCH
OUTCOME EQUATIONS

:Q I. Demographic Characteristics
1. MALE = 1 {f sex is male; O otherwise
2. WHITE = 1 {f race is white, O otherwise

3. N = 1 if race 1is nonwhite; O otherwise

(Omitted group is race unknown)
4. AGE = age in years

S. AGEUN = 1 if age unknown; 0 otherwise

II. Work History Variables

A. Earnings and Employment Duration

6. TENURE = number of consecutive quarters prior to unem-
ployment in the same industry (back to 1963)

7. TUN = 1 if tenure is unknown; O otherwise
; 8. BYE = basge year earnings — earnings in the first
four of five quarters preceding first claim in
the benefit year
2 9. PEINC = prior earnings incomplete = 1 if wage records

are missing for any part of base period

: 10. PNEl = pumber of quarters in year prior to spell with
zero earnings

11. PE2 = prior earnings 1n year two years prior to
spell (first four of last eight quarters)

12. PNE2 = qpumber of quarters in year two years prior to
spell with zero earnings

)

-
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TABLE 3B (Cout'd)

Primary Industry

13. GOVT = 1 if industry of primary employer in base year
was government

14, MILIT = 1 if industry of primary employer in base year
was the military

15. MIN = 1 if industry of primary employer in base year
was mining

16. CONSTR = 1 if industry of primary employer in base year
was construction

17. MFG = 1 if industry of primary employer in base year

was manufacturing

(omitted group includes agriculture and
services: wholesale/retail tarde, banking,
entertainment)

IIT. Labor Market and Timing Characteristics

18. CHEMPL = percentage change in employment over the past
year in the claimant's local labor market
(county of the local UL office)

19. YRl = 1 1f year is 1967; O otherwise

20. YR2 = 1 if year 1s 1968; O otherwise (1969 is the
omitted year)

Iv. Unemployment and Spell Specific Variables

A.

B.

Timiggﬁof Claimant Contact

2. T = week of spell
22. TSQ = week of spell squared

Prior Week Variables

23. SWKMlL = gome work in week prior to current week (t-1)




TABLE 3B (Cont'd)

file for benefits in week prior to t (the
variable would reflect either earnings above
% the cutoff level for partial payment or total
' withdrawal)

:’ 24. GAPMlI = gap in week t-1 - 1 if the claimant did not
i

a C. Variables Fixed at Start of Spell

25. WBA = weekly benefit amount

26. POTDUR

potential duration - number of weeks of full
benefits payments remaining at start of spell

27. SPELL = number of spells in benefit year preceding
( current spell
l 28. PUNW1 = prior weeks unemployed in four quarters prior
to start of spell
29. PUNS1 = prior spells of unemployment in four quarters

preceding curreant spell

D. Variables Fixed First Week of Spell

30. DISC = 1 if claimant was discharged; O otherwise
31. QUIT = 1 1f claimant quit; O otherwise

32. FILE = filing delay - number of weeks between last
“’ day worked and date of claim

:‘ 33. FILEUN 1 if filing delay 1is unknown; O otherwise

34. PEN = monetary penalty weeks of full payment lost
becaugse of initial denial

V. Screening and Denial Variables

A. Initial Screening and Denial Variable

35. DSRD = 1 if claimant was denied benefits for inade-
quate separation reason

36. DSRND = 1 if claimant was screened for a separation
reagson violation but not denied

-13-
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’ TABLE 3B (Cont'd)

37. DVCD 1 {f claimant was denied benefit because of
b receipt of vacation pay

b 38. DVCND = 1 if claimant was screened for vacation-pay
violation but not denied

B 39. PID = prior initial denial = 1 if claimant experi-
: enced an initfal denial in prior four quarters

40. PISND = prior initial screening but nondenial 1 if
claimant was screened in past four quarters
for initial 1issues, separation reason or
vacation pay, but not denied

{
‘ B. Work-Test Screening and Denial Variables
‘ 41. WIDIND = 1 if work~test denial was an indefinite period

. 42. WIDDEF = 1 if work~test denial was for a definite
{ period
43, WISND = 1 if work~test violation screening occurred

but did not lead to a denial

44, PNTD = 1 if claimant was denied benefits due to work-
test violation in prior four quarters

C. Other Denial Variables

45, ODD = 1 if an "other” demnial occurred in week t
(that is not a work-test, initial-separation
reason, or vacation-pay denial

46. ODM = 1 1if an "other” denial occurred in a prior
week of spell

TvEL T

47. ODTMM = number of weeks prior to week t and “other"
denial occurred

48. POD = 1 1f an "other" denial occurred in four quar-
ters prior to spell

ik ARV VN
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Table 4 describes all ten dependent variables. The second variable
PYEND 1s analogous to DUREND. It wmeasures the number of UI payments
received from a given claimant contact to the last payment. The next
variable (END2) measures the probability that a claimant will end his
unewployment spell in the week following a glven claimant contact. This
variable is further broken down by whether or not the claimant returns
to work in the four quarters following the start of the spell.

EXHST measures the probability that a worker will exhaust bene~
fits. PFinally, we have four varlables related to the return to work.
LRJOB measures the probability that a worker will return to work in the
four quarters following the start of the spell, independently of END2.
The next three variables are decompositions of LRJOB based on whether
the worker returns to the same employer, changes employers, or falls
into a category where the worker returns to work but where employer
change 1is ambiguous. 1In 80 percent of the cases where the worker
returans to work, we could identify whether or not a job change
occurred. Ambiguous cases generally involved the worker holding several
short—term, low-paying jobs.

TABLE 4
DEFINITIONS OF THE TEN "OUTCOME"™ VARIABLES
1. DUREND number of weeks from claimant contact to end of spell
2. PYEND number of payments from claimant contact to last pay
3. A. END2 spell ends week after claimant contact
B. ENDW2 spell ends week after claimant contact and claimant
returns to work within four calendar quarters following

start of spell

C. ENDNW2 spell ends week after claimant coantact and claimant does
not return to work

4. EXHST claimant exhausts benefits
5. A. LRJOB claimant returns to work within four quarters
B. SAME claimant returns to the same employer

C. DIFF claimant changes employers

D. AMBJOB employer change is ambiguous




Table 5 presents the regression coefficients and "t” statistics for
all four work-test variables for each of the 10 equations estimated with
the specification shown in table 3A. Here, we see that the permanent
denials lead to the receipt of 5.6 fewer payments, an even more substan-
tial effect than that on duration. Also, much as expected, claimants
permanently denied are very likely to end their spell with the denial;
but almost without exception, they do not return to work. This is
important evidence that permanent denials are targeted on nonsearch-
ers. Theory predicts that denial of benefits would cause workers who
are searching for work to return to work sooner. Workers who are not

searching would not modify thelr search behavior and simply drop out of
the labor force.

In contrast, we see that claimants with one-week denials did not
have reduced unemployment duration nor did they receive Jewer payments
than they would have otherwise. The coefficients of the DUREND and
PYEND variables suggest that the main effect of a one-week denial is to
increase duration long enough to collect the missed payments. Also, not
surprisingly, for those with one-week denials, the probability of ending
the spell in the week following screening 1s less than for apparently
similar claimants not denied.

On page 2 of table 5, we see that those with one-week denials are
significantly less likely to return to work at all. This is an {indica-
tion that the one-week denials are appropriately targeted, but that the
penalty 1is too weak to modify claimants' behavior. The close corre-
spondence between the coefficients on the return to work for those
permanently denied and those with one-week denial supports the hypo-
thesis that both groups of denled workers are not searching. One-week
denials may simply reflect insufficlient evidence for permanent denial.

The effects of work-test screening that does not lead to denial
(WTSND) and the existence of a prior denial (PWTD) are statistically
weak. For those who are screened but not denied, the insignificant (and
small) coefficient on the probability of a return to work (LRJOB) is
evidence that these individuals' job search is not substandard; and
thus, these individuals should not have been denied. The large negative
coefficient on duratfon (DUREND) is further evidence that no denial was
called for and may indicate that the screening itself provided an incen-
tive to return to work sooner.

Work-test denials (PWID) appear to encourage job search in subse-
quent spells. For example, the probability of subgsequent exhaustion is
substantially reduced, and this result 1is statistically significant.




TABLE 5

THE EFFECT OF THE WORK TEST ON JOB-SEARCH OUTCOMES:
COEFFICLENTS OF FOUR WORK-TEST SCREENING VARIABLES

Screened Work-Test

Permanent One Week for work denial in
work-test work-test test but prior
denial denial not denied spell
(WTDIND) (WTDDEF) (WISND) (PWTD)

Number of Cases (N)

30 35

5 10

Outcome Measures:

1. Number of weeks
,4 from claimant
- contact to end
l of spell
(DUREND)

' Number of payments

- from claimant

1 contact to end of
spell

(PYEND)

Probability spell
l ends within one

week of claimant
contact and claimant:

A.

Returns to work
or withdraws
(END2)

Returns to work
(ENDW2)

Withdraws
(ENDNW2)
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TABLE 5 (Cont'd)

Screened Work-Test
Permanent One Week for work denial in
work-test work-test test but prior
denial denial not denied spell
(WTDIND) (WIDDEF) (WISND) (PWTD)
Outcome Measures:
4. Probability
of exhaustion
of benefits
(EXH.ST) "016* "002 --12 -016*
(-2.16) (-.31) (-.70) (=2.14)
5. Probablility of
return to work
within one year
with:
A. Any employer
(LRJOB) -.12 -.14% .08 <06
(-1.60) (-2.04) (.45) (.80)
B. Same employer
(SAME) -.08 -.05 "'026 -.03
(-1.12) (~.79) (-1.59) (-.36)
C. Different
employer
(DIFF) -011 -010 016 004
(-1.47) (-1.55) (.90) (.58)
D. Employer
change 1is
ambiguous
(AMBJOB) .06 .01 .19 .05
(.92) (.17) (1.17) (.65)
NOTE: Asterisks (*) denote results significant at least at the

5-percent confidence level,




The Indirect Effect of Screening

Table 6 displays the first-stage equation required to estimate the
probability of permanent denial for those not denied. The specification
is almost identical to that used in estimating the direct effect. The
key difference is that the screening variables are, for the most part,
omitted while local office variables are included. A sizable number of
variables have significant coefficlents, and most coefficients are in
keeping with expectations.

The results provide further evidence that the screening is targeted
appropriately. For example, women and workers with low and/or irregular
earnings have a high probability of being denied. Such workers are also
claimants with relatively weak labor force attachment. Variables that
reflect prior screeaning have especially strong explanatory power and
indicates that characteristics that trigger screening may be apparent to
claimstakers but not observable i{in the data set. This gelps explain the
low overall explanatory power of the regression. The RS = ,023.%

An important inference we can draw from the equation is that there
is independent variation in screening probabilities across local
offices. Several of the local office variables have statistically
significant coefficients, but even those that are not statistically
significant are relatively large. The average probability of a
permanent denial is only .005. Such variation, independent of different
claimant characteristics, 1s essential in estimating the effect of an
increase in the probability of denial.**

The equation in table 6 was used to estimate the probability of a
permanent denlal for each worker in the sample. The "expected” denfal
variable was then added to the specification shown in table 3A and the
equation reestimated for each of the ten outcome variables.

* We hypothesize that the low explanatory power also reflects the
inability of claimstakers to screen all individuals who are not
searching, rather than an inability to distinguish searchers from
nonsearchers. This may reflect a lack of resources or inability to
obtain sufficient evidence to deny benefits. A lack of resources would
be a strong indication that additional claimant screening would decrease
payments to workers not searching.

**% An identical equation was estimated for the probability of one-week
denial. This equation had considerably less explanatory power and
indicated that there was no variation in the probability of one-week
denial across local offices. The equation, therefore, could not be used
to estimate the deterrent effect of one-week denials. The lack of
direct effect suggests that, even if there were variation across local
offices, the one~week denial is too weak a deterrent to cause an
indirect effect.
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TABLE 6B

' VARIABLES INCLUDED IN EQUATION (2) BUT
3 EXCLUDED FROM DIRECT EFFECT EQUATIONS

Local Ul Office Dummies

Lol = 1 1f the local office is in Window Rock
2 L02 = 1 if the local office is in Winslow
? \ Lo3 = 1 if the local office is in Flagstaff
LO4 = 1 i1f the local office is in Prescott
L05 = 1 if the local office is in Kingman
i{ LO6 = 1 if the local office is in Safford
:l Lo7 = 1 1f the local office is in Globe
| Lo8 = 1 if the local office is in Phoenix-industrial
i ; LO9 = 1 1f the local office is in Phoenix-commercial

LO10 = 1 1f the local office is in Mesa
LO11 = 1 1f the local office is in Glendale
LO12 = 1 1f the local office is in Case Grande
Fi Lo13 = 1 if the local office is in Douglas
f‘ LOl4 = 1 if the local office 1s in Sierra Vista
LO15 = 1 if the local office is in Tucson
LO16 = 1 if the local office is in Nogales

LO17 = 1 if the local office is in Yuma

LO18 = 1 1if the local office is out of state
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TABLE 6B (Cont'd)

RR = Replacement Ratio (WBA/13 x high quarter earnings)

DENM1 1 1f decision is made in the last week to deny benefits in

the week before

WTDM = 1 i{f claimant was disqualified previously in the spell for a
job-search reason

WITDTMM number of weeks since the in-spell Jjob search

disqualification occurred

The Effect of the Threat of Denial on Duration

Table 7 displays the estimated coefficients on the probability of
deanial variable. These coefficients reflect the effect of certain
denial--a denial with probability of 1.0. If denials were random, the
probability of a denial for a given claimant contact would be only
.005. Denials are not random, however. A realistic high value of
denial is .l. To measure the effect of such a denial threat, we mst
multiply the coefficients in table 7 by .l. Thus, claimants whosethreat
of denlal is equal to .1 will receive about two less payments than they
would have received otherwise.*

The Effect of the Threat of Denial on the Return to Work

The coefficients on the second page of table 7 show that the threat
of denial substantially affects the probability that claimants will
return to work. Claimants most affected by the threat are those who

modify their behavior to ensure they will continue to collect bene-

fits. That most claimants return to jobs in the ambiguous category is
evidence that the workers most strongly affected by screening tend to
hold low-paying, high-turnover jobs and are, therefore, likely to be
close to the margin between leisure and work. Such workers may not
return to full-time permanent work, but substitute some work for what
would otherwise be unemployment.

* We were unable to measure the net indirect effect of screening, but we
suspect the net effect is large because most claimants are influenced by
the threat. Estimation of the net effect entails simply summing the
effect on each claimant. But that calculation requires the data to be
organized into individual observations not into cross-product matrices,
as was the case in this study. We hope to make this calculation when
reestimating the entire system of equations using maximum lilkelihood
techniques.




TABLE 7
THE EFFECT OF THE PROBABILITY OF PERMANENT WORK-TEST DENIAL
ON JOB-SEARCH OUTCOMES
Probability of permanent denfal
(WIDHT7)
Outcome Measures:
l. Number of weeks from claimant
contact to end of spell
(DUREND) -13.012
2. Number of payments from claimant
contact to end of spell
(PYEND) ~19.56%D
(-2.19)
&
i 3. Probability spell ends within one week
of claimant contact aand claimant:
A. Returns to work or withdraws
(END2) .18
(.28)
B. Returns to work
(ENDW2) -.18
(_037)
C. Withdraws
(ENDNW2) +36
(.79)
ly! 4, Probability of exhaustion of benefits
' (EXHSTD) .91
(1.53)
5. Probability of return to work
within one year with:
A. Any employer WTDHT?7
(LRJOB)




TABLE 7 (Cont‘d)

Probability of permanent denial

B. Same employer

(SAME) .72
(1.28)
C. Different employer
(DIFF) -2.51*
(-4.28)
D. Employer change 1s ambiguous
(AMBJOB) 3.72%
(6.89)

8Coefficients predict the effect of a certain denial (probability equal
to 1.0). A realistic high probability 1is about O0.l.

Asterisks (*) denote results significant at least at the 5-percent
confidence level.

QUIT SCREENING

Although the work test was the major focus of our study and was
studied in greatest detail, we also examined some aspects of quit
screening.* Quit screening, like work~test screening, 1is designed to
ensure that claimants receiving benefits are not voluntarily out of
work. Because quitters have discretion over when they leave a given
employer, they generally should be able to avoid unemployment. Available
evidence shows that this is the case. A work-search-leisure model
suggests that quitters who file for unemployment insurance are likely to
have quit in order to leave the labor force. They file for UI because
the cost of filing 1s low and the potential gains are high. Of course,
there may be a substantial number of quitters whose employers consider
their separation to be voluntary while they, themselves, feel that they
were forced to leave because of "compelling personal reasons." For
example, a worker may be forced to quit because of health problems or
working hours are changed, making them incompatible with family respons-
ibilities. The unemployment insurance system permits quitters who can
establish compelling personal reasons to collect benefits without penal-
ty. The key empirical issue i3 to determine how successful quit
gcreening 1s in separating out cases where quitters leave their jobs

R

# In contrast to the work-test analysis, we did not examine the factors
that determine the probability of heing screened for quitting. We,
therefore, could not determine 1if this type of screening showed any
independent variation across local offices or measure the deterrent
effects of quit screening.
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intending to find new work from cases where quitting is motivated by a
degsire to consume lelsure,

Our results show that quit screening is right on target. Claimants
who quit and can not establish compelling personal reasons are much less
likely to return to work than claimants who are designated as quitting
for good cause. Claimants who establish compelling personal reasons are
less likely to return to work than otherwise similar claimants. The
difference, however, is small and could be a result of the constraints
on employment, such as 111 health, that necessitated the quit ia the
first place.

Before describing the results in detail, we will briefly explain
how quit screening is carried out. At the start of each unemployment
claim, the worker and his employer are asked to report the reason for
separation. The worker 1s queried in a personal interview, and the
employer reports by mail. If elther party reports the separation as a
quit, the claimant is screened, generally in a separate interview, to
determine if the quit was for a "compelling personal reason." If the
claimant can not establish that the quit was for a good cause the claim-
ant §{s denied benefits. TIn Arizona, the denial used to be for a fixed
period, generally six weeks, with a loss of entitlement equal to six
times the WBA., The law was changed in 1968 (about halfway through the
period covered by our data) to make the denial permanent.

Quit screening results are displayed in table 8, The figures in
table 8 are derived from the same equations used to describe the effects
of work-test screening shown In table 5. Results are deleted from the
table where quit-screening coefficlents show no statistically signif-
icant effect for a given dependent variable.

The key results are found on line 3A. In column 1, we see that the
probability of returning to work within a year was .39 less for a claim-
ant who was denied for having quit than for an otherwise similar claim-
ant. In column 2, we see that quitters who are not denied, and there-
fore must have established good cause for their quits, are only .05 less
likely to return to work. Although both results are statistically dif-
ferent from zero, the much lower probability for those quitting without
good cause 13 strong evidence that the UI staff has successfully
separated quitters into two groups-~-—-those who are searching for work and
those not searchiag.

Further support for the accuracy of quit screening determinations
18 found when the return to work is decomposed into three separate
categories on lines 3B through 3D. In particular, we see that the
greatest difference between the two groups of quitters is in the prob-
ability of returning to work with a different employer. As mentioned
earlier. The "different employer" category 1is indicative of steady
employment, Thus, although quitters naturally are unlikely to fall into
the "return-to-the-same-employer" category, those who quit for good




cause are very likely to return to work at steady jobs while those who
quit without compelling reasons are much less likely to hold steady
jobs.

Table 8 also provides evidence that thoge who quit with good cause
have a slightly higher probability of exhausting benefits (.04 higher)
than otherwise similar claimants. This may explain why the average
duration of unemployment 1is six-tenths of a week longer for those who
quit with good cause.*

CONCLUSIONS
These are the key findings:
e WORK-TEST SCREENING

- Claimants permanently denied benefits received
substantially fewer Ul payments

- Claimants denied for one week did not receive less
payments

- Denials are targeted on the appropriate population
— Those denied show little evidence of job search

~- The probability of denial is greatest for
claimants whose characteristics are associated
with weak labor force attachment

- The threat of denial substantially reduces the number
of payments received and encourages claimants to
return to at least part-time work

;iﬁ;‘;;EE;T;E; that the duration of unemployment of those who experience
quit denials is not significantly different from zero because of the
different penalties imposed on those denied in the two halves of the
study period. Those permanently denied generally terminated their spell
at week one, while those who received six-week denials could claim for
long periods. The fact that many of those who experience quit denials
delayed filing until after they served the penalty period suggests that
such claimants anticipated long durations of claim. This 1s especially
likely, given that 1f quitters behaved like average claimants they would
generally end their spells before the penalty expires. We hope to
examine the separate effects of these two types of denifals in the near
future.
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TABLE 8

THE EFFECT OF QUIT SCREENING ON JOB SEARCH

Quit, denied

Quit, not denied

(DSRD) {DSRND)
Number of Cases (N) 134 74
Outcome Measures:
I. Number of weeks from
claimant contact to
end of spell
(DUREND) .24 «66%2
(.39 (2.31)
II. Probability of exhaustion
of benefits .07 «04%
(EXHST) (1.96) (2.23)
III. Probability of return to work
within one year with:
A. Any employer
(LRJOB) -39 - Q5%
(-10.47) (-3.08)
B. Same employer
(SAME) -.19% - 11%
(=5.56) (7.37)
C. Different employer
(DIFF) -ool 016*
(-.30) (9.91)
D. Employer change
is ambiguous
AMBJOB) - 19% - 10%

8psterisks (*) denote results significant at least at the S-percent
confidence level.

=27~
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e QUIT SCREENING
- Denials are targeted on the appropriate population
- Those denied show little evidence of job search

- Quitters who establish compelling personal reasons for
their quits are only slightly more likely to withdraw
from the labor force than other claimants

We base these conclusions on three factors:

1. Statistical strength of the results and their strong
internal consistency

2. Consistency of the results with economic theory

3. Consistency of the results with earlier empirical
studies.

The conclusions suggest that strengthening screening could provide
policy makers with a means to reduce the cost of UL without adversely
affecting clailmants legitimately searching for work. In contrast,
policy initiatives directed at reducing benefit levels pose a dilemma
for policymakers. Although such reductions would reduce disincentives
to work and save money they would also reduce the protection UI offers
workers against economic uncertainty.

Screening can be made more effective by increasing the likelihood
of catching individuals who violate the collection criteria. Informa-
tion about the monetary costs of increasing screening activity is
required before we can be certain increased screening activity is war-
ranted.

Screening can also be made more effective by increasing the penalty
for a given violation. Since there is no additional monetary cost
involved, increasing stringency in this way appears to be warranted.

The tendency of states, such as Arizona, to switch from fixed duration
to permanent denials for the quit penalty is an example of this type of
change.
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