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EXECUTIVE SUMMARY

Background and Focus

A guiding principle of the federal-state unemployment insurance
(UT) system is that benefits should be paid only to claimants who exhibit a
continuing attachment to the labor market. This principle is operation-
alized in states through work-search rules that define acceptable standards
of search activity and responsibility. Since the rules are defined by
states--through laws, regulations, and administrative procedures--the
states exhibit a great deal of variation in terms of who is covered by the
rules, what is required of covered claimants, and the purposefulness and
frequency with which compliance is monitored and enforced.

The application, monitoring, and enforcement of work-search rules
place some burden and costs on both UI claimants and agency staff, and at
issue is the degree to which they are offset by improvements in both labor-
market movements (i.e., more rapid reemployment into suitable jobs and
shorter spells of UI benefit receipt) and UI agency operations.
Specifically this study investigates the questions:

1. To what extent do work-search rules increase the actual
work-search efforts of claimants?

2. To what extent do these rules, or claimants' reactions
to them, lead to shorter spells of unemployment and
more rapid reemployment?

The Random Audit Program (and its successor the Quality Control
Program) was established to verify UI payments and assess how accurately
these payments are made in accordance with the UI laws and regulations of
each particular state. A payment error rate is calculated by this program
as a measure of the performance of UI agency operations. These payment
error rates, particularly those related to work search rules and require-
ments, may also be affected by the application, monitoring, and enforcement
of work search rules. Therefore, this study also attempts to answer the
question:

3. Do different types of requirements or standards of work

search affect the payment error rates associated with
work-search rules?

Study Design
The purpose of the study was to determine the effects of UI work-

search rules, the characteristics of claimants, and labor-market conditions
on the work-search behavior of claimants (which is an intermediate outcome
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of interest) and on the length of UI claims spells, the job-finding success
of claimants, and UI payment error rates (which are the uTtimate outcomes
of interest).

Because of the role played by states in defining work-search rules,
the analysis was thought to be possible in a nonexperimental setting--that
is, it is based on observations of the normal state-to-state variation that
exists in the specificity and requirements of UI rules. In this sense, it
is useful to think of this effort as a natural experiment, with rules
changing conveniently at state borders. However, it must be remembered
that this is not a true experiment, since rules are likely to differ among
states simultaneously with differences in their economies, labor markets,
populations, geographic conditions, political philosophies, and more. The
analysis attempts to control statistically for these differences by
including variables that describe the characteristics of claimants and
labor-market  conditions. Nevertheless, important  state-to-state
differences are likely to remain unaccounted for in the analysis, and their
probable presence necessitates that caution be exercised when the results
are interpreted.

The analysis focuses on the experience of ten states. They were
selected on a judgmental basis to represent a broad range of UI benefit
denial rates for work-search issues (a proxy for the strictness of state
work-search rules), UI Random Audit Program error rates for work-search
issues, and geography. These states represent the initial unit of
observation, providing data on work-search-related laws, regulations, and
actual administrative practices. The data were collected through visits
and telephone conversations with central UI agency staff and, when
possible, with local office administrators.

For the analyses of work-search behavior, claims spells, and job-
finding success, it was important that the experience of UI claimants
themselves be documented. Each of the ten states provided an equal-size
list of claimants who first applied for benefits between April and December
1985 and were subject to work-search requirements. These claimants (or, in
most cases, former claimants) were interviewed by telephone in the summer
of 1986 to collect information on (1) their work-search activities, (2)
their pre-layoff jobs, job separation, and subsequent periods of employ-
ment, (3) their knowledge of and reactions to the work-search requirements
of their respective states, and (4) their personal characteristics.

While the ultimate unit of analysis for many parts of the analysis
was the individual claimant, the unit of analysis for the error-rate
analysis was the state. The state sample size was increased to a reason-
able number for this analysis by requesting that U.S. Department of Labor
(USDOL) regional offices provide a modest set of data for an additional 27
states. The specific data requirements were developed from an analysis of
the in-depth data available from the original ten states. The data base
was augmented with data made available by USDOL on state UI Random Audit
errors, UI benefit determinations and denials, various counts of continuing
claims, and eligibility review interviews.
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A challenge for the analysis was to document the true operational
work-search rules for each study state. Not only do the rules as they are
applied to claimants often differ substantially from how they are actually
written in law or regulation, but different operational rules may also be
used at different points in time, in different parts of the state, or for
different sets of claimants. Consequently, it was necessary to focus only
on those rules that distinguished the sample states, and for which the
interstate variation seemed to dominate the intrastate variation. Other
rules may be equally or even more important in determining the work-search
activities of claimants, but the nature of analysis based on state
differences necessitated focusing on rules which met these criteria of
distinctiveness. 2 :

The analysis provided two perspectives of state work-search rules--
one from the discussions with state Ul officials and reviews of state
materials, and the -other from claimants' reports of their perceptions and
experience. These two perspectives provided quite similar pictures of the
operational work-search rules of states, and permitted categorizing study
states according to whether their work-search policies were generally
strict, moderate, or lenient. (Strictness is defined on the basis of the
existence and extent of work-search requirements, the frequency with which
Claimants are required to report their work-search activities, and the
timing with which claimants are ‘required to register with the state
employment service.) The primary analysis was based on this
categorization, since the number of study states was too small to permit an
analysis based on specific work-search rules. However, the analysis of
error rates, which focuses on a larger number of states, is based in part
on specific state rules. , ' EEEE R ‘

Findings

The following three sections briefly summarize the findings of the
effects of work-search rules on the work-search behavior of claimants,
their job-finding success, and payment error rates, respectively. These
findings must remain tentative because of the existence of underlying
methodological problems. ‘ :

Work-Search Behavior

Analysis of the effects of work-search rules on the work-search
behavior of claimants tends to provide the expected pattern of results.
Claimants who did not expect to be recalled to their former jobs tended to
search more intensely than claimants who did expect to be recalled
regardless of their states' work search rules. Also, on average, claimants
from states whose work-search rules are strict are generally more likely to
search for work, devote more hours to work search, and contact more
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employers than is true of claimants from moderately strict and lenient
states. Conversely, claimants from states whose work-search rules are
lenient are the least 1ikely to search, devote the fewest hours to work
search, and contact the fewest number of employers. Thus, it would appear
that differences in the work-search rules, or perhaps the overall work-
search policy or climate, of states do influence the work-search behavior
of claimants. It should be noted, however, that states with the strictest
work-search rules also experienced the highest unemployment rates during
the study period; therefore, these results must be interpreted with caution
since it is possible that claimants in states with stricter work-search
rules searched harder because of the adverse labor market conditions which
they faced.

The overall findings are consistent with claimants' own assessments
of the effects of state work-search rules on their behavior. Namely,
claimants from states with strict or moderately strict work-search rules
were more likely to report that they made more employer contacts and made
contacts more often than they would have in the absence of strict work-
search rules. These claimants were also more likely to report that work
requirements were helpful and reasonable. Claimants in the states with
lenient rules, on the other hand, were the least likely to report that
work-search rules prompted them to contact more employers or make more
repeat contacts than they would have made otherwise, and were the least
1ikely to report that work-search rules were helpful and reasonable.

Study findings indicate that work-search behavior is determined, in
part, by various claimant characteristics. For example, this analysis
found that the number of hours devoted to work search increased with
claimants' age until about age 42, and then declined for individuals who
were older. A1l other things being equal, female claimants spent
significantly fewer hours than males searching for work and made fewer
employer contacts. Race was also a determining variable; again holding all
else constant, black claimants were more likely to search for work and to
search more intensively than white claimants.

When the sample is divided into those claimants who expected to be
recalled to their former jobs and those who did not, the results for the
latter group of claimants, who are typically the primary job searchers, do
not consistently show the expected relationship between the strictness of
work-search rules and the work-search behavior of claimants. Instead, the
pattern found for the entire sample appears to be due to the effects of
work-search rules on the behavior of claimants who regard themselves as
Jjob-attached. It may be that claimants who are not job-attached are
sufficiently self-motivated to search fairly rigorously regardless of state
rules, but those who expect to be recalled are likely to fail to search
rigorously unless they are compelled to do so by state rules.

The inconsistent results for the effects of work-search rules on
job-finding success (see the next section) suggest an alternative expla-
nation for the search results. One concern in interpreting the results is
that, as mentioned above, a negative correlation appears to exist in the
sample states between the strictness of the work-search rules and the
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health of the  labor markets (i.e., the reemployment prospects of
claimants). Since those economic differences could not be controlled for
completely, it may be the case that the measures of strictness are
reflecting economic conditions. Hence what appears to be a response to
strict rules may be a response to coincidentally poor 1labor market
conditions.

Employment and Earnings Outcomes

An analysis of the effects of work-search rules on the job-finding
success of claimants produces the unexpected result that claimants from the
states whose work-search rules are the strictest are less successful at
leaving the UI rolls and becoming reemployed. In addition, once they
become reemployed, claimants from states whose work-search rules are strict
are less likely to work full time, less likely to work for their former
employers, and more likely to earn less than claimants from states whose
rules are moderate or lenient. These results appear to stem from the more
serious Tabor-market problems found in the sample states whose work-search
rules are strict. Again, these economic differences could not be
controlled completely, and it seems that the effects of economic conditions
on job-finding success dominate the effects of work-search rules.

Certain characteristics of claimants also had important effects on
their employment and earnings outcomes. Specifically, controlling for
differences in all other variables, women were significantly less likely to
become reemployed within six months and worked significantly fewer hours
than men during each quarter following the start of their receipt of UI
benefits. This was also true of black claimants as compared to white
claimants. Also of importance was whether the claimant had dependent
children present. A1l other things equal, claimants who had dependent
children present in their households had a higher probability of being
reemployed within six months, worked significantly more hours per week, and
collected benefits for significantly fewer weeks. For claimants who were
not job attached, we found that more work search had a small positive
effect on employment- and earnings-related outcomes. This finding however,
is difficult to interpret given that extra search effort for this group was
not a result of stricter work-search rules.

Random Audit Error Rates

The evidence on the effects of work-search rules on payment error
rates is suggestive, though somewhat inconclusive. A positive and
statistically significant relationship exists between work-search-related
UI benefit denial rates and Random-Audit-measured payment error rates. UI
benefit denial rates are often thought to reflect the strictness of states'
work search rules, the degree to which these rules are clear and
comprehensive, and the effectiveness of agency administrative practices.
If these perceptions are true, then the relationships found between denial
rates and payment error rates suggests that the strictness of the rules and
the effectiveness of the UI agencies' administrative practices may also be
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associated with higher payment error rates. Efforts to capture this
association with specific UI rules and practices failed to provide more
definitive evidence that the strictness of the rules affects errors.
However, the analysis did establish that administrative practices,
specifically the methods used by states to process and monitor claims
(e.g., wage-reporting requirements and methods of claims processing), can
affect payment error rates. :

L . The analysis also considered an alternative measure of error rates--
the percent of ineligible claimants who are not denied benefits and are
therefore paid in error. Conceptually, this measure has some advantage
over the payment error rate, since it abstracts from differences in state
rules that affect the ineligibility rate. The analysis showed that this
error rate 1is not affected by the work-search rules of states but is
affected by their administrative practices. However, while this measure of
error rate is superior to the payment error rate conceptually, the
empirical results were only marginally different.

Despite the fact that these results are somewhat inconclusive, they
do suggest that many factors may affect error rates. Thus, error-rate
comparisons among states, or over time within a state if the rules change,
should be viewed with great caution before concluding that states are
performing their administrative duties more or less diligently based solely
on these comparisons.
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I. STUDY DESIGN

State unemployment insurance (UI) programs contain various "work
test" requirements to ensure that UI benefits are paid only to claimants
who show a continuing attachment to the labor market. In most states, the
cornerstone of these requirements is a set of provisions that redhire
active search for work, which are integrated with work-test rules
pertaining to claimants' ability to work, availability for work, and
refusal of suitable work. Under broad federal guide]fnes, individual
states have the latitude to define and apply work-search rules according to
their specific policy concerns, political attitudes, and economic
conditions.

Work-search rules actually reflect a tension within the Ul
programs. On the one hand, the purpose of the programs is to provide
transitional financial support to workers who are separated from their jobs
through no fault of their own, thus mitigating the financial hardships
associated with job Tosses that are outside of their control and allowing
them to engage in a period of careful work search. On the other hand, the
support is also believed to 1lengthen the unemployment period of some
claimants, as they delay serious work search until they approach exhausting
their UI benefit entit]ements.1 Consequently, the work-search rules of

many states serve a role that is intended to go beyond simply monitoring

Empirical studies of this issue based on micro-data bases began
with Ehrenberg and Oaxaca (1976) and Feldstein (1978). Much of the more
recent empirical work on this topic is summarized in Moffitt (1985).
Closely related work on the effects of UI on work-search intensity was
undertaken by Barron and Mellow (1979) and Barron and Gilley (1979).




claimants' continuing attachment to the labor market: they are intended
actually to promote active work search, usually in conjunction with
services provided by the state employment service (ES).

In the recent economic and political climate, much attention has
focused on work-search rules. Such interest stemmed from the recession in
the early part of this decade, when increased unemployment and reduced
payroll tax bases began to deplete UI trust funds, placing severe fiscal
pressure on UI programs. States responded to the fiscal dilemma in a
number of ways, but largely by strengtheningvwork-search requirements and
increasing the purposefulness with which they are applied.

More broadly, the 1long-term growth in other types of benefit
entitlement programs (e.g., cash welfare programs and .the Food Stamp
Program) has prompted administrators of those programs to begin to
ekperiment with and adopt work-search and other work-test measures that
were previously applied only by the UI programs. Although the research on
which this report is based focused exclusively on recent UI work-search
requirements--their use and effectiveness--the Iessons that were learned
from the study may also apply to other policy settings.

The remainder of this introductory chapter summarizes the focus of
the study and its overall design, including the data collection effort that

underlies the results and an overview of the sample of claimants.

A. THE FOCUS OF THE STUDY

This study focuses on a broad set of policy issues associated with
the effectiveness of state work-search rules. Effectiveness can be judged
in a number of ways. The first is whether stricter rules increase the

efficiency of the labor market by prompting Ul claimants to search for work




more rigorously than would be the case with less strict rules. Of course,
more rigorous work search would not enhance the efficiency of the labor
market if it failed to bring about more timely matches between unemployed
workers and employers. - The second dimension of effectiveness is whether
the UI system itself operates more efficiently under stricter rules. At
issue is the ability of states to pay UI benefits accurately only to those
workers who are truly eligible and in an amount to which they are truly
entitled. In this instance, stricter rules really mean clearer, more
specific standards for acceptable work-search behavior by claimants which
can be used to judge such behavior on a regular basis. It is this issue--
the operational efficiency of the UI system--to which the Quality Control
Program (and, previously, the Random Audit Program) is directed. While
these issues provided the primary direction for the study, we should not
lose sight of the fact that the rich database accumulated for the study
provides a great deal more information about who is unemployed, the
dynamics of unemployment and reemployment, and the nature of the UI
operations of states. |

This study has its roots in work undertaken in three previous
studies. A study of state UI nonmonetary eligibility standards (Corson,
‘Hershey, and Kerachsky, 1985 and'19861) examined state laws and practices
associated with work-search requirements (and other nonmonetary eligibility
issues), and assessed their effects on the ability of states to identify
and adjudicate issues that involve UI claimants who fail to meet the

requirements. The study concluded that claimants' continuing attachment to

The results of this research study were presented in two
complementary reports (see the list of references).




the labor market can best be assessed if they are required both to comply
with clear, detailed work-search rules and to provide evidence to document
their search. Moreover, the study found that an effective assessment also
requires that UI staff review the evidence both carefully and frequently.
That study did not evaluate work search explicitly; instead, it was able to
evaluate only the effectiveness of state 