THE EFFECT OF A SHORTENED WAITING PERIOD ON|
UNEMPLOYMENT BENEFIT COSTS

Harry J. WinsLOw *

The waiting period required under unemploy-
ment componsation laws serves & dual purpose.
It allows time for the determination of an unem-
ployod worker’s benefit rights, and it protects the
unemploymont fund from heavy withdrawals for
benefit payments to workors whose unemploymeont
is of short duration. As States gain in adminis-
trative experienco, the first purposo of the waiting
period will decline in importance, lenving only
the cost factor as of primary significance in
determining whether the waiting-period require-
ments of State laws may beo liberalized without
jeopardizing the solvency of the Stato unemploy-
mont fund.

The Committeo on Economic Socurity based its
enalysis of the cost of unemployment componsa-
tion in the United States on ostimates of the
average distribution of the duration of unemploy-
ment over the period 1923-33. According to theso
estimates, 17.1 pereent of the total compensable
wage loss for the poriod occurred among workors
whose unemployment wns of no more than 3
weeks’ duration.! Since those same estimates
indicated that 13.2 percont of tho componsable
wage loss occurred among workers unomployed
2 wecks or less, it was believed that a 3-week wait-
ing period would eonserve a significant proportion
of the fund for compensating workers with longer
apells of unemployment.

The Committee’s estimates of tho duration of
unemployment, on which its cost figures were
based, were derived from the few studios of the
duration of unoemployment then avnilable; all
those studics were limited to briof periods of time,
and most of them were based on smell samples.
The lack of a sericsof cotnparablestudiesindicating
the changing pattern of duration in rclation to
changes in business conditions made the task of
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pensation Research.

1 Soelal Seeurity In America; The Fectual Background nf the Social Seeurity

Act ar Summarized from Stoff Reporis te the Commillee on Feonomic Security,
Waashingtou, Boclial Bocurity Roard Publication No. 20, p. 87, 1937.

20

estimating an average duration distribution for the
yonrs 1923-33 oxtromoly diflicult.

Since 19635, whon the Committoe's eatimate
wero mnade, additional and more comprehonsive
danta have become available for computing the
duration of employmont and uncmployment.
The cstimates which are here presented are based
on & tochnique for analysis of these datn to pro-
vide for a continuous time series of duralion
distributions.? ‘This technique has mado possibls
moroe adequate cstimnates of thoe cost of changes in
waiting-poriod roquiroments for particular yean
and for & pertod of years.

Tho waiting-period requirements established in
State unomployment cowmpensation laws differ
widely. The most frequent provision calls for s
waiting period of 2 weeks within the 13 befors
benelits are payable. In a smaller number of
Statos the requiremont is 3 weeks in 13, In addi-
tion, most of theso laws limit the maximum weeks
to bo served in a specified poriod. In most cascs §
the maximum is 5 in 65; in tho othora it is 3 addi-
tional weeks in the boneflit yoar. A fow Statoes |
require 2 and a foew 3 weeks of waiting in the 26 |
weoks before benolits are paid; one State requiroes |
2 eonsecutive weeks int 52, anothor 3 consceutive
or 5 nonconsecutive weeks in 62, anothor 4 non-
consecutive weeks in 52,  Altogother, in all but |
11 jurisdictions, there is some lhmitation on the
numbor of waiting-period weeks that must be
sorved over a specified period. In most Statos, 2
weoks of partial unemploymoent count as 1 wait- |
ing-period weok.

Recontly, numerous proposals have boen ad-
vanced for the modification of these waiting-period §
requiroments. It is increasingly ovident that a §
long waiting poriod involves considerable hard-
ship for many claimanis and may necessitato their |
applying for relief before unemployment benelfits
are payablo. The proposnl most widely advocated

1Tho technlque used o tho making of theso ostirutes hae Loon dovelopsd
hy tho author over the pnast several years. It is bpsed essentinlly on the us
of Inbor turn-over ratea to ineasure Into of chango in the voluma of oxpoy-
ment and unemployment,  Tho mothemotienl theory and bnsio nesumption

underlying the mothod aro set forth in an artlelo lssucd by the Rurenu o
Resenreh and Statistics, A Dynamic Analyeir of Unemployment Statindict.
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st the presont time is the requirement of a single
waiting period of 2 weeks in a benefit yoar, with
weeks of partial unemployment (ns defined in the
State law) counting as waiting-period woels.
These waiting-period wecks may be consecutive or
agonconsecutive.

How costly would such a chango be? It is
obvious that tho additional cost resulting from a
ghortening of the waiting period to 2 nonconsocu-
tivo weeks in 52 will vary from State to State,
dopending on the particular provisions now in
effect in the Stato, as woll as on differences in indus-
trial structure. The data on which the cost osti-
mates hore presonted are basoed relatoe to the yoars
1931 through 1038 and to gninful workers in tho
manufacturing industries only, The cost of
several difforont changes in waiting-poriod require-
ments hiavo been computed ; the basic ostimintes are
those for the incroase in cost which would rosult
from a roduction of the waiting period from 4 to 2,
and from 3 to 2, nonconsecutive wécka in 52 bofore
benefits are payablo, assuining uniform provisions
throughout the United States. Tho cost figuros
which aro presented here are, therofore, not di-
rectly applicable to any one State, but thoy will
searve a8 a gonoral moeansure of cost differonces for

the United States as a whole and should permit
any Stato agoncy to figure roughly the cost dif-
forentiels if the waiting-period provisions of the
State laws were liberalized.

Waiting-Pcriod Factors Affecting Costs

The two principal factors directly affecting the
costs of unemployment benefits under different
waiting-period requiremonts are the duration of
unemployment and the maximum duration of
bonefit payments allowed workers with long spolls
of unomploymont. High costs are not necessarily
nssociated with the existence at any given time of
largo numbers of unemployed workers, for many
of the workers who were last omployed in eovered
occupations may have long since exhaustod their
bonefit rights. Tho most important single in-
fluence on costs is the rato at which workers are
soparated from componsable employment. For
example, if large numbeors of workers are soparated
from thoir jobs each woeck during tho first 2 yoars
of n prolonged depression, largo numbers of work-
ors will roceive benefits for the maximum duration
allowable under thoe State law and will probably
romain unemployed for a long time boyond the
compensable period. Aftor several years during

Chart L—Estimated dintribution of ecmployment and unemployment per 10,000 gainful workers in manufacturing
industries in the United States, by duration, Jonuary 1931=June 1938
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which there has been no marked increase in om-
ployment, & large proportion of these unomployed
workers will form a stagnant group, or “hard core,”
with no unemployment benefit rights and practi-
cally no immediate chance of roturning toemploy-
ment. At such a timo the rate of separation from
employment will have slowoed down to the oxtont
that only a small proportion of tho total numbor
unemployed will havo been soparated recontly
enough to be eligible for bonefita,

The second major factor influoncing costs 1s
independont of emiployment conditions, It is de-
pendent on the statutory maximum number of
weeks of benefits which an individual worker may
draw within his benefit year beforo he exhausts
his benefit rights. In the following annlysis a
flat duration poriod of 16 weeks has been assumed
for all workers who qualify for benefits,

Duration of unemployment may be mensured
in terms of a single spell of unemployment, such
as the number of days or weeks between the timo
when o worker is separated from employment and
the time when ho is reemployed. Or it may bo
measured in terms of the aggregato number of
weoks of unemployment an individual expericnces
over tho period of & year or somo other definite
timo interval, Still a third concept of duration
of unemployment is used here; it wns chosen be-
cause it is adapted to use in actunrial ealculations
based upon probability considerations, In meas-
uring the duration of unemployment, the interval
in weoks is counted back from a given day, such
as the Saturday nearest the fiftconth of tho tnonth,
to the time when the worker was separated from
his last job. The particular worker's spell of un-
employment does not necessarily terminate on the
day from which the duration is figured but may
continue for some time beyond. In computing
distributions of unemployment by duration, each
worker unemployed as of a given date is elnssified
in the duration interval distinguished by the
length of his unemploymient from that date. A
duration distribution may thus be considered as
8 cross scction of total unemployment counted
backward from a given day. The total group of
the unemployed is arrayed in successive strata or
levels of unemployment duration in accordance
with increasing duration of unomployment. A
week later a new group will be formed of those
unemployed 1 week or less, and all other groups
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will be moved forward into tho noxt higher durs.
tion classification.

Dynamic Aspects of a Duration Distribution of
Unemployment

Unomployment duration is a dynamie phenom.
encn. FExtensivoe changes in employment and ug.
employmont can take place within the briof spacs
of n month so that the number of persons om.
ployed in one month may be much higher or much
lower than the figure for tho following month,
Thoe rapidly changing volume of employment i
reflected in the proportionate distribution of the
unomployed by duration of uncmployment.  Just
as increased or deerensed volumes of employment
can he attributed to cyclical, seasonal, and acei
dental influences, so can variations in successive
duration distributions of unemployment bo traced
to the same causes, The dynamic nature of af
duration distribution of unemployment necessi-
tates techniques of mensurcment different from
those used for more stnble characteristica of g
population. Wherens shifts in the age distribu-
tion of a population take place slowly, o duration §
distribution of unemployment may change com-
pletely within a fow months.

Chart T llustrates the dynamie nature of the §
durntion of employment and unemploymeént. It |
shows distributions of unemployment among gain-
ful workers in mnnufncturing industries for the §
United States by duration for each 4-week period |
starting with January 1931 and ending with Juns
1938, 'Thus, 13 duration distributions are shown
for ench year except 1938, Corresponding dura-
tion distributions of employment are also charted
to illustrate the relationship beltween the Lwe
groups. Duration of emiployment is defined in
the same manner as duration of unemployment,
namely, the interval of each worker’s employment
measured from w fixed date buck to his last spell
of unemployment. The number of workers plotted
as ordinates on the chart is expressed as the num-
ber per 10,000 gainful workers estimated for the
givon yoear.? The numbor of workers in any dura-
tion interval divided by 10,000 will give the pro-
portion of all gainful workers of the universo in
that particular duration class, and if the number
of gainful workers in a universe having similar

3 Eatimates of tho slzo of tho galnful worker univerao for each yoar were
adjusted by allowance for changed [n oinployment opporlunities,
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unemployment characteristics is multiplied by the
proportion per 10,000, the frequency or number
in a given duration interval will be obtained,

, The duration distributions in chart I aro made
up of four principul duration clnsses: 0-4 weeks,
4-24 weeks, 24-52 weoks, 52 wecks and over.
These groups nre indicated by cross-hatehed arcas.
Each change in duration can be traced by noting
the change in width of each duration belt on the
chart. The 0-4 week duration bolt of unemploy-
ment is the area lying directly below the horizonial
axis, which is the dividing line betweon the cin-
ployed and unemployed groups. “The 4-24 week
duration belt is the area directly below the 0-4
week belt, and so on. Tho total widih of the four
belts at any given point of the horizontal axis
ropresents the total volume of unemployment per
10,000 workera at the designated period of the
year,

Average Duration Distribution of Unemploy-
nient

Duration distributions are extremely sensitive
to sensonal, nccidental, and cyeclieal changes in
employment. A single distribution as of a given
dato is rarely typical of tho duration condition
oxisting for that year. A rsatisfactory mensure of
duration for a given year is an average duration

distribution found by averaging corresponding
eluss intorvals in the 13 distributions for 1 year.
This is the most useful and praetical form of dura-
tion distribution for cstimating costs, sinco it per-
mits the caleculation of the man-years of time
involved in a given duratien interval in a particular
year.

Table 1 shows the average distribution of un-
employment for gainful workers in manufacturing
industrics for each year over the poriod 1931-38
by duration. The duration distribution for 1038
is based on the first 6 months of the year and is
not necessarily indicative of the average duration
that will result when distributions for the remain-
ing 6 months are included.

The figures in table 1 are presented in the form
of a cumulntive distribution, sinco this is the most
uscful form for cost estimates. In this forin cach
successive duration Jovel includes all the frequen-
cies of shorter duration, so that successive classes
read less than 1 week, less than 2 weeks, less than
3 weeks, and so on., The class intervale in the
table progress by 1-week increments from 0 to 4
wecks, by two 4-week inerements from 4 to 12
weeks, by 1-week increments from 12 to 20 weoks,
and by 4-weck increments from 20 to 62 wooks,
A single detached inerement is given for the group
uncinployed 52 weeks and over.

Table 1.—Estimmated cumulative man-years of time lost by unemployed workers in manufacturing industries in the
United Staies, 1931-38, by duration of unemployment
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! Caleulnted from Inbor turn-aver rates published by the U, 8. Departmont of Labor, Burean of Labor 8tatlstles. Formulas and technique for caloulation

developed by the nuthor of this nrticle.
11038 avernge bised on slnta for first half of yenr.
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The total of 3,125 workers unemployed por
10,000 in 1931, as shown in tablo 1, represents
the aggregato of man-years of unemployment
per 10,000 gainful workers in the manufacturing
industries in that year. This aggregate is mado
up of unemployinent experienced by many more
than 3,125 individual workers per 10,000, sinco
the anme individunls may not be unemiployed
throughout the entire year. If n census of the
unemployed were taken on each working dey of
she yoar and the numbers counted on ench of tho
days were ndded, the total would represent tho
number of man-days of uncmployment during the
yoar. Dividing this total by the number of work-
ing days in the yenr would give (a} the average
number of persons unemployed in the year and (b)
tlic number of man-years of unemployment in that
yoar. If the average number of persons unem-
ployed in o year is derived by taking less frequent
measures of unemployment (a daily census is ob-
viously impossible), this average also represents
the total man-yenrs lost through unemployment
in the year, This total, when distributed by
duration intervals, represents both the average
number unemployed for the number of weeks of
the intorval and the man-yoars of unemployment
which oceurred in unemployment of the specified
duration.

An averngo duration distribution of unemploy-
ment for a given yoar is thus a measure of the
amount of tirne lost in man-years within a serics
of duration belts. For examplo, timo lost by
worlcers unemployed between 4 and 24 weeks in
1931 is proportional to the difference betwoeen the
figure for the two cumulative duration levels, 258
and 1,208. The result, 1,040, represonts the
number of man-yenrs lost by workers uncmployed
between 4 and 24 weeks throughout the entire
year per 10,000 gainful workers in that year,
These man-year units ean be readily converted to
man-weeks by multiplying by 52. Following
through similar calculations for the sueccessive
yeurs, it is found that workoers in manufncturing
industries who were unemployed between 4 and
24 weeks lost the following man-years of work per
10,000 gninful workers: 987 in 1832; 554 in 1933;
654 in 1934; 608 in 1935; 518 in 1936; 365 in
1937; and 764 (1,528-+2) in the first 6 months of
1038. The wide differences in these figures indi-
cate the effect of unemployment variations from
year to year. It is ovident that the costs of
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bonefit paymonts will vary proportionately from
yoar to year,

Calenlation of Changes in Bencfit Costs Re.
sulting From Shortened Waiting Periods

The duration distributions shown in table |
npply only to workers in the manufncturing in.
dustries; tho lack of data on Inbor turn-over in
the nonmanufacturing industries makes impossibly
the computation of similar distributions for those
industries. Sinee, however, in most States the
majority of covered workers and henee of eligible
claimants will come from the manufacturing in.
dustrics, it is unlikely that the durntion experience
of the whole group will be radieally different from
that shown in the table,

The duration distributions in tho table rolate to
single uncompleted spells of unemployment and
not to the unemployment of an individunl worker
aggregated over the period of o year. Thus the |
093 man-years of unemployment in the 3 but los
than 4 wecks' duration intervals for 1938 repre- |
gent the amount of unemployment oceurring in
gpells of at least that length; but any individual
workor who experionced a spell of unemployment
of 3 weels but less than 4 inight within the courss
of n year have several other spells of unemploy-
mont of difforent durations. In estimating the
cost of different waiting-poriod requirements, nc-
count must bo taken of the fact that those require-
menis apply not to each spoll of unemployment |
but to n defined period of time, usually a year.

Assuming a waiting-period requirement of 2 non-
consccutive weeks in 52, for each individual spell
of unomploymont, oligible cluimants will onter
their first woek of componsablo unemployment in
onoe of thiree ways—by serving {n) 2 consceutive
waiting-period wocks, (b) 1 waiting-period wook,
or (c¢) no waiting-period weoks—depending on the
numbor of waiting-poriod weoks proviously served
in the past 52 weoks. Similarly, with a roguire- |
ment of 3 noncousecutive waiting-poriod weelks,
an individual spell of unemployment might lead
to n compensable week only after the lapse of
3, 2, 1, or no waiting-period weoks.

In ostimating tho cost of benelit pnyments under
any given waiting-poriod requirements, ono must
adopt somo assumption in regard to the proportion
of clnimants who will enter each spell of unomploy-
ment occurring throughout the year with tho ne-
cessity of waiting 3, 2, 1, or no weels before bone-
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fits are payable. All workers who have boen
employod for 52 wecks or more prior to a spoll of
unemployment will necessarily serve the maxi-
mum number of waiting-poriod wooks before thoy
ean rocoive benofits for thoe curront spell.

For thoso spolls of unemployment which follow
spolls of omployment of less than a year's duration,
the basis for estimating tho numbor of weoks of
waiting period to bo served is less definite. In
the ealculations which follow, it has been assumed
thot, for such spells, an average of 1 week of
waniting would boe necessary when tho requiremeont
is 3 weaks of waiting in 52, an averagoe of 2 weeks
when the requirement is 4 weeks in 52, and an
avorago of } week of waiting whon the require-
mont is 2 wecks in 52.

Table 2.—IFith I-week flat benefit duration, eatimated
percentage increase in benefit costs with waiting
period reduced from 3 and 4 teeeks to 2 weeks, 1931-38

Iercentugo increaso
incostsorer wail-
yenr ing poriod of—

dweeks | 4 weeks
e 1. 4.0
1\, .. 1.5 31
1, 1.2 2.4
03,...... 1.9 0.3
1924, 5.4 1.0
1o3s....... 51 10. 4
. ggl
....... 20,4
1938 (fnanth-) | i

Table 2 shows the estimated poreentage inerenso
in bonefit costs for a flat duration period of 16
weeks when the waiting period is reduced from 4
to 2 and from 3 to 2 weeks, ealculnted for each
year from 1931 through June 1938 by the above
procoss. ‘T'wo sels of percentagoes are sot forth in
this tablo: (1) for a reduction of waiting period
from 3 wooks 1o 2 weoks, and (2) for a reduction
of waiting poriod from 4 weoks to 2 weeks, Un-
dor the first condition, tho poreontago incroase in
benefit costs varies over a range of 1.2 percent in
1932 to 12.9 poreent in 1937,  For the second con-
dition the range is from 2.4 porcent in 1932 to 26.9
percent in 1937. ‘The total increase in bonefit
cosls gver the whole pertod is 4 porcent for the
first, and 8 percont for the sccond condition,
respoctivoly.

In gencral, the percentage increase in costs which
results froin reducing the waiting period is greatest
in years when total benefit payments arc lowest
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and tho lonst in years when total bonofit payments
aro highost. Tho reason for this invorse relation
ean bo attributed to cyclical changos in labor turn-
over. Whon the accession rato for labor turn-over
is high, a greater proportion of the unemployed
workers concentrato in the short duration classcs
than when the accession rate is low; consequently,
with longor waiting periods a groater proportion of
the unemployed workers will be rehired without
receiving bonefits when employment opportunities
are good than when they are bad,

Iffect of Reducing Waiting-Period Requiro-
ments  Under Existing Unemployment
Cﬂl'l'l')(!llsﬂtiﬂll IA‘!'{?S

As was pointed out earlier, many of the oxisting
State unemployment compensntion laws provide
for a waiting poriod of 2 or 3 wecks in the 13 wocks
immediately preceding the payment of bonefits,
with a maximum of 5 woeks in the 66 preceding
benefit payment or of 3 additional wocks in the
benefit year. There are no data on which to basa
estimnies of the proportion of clninants who will
actunlly serve 2, 3, 4, or 5 waiting-period weeks in a
yonr under such provisions, It is ovident that the
increaso in cost involved in a chango from this type
of provision to a requircment of 2 nonconsecutive
woceks in 52 will vary somowhat from the incroases
shown in table 2. Tho efleet of previsions calling
for additional waiting periods in the course of a
65-weok period, ns compared with a requiremont of
2 or 3 weeks in 52, is first to decroaso the numbeor of
workors who will enter the current spoll of unom-
ployment with no waiting-poriod wecoks to their
credit, sinee the actual period during which wait-
ing-period weeks can be accumulated is 65 rather
than 52. In tho second placo, such provisions, as
well as the provision for 3 additional weeks in the
bonefit ycar, will increase the average duration of
tho waiting period to bo served in the current spell
of unemployment by workers entering the bonefit
period with a partinl waiting period served in a
prior spell of unemployment.

A computation of tho chango in costs which
would arise if the provision of 2 weeks of waiting
in 13 and 5 in 65 wore changed to 2 weoks in 52
gavo an incrense of 2.4 percent in costs for the
period 1031-38. With a change from a require-
ment of 3 weeks in 13 and 5 in 65 to that of 2 wecks
in 52, tho incrensed cost for tho same period was
found to be 7.6 percent. These computations
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were made on tho bagis of the very conservutive
assumptions that the averago duration of tho wait-
ing poriod for spells of unemployment following a
period of employmont of less than 65 wecks would
be 1% weeks if tho requireiment were 2 in 13 and
6 in 65, and 2% if it wero 3 in 13 and 5 in 65. In
general, the eost of chango from a requiremont of
2 wecks in 13 but not more than 3 additional weoks
in tho benefit year will approximato that of a
change from 2 woeks in 13 but not more than 5 in
6b.

One other factor which is not tnken into account
in the calculation in table 2 is the cffect of the pro-
posel to count weeks of partinl unemployment as
waiting-poriod weeks. Such a provision would
mean that more workers would enter their first
compensable week with no waiting period to be
gerved. Existing duata give no indicntion of tho
extent of the chango which would be invulved; it
might bo expected to vary greatly as between
differont industries.

Conclusion

Decrcasing the waiting period for a given flat
duration of bencfits will increase benefit costs.
It is estimated that with a duration of 16 weeks
the increaso in costs over tho period 1931-38
would amount to 4 percent if tho waiting-period
requirement were changed from 3 weeks in 52 to
2 weeks in 52, and to 8 percent if the requirement
wore changed from 4 weeks in 52 to 2 weeks in 52,
If the provision most commonly embodied in
existing Stato laws, that of 2 weeks of waiting in
13 and a maximum of 5 in 65 or of 3 additional
weeks in the benefit year, were changed to a re-
quirement of 2 wecks in 52, it is estimated that
the increase in cost would be 2.4 percent. The
increase would be 7.6 percent were the change from
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a requirement of 3 weeks in 13 and 5 in 05, to
requirement of 2 weeks in 52.

Tho greatest percontage increases in cosy
resulting from n decrease in tho waiting peried
will occur in years in which total benefit paymenty
are small, There has been a tendency in the pagt
to overomphnsizo the savings in bonefit cost
resulting from a long waiting poriod. This wes
the result of observations made of data on dun.
tion of unemployment collected in periods of high
labor turn-over accession rates or in the firat few
weeks in which large lay-olls occurred.

The dnta on which the estimates in this study
arc based are slightly binsed in the other direction,
Tho period for which the data aro available, 193
through 1938, includes few years of increasing
employment opportunities. If many yeoars of
continuous prosperity had been included in the
period studied, increased bLanefit costs for individ.
ual years resulting from a shorter waiting period
would have been relatively much higher. DBene
fit pnyments, however, are so low in years of high
employment in compnarison with years of rapidly
declining employment that s high percentags
incrense in tho total outlay caused by = shortened
waiting period should not result in a serious
depletion of the reserve fund. A memorandum on
the method of computing the duration distribu.
tions of unemployment in the covered Inbor foree
is now in preparation. This analysis when com
pleted will make possible the application of this
method to individual States and to longer periods
of timo. In the meantime, this discussion of the
effect of the waiting period on benefit eosts should
permit weighing the proportionately small increase
in benefit costs resulting fromn a shortencd waiting
period against the desirability of more liberal
provisions for workers,
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