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May 1975. The unemployment rate has
since declined and stood at 7.9 percent
in August of this year. Despite this de-
cline, unemployment is still unaccept-
ably high, with 7.5 million persons re-
porting that they want to work but
have not found jobs. The unemployment
picture has been aggravated by increases
in the unemployment rate in recent
months. Besides contributing to fears
that the economic recovery is weaken-
ing, such increases intensify pressure for
adopting policy measures designed to

reduce unemployment. 8 e i . .
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The basic source of labor market information is
the monthly survey data collected by the Bureau of
the Census for the Bureau of Labor Statistics. The
civilian noninstitutional population is sampled,’ with Household members are classified as employed if
approximately 50,000 randomly selected households  they report doing any work at all for pay or profit
surveyed monthly. With a carefully structured set of  during the survey week. This includes part-time and
questions, information is gathered which results in a  temporary work as well as full-time employment, and
determination of the labor force status of the civiian  incorporates unpaid workers who worked at least 15
population, age 16 and over. The respondents are  hours in a family-operated enterprise. Although
never asked specifically if they are employed or un-  workers may have been absent from work during
employed, nor are they given the opportunity to de-  the survey week due to illness, vacation, strike, or
cide their own labor force status. For example, for varicus personal reasons, they are still comsidered-
persons replying that they did not work during the  employed.
survey week, questions are asked to determine

whether they had jobs from which they were absent To be classified as unemployed, persons must report

being without work during the survey week, being

The civilian noninstitutional population includes all persons

16 years of age or older whe are not members of the Armed ¥The survey covers the calendar week which includes the 12th
Forces, members of penal or mental institutions, sanitarioms, of each month, although it is actually conducted in the follow-
or homes for the aged or infirm. ing week.
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currently available for work, and having actively
sought work at some time in the prior four weeks.
Seeking work, in the context of the survey, includes
registering at an unemployment oflice, answering ads,
or checking with friends or relatives about job open-
ings. Persons who are waiting to be called back to
a job from which they have been laid off or who are
waiting to report to a new job within 30 days are
considered unemployed, even though they do not
seek other work.

The total unemployment figure thus counts more
than those who have lost their jobs. It includes per-
sons who have quit their previous jobs to look for
other work, new workers looking for their first jobs,
and persons looking for jobs after an absence from
the labor force. The unemployment rate expresses
the number of persons classified as unemployed as
a percentage of the civilian labor force.

Household members who are not employed and
are not seeking employment are classified as “not in
the labor force.” Persons in this category are neither
employed nor unemployed. Some persons in this
category do not participate in the labor force be-
cause they are retired, attending school, or engaged
in home responsibilities. Others are financially inde-
pendent, or simply prefer leisure. Still others report
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that they do not look for work because they believe
that no jobs are available for persons with their ex-
perience or training. This group is often referred to
as “discouraged workers.”

Due to the large size of the household sample,
labor market estimates derived from it are generally
regarded as reliable in a statistical sense. The data
are subject to some degree of sampling error, how-
ever, and this must be taken into account when an-
alyzing changes in the data. For the overall unem-
ployment rate, the error is relatively small. To be
deemed a significant change, the national unemploy-
ment rate would have to move 0.2 percentage point
or more on a monthly basis, There is a relatively
high probability that movements in the unemploy-
ment rate which are smaller than 0.2 percentage
point are due to sampling variability, instead of
changes in the unemployment situation. Unemploy-
ment rates for component groups, because they are
based on smaller samples, are subject to larger errors.
For example, the statistically significant error on
month-to-month movements in the teenage unem-
ployment rate is about 0.9 percentage point, and in
the black unemployment rate about 0.8 percentage
point.®

INTERPRETATION

The unemployment statistics represent an attempt
to estimate the number of persons who want, but can-
not find, work. The data are most often used as meas-
ures of labor force utilization and as indicators of
general economic activity. These uses seem reason-
able (although subject to some limitations) since un-
employment, in principle, means human resources are
idled and productive opportunities are foregone.

Others use the data as measures of hardship expe-
rienced by the unemployed. Hardship resulting from
unemployment is influenced by a number of other
factors such as the amount of savings, eligibility for
unemployment compensation, food stamps, other wel-
fare programs, the number of household members
employed, and the extent of payments from former
employers or union funds. Because of the growing
importance of these other factors, the unemployment
rate tends to overestimate the extent of economic
hardship suffered relative to periods in the past.*

3“Unemployment: Measurement Problems and Recent Trends,”
U.S. Department of Labor, Bureau of Labor Statistics, Re-
port 445, 1975.

4The unemployment rate for household heads is often used as
a more meaningful measure of hardship than the total unem-
ployment rate, but this rate is also subject to limitations.
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On the other hand, the unemployment statistics
might understate the number of persons without work.
Because of the current definition of unemployment,
discouraged workers — those who forsake job search
because they feel no jobs are available for them — are
excluded from the official unemployment statistics.

Data collected in recent years indicate that dis-
couraged workers are primarily youths, women, and
blacks. If discouraged workers were added to the
seasonally adjusted unemployment rate for 1975, the
adjustment would add an average of 1.2 percentage
points to the total rate. This merely exemplifies the
depressed labor market conditions in 1975, In both
the years 1973 and 1974, discouraged workers would
have added 0.8 percentage point to the total rate
had they been included. Of course, the adjustment
in the jobless rate for adult men would be relatively
small, but would be greater on the already high rates
for women, youths, and blacks. In 1975, the addition
of discouraged workers would have increased the
unemployment rate for Negro and other races an
average of 3 percentage points.

One very important difficulty encountered with the
unemployment statistics is that gquestions concern-
ing wages are not part of the survey. Persons report-
ing that they believe no jobs are available are not
asked at what wage jobs appear to be unavailable.
Thus no information is gathered on the extent to
which unemployment results from an asking wage
which is too high. This situation can result from both
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a generally depressed state of economic activity
which has not convinced unemployed workers of the
general decrease in their value as factors of produc-
tion, and artificial restrictions which prevent the ask-
ing wage from falling to a level commensurate with
productive ability. Only the former case is amenable
to the traditional tools of monetary and fiscal policy.

Growth in aggregate demand will not aid those
whose unemployment results from labor market im-
perfections. For example, Government mandated wage
restrictions, such as the minimuwmn wage, prevent em-
ployers and workers from coming together to bargain
for a mutually acceptable wage. Workers, especially
teenagers, often are willing to work at wages below
the legal minimum but are prevented from doing so.
As a result, unemployment in this group rises. Sim-
ilarly, unions negotiate wage contracts for all employ-
ees through collective bargaining and typically set
floors on wage offers. If some workers consequently
are laid off, they may be willing to work at wage
rates below union floors rather than lose their jobs,
but find they cannot do so. One alternative is to seek
other work, usually at a lower wage.

It should be noted that some degree of unemploy-
ment always prevails as workers change jobs to pur-
sue better job opportunities. This type of unemploy-
ment is typically short term, usually lasting five weeks
or less. Changes in labor supply and demand condi-
tions necessitate changes in employment and wages.
As workers become informed of better job possibili-
ties, they make changes across jobs. The unemploy-
ment resulting from movements of this sort, called
frictional unemployment, is expected in a changing
economic environment and thus is not of primary
concern for national economic stabilization purposes.®

USE OF EMPLOYMENT STATISTICS

Despite the popularity of the unemployment statis-
tics, their use alone does not provide a complete view
of the labor market situation. Use of unemployment
figures should be complemented by at least employ-
ment data.® Too often, unemployment statistics signal
different labor market actions when viewed alone
and when viewed in conjunction with employment
figures. This is wusually due to movements between

5For a discussion of the different types of unemployment, see
Roger W. Spencer, “The National Plans to Curb Unemploy-
ment and Inflation,” this Review {April 1973}, pp. 2-13.

6Similarly, in analyzing the economic state of the nation, the

unemployment situation should be reviewed in conjunction
with other measures of economic performance, such as in-
dustrial production or gross national product.
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the categories of “unemployed” and “not in the labor
force.” A more complete representation and different
explanation of the labor market situation may result
when movements in employment are also considered.

Employment figures have several advantages over
the unemployment figures. Employment is a more
solid and objective concept than is unemployment.
With few exceptions, persons working during the
survey week are considered employed. Identification
of employment is relatively straightforward and thus

easier to measure than unemployment, where classifi-
cation depends on more provisos and is subject to
more uncertainties (such as in determining whether a
person is actively seeking work or is currently avail-
able for work).” Also, employment figures are more
closely Hed to output measures than are unemploy-
ment data. Decisions to look for work, for example,

TEmployment statistics are not without definitional problems,
however, Questions concerning the status of patt-time and
underutilized workers are yet to be resolved.
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often are based on personal factors, unrelated to
economic considerations,

CYCLICAL BEHAVIOR

Since it takes time for labor market actions to be
reflected in the usemployment rate, movements in
this rate generally trail economic activity. As the level
of economic activity falls, for example, it is usually
more feasible for employers to initially adjust work
schedules of existing workers than it is to discharge
workers employed for some time. Although actions
such as these signal the decline in economic activity,
they are not picked up by the unemployment data
until the workers are laid off. In a recovery, employers
are likely to increase hours worked of current em-
plovees rather than begin hiring procedures. Thus,
the unemployment rate tends to understate the extent
of a decline in economic activity at the start of the
decline and the extent of the recovery later on. In
past recessions, the unemployment rate typically has
peaked from one to four months after the trough of
the general business cycle,

Employment and Unemployment

The labor market response to the most recent down-
turn differs substantially from the behavior in other
postwar recession/recovery periods.® Total employ-
ment in this recovery has already reached pre-reces-
sion levels. Employment has been increasing since
March 1975, after a 5.2 percent annual rate of de-
cline in the previous five months. This decline repre-
sents a marked change from the average of employ-

$The most recent recession iy compared with the five postwar
recessions which reached their troughs in November 1970,
February 1961, April 1958, May 1954, and October 1949
Recessions are identified by their trough months in this article.
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ment movements of the previous five recessions. In
these recessions, employment declined at a slower
rate, averaging a 1.1 percent drop in the 12 months
before the troughs. Employment in the 1970 recession
remained fairly constant throughout mest of the eco-
nomic decline, only varying by about 350,000 workers
in the 12 months preceding the trough. The 1961
recession also did not register great declines in em-
plovment. Between June 1960 and February 1961,
total employment declined at a 1.3 percent annual
rate (see Table I, p. 5, for comparison).

Despite the steep decline, employment in the most
current period recovered faster than the average of
employment in other recession/recovery periods.
Total employment increased at a 3.1 percent rate
over the year since the 1975 trough, compared to a
2.7 percent average rate of increase for other recovery
periods. This difference has been made even more
apparent since March of this year. Between March
and August 1976, total employment rose at an annual
rate of 3.6 percent, widening the gap between employ-
ment movements in the most current and previous
recoveries (see accompanying chart}, By August 1976,
employment reached 88 million workers, an increase
of four million workers in this recovery period.

While employment growth has been:strong in this
recovery period, the unemployment rate has declined
only slowly. In August of this year, the unemployment
rate was only 0.6 percentage point below the rate at
the trough. Compared to the average of previous re-
coveries, the unemployment rate remains remarkably
high, Twelve months after the five prior troughs
in economic activity, the unemployment rate had
dropped an average of 1.8 percentage points, com-
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pared to a 1 percentage point drop in the year fol-
lowing the most recent trough. One year after the
troughs of the 1938 and 1949 recessions, the unem-
ployment rate had fallen 2.2 and 3.7 percentage
points, respectively (see chart).

Labor Force Growth and Unemployment

The high unemployment rate relative to most pre-
vious recoveries can be explained in part by different
rates of labor force growth. Generally, the civilian
labor force grew at a much faster rate during the 1975
recovery than in other postwar recoveries.® Between
March 1975 and March 1976 {twelve months after
the trough), the civilian labor force grew by 2 per-
cent. By contrast, in the twelve months following
other postwar troughs, growth in the civilian labor
force averaged 0.9 percent. In particular, in the twelve

This movement has compounded the ef-
fect of the trend for increased participation of women.
By August 1976, the participation rate of women
reached 47.4 percent. This is an increase of 4.1 per-
centage points since 1970 and 9.8 percentage points
since 1960. As of August of this vear, adult women
comprised 36.3 percent of the labor force. Another
group accounting for a larger proportion of the labor
force than heretofore is teenagers. The labor force
participation rate for workers in the age group 16-19
averaged 54.5 percent during 1974 and 1975, the high-
est in recent history. In August of this year, the pas-
ticipation rate for teenagers reached 534 percent. The
shifting composition of the labor force toward women
and youths and the higher unemployment rates gen-

0] abor force participation rates measure the percentage of
persons in a given population, however defined, that are in
the labor force.

months following the April 1958 trough,
the civilian labor foree grew at half that
rate, and during the same period after
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erally experienced by these groups tend to raise the
average level of the overall unemployment rate (see
chart entitled “Selected Civilian Labor Force Partici-
pation Rates”}.

Duration of Unemployment

The behavior of the unemployment rate in this
recovery may also be related to factors which tend
to lengthen the duration of the unemployment period.
During the most recent recovery, the percentage of
the unemployed without work for 15 weeks or more
was larger than in previous recovery periods. At the
trough of the 1975 recession, 26 percent of the un-
employed were jobless for 15 weeks or more, com-
pared to 18 percent at the trough of the 1970 re-
cession and 20 percent of the unemployved at the
1949 trough. Nine months after the trough of the
most recent recession, 22 percent of the unemployed
were jobless for 27 weeks or more, while 11 percent of
the unemployed were still jobless after 27 weeks dur-
ing the 1970 recession. Nine months after the troughs
of the 1954 and 1949 recessions, 15 and 11 percent,
respectively, of the unemploved still had been with-
out work for 27 weeks or more.

The duration of unemployment depends in part on
the cost of remaining unemployed which, in turn, is in-
fluenced by the current system of unemployment com-
pensation as well as other benefit programs, By signifi-
cantly reducing the cost of remaining unemployed,
unemployment compensation tends to increase the
time devoted to searching for a job and thus lengthens
the average duration of unemployment.™

In 1975 Congress broadened the scope of eligi-
bility for unemployment insurance benefits and
provided additional benefits of up to 13 weeks a
year for covered unemployed workers who have
exhausted their regular benefits. Since workers
covered by unemployment insurance have been eli-
gible for 26 weeks of benefits per year and some
states provide an additional 13 or more weeks, this
extension by Congress enabled many unemployed
workers to receive benefits for one full year or more.

Expansion of insurance payments, coupled with
supplementary unemployment benefits and other
sources of aid such as food stamps, tend to reduce in-

H1L.onger search time, however, is not necessarily undesirable.
Accepting the first job offer reduces the probability of get-
ing the highest-paying job and lowers one’s wealth compared
to what it would have been had one taken longer to find
other jobs, Thus, taking more time to search for a job may
“pay off” by resulting in higher lifetime eamings.

Page 8

SEPTEMBER 1976

Qutput versus Copacity

Retio S:ale Guartery Tolahs at Annual Rates Ratic Scoke
Billions of Dallues Soasanally Adiusted Billions of Doflars
1600 iy 500
{ ]
1500 ! | 1500
H ; 4////
1400 e Econgmic, Capaeity - - = 1400
fre-ih_—")
/‘/ New Economic
1300 T Sl N _ Capaeily 21100

1209 1200

Real Produc!
i
1100 ! | 1106
Pm;n% Unempioyment Rate Paseent
[]
8 - weve 3
4 -
7 / - 7
[ : - e [
N B v | | 5
L n AL g S S 14
5‘[“ 1 . I T I I ’“]”5
1972 1973 1974 1975 1574 1977 1978

15 Eronemic capadity is sitimoted to have been decracsed by 4.5 percent, reflecring the sffects of
higher energy prices, government (esource end price camrol progroms, and ofier oulenomous
restictions on oggregate produciivity, Mo adjusiment is mada here to *he rofe of growth of cap-
atity, but that too prabebiy has been raduced from the 3.8 percent normally used. See: Denis 5
Kernosky, “The Link Between money and Prices—1971.76 June 1976}

Latest doto ploted: 2nd quarter

centives to look for work.’® Jobs are available even
during periods of highest uneraployment; that is, job
vacancies do not completely dry up, but wages tend
to be unacceptably low in view of alternative pros-
pects. Workers in effect are discouraged from taking
lower paying or less desirable jobs when their cur-
rent spendable income, comprised of tax-free un-
employment insurance payments, is not very different
from their income after taxes derived from work
experience. As a result, unemployment and the
unemployment rate tend to decrease more slowly.

OUTLOOK

Although the unemployment rate has increased in
recent months, its rise is apt to convey a misleading
picture of the state of the labor market and the under-
lying strength of the current recovery. Other factors
reflect a more encouraging economic picture. Indus-
trial production, for example, rose at an annual rate
of 7.6 percent since January of this vear. Real gross
national product increased at a 6.7 percent annual
rate in the first two quarters of 1976,

While the labor force has been growing at an ex-
ceptional rate, so has employment. Since January 1976,

128ee Martin Feldstein, “The Economics of the New Unem-
ployment,” The Public Interest (Fall 1973).
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total employment rose by 1.8 million workers, a 3.6
percent annual rate of increase. In the past year, em-
ployment rose by 3.2 percent. Thus, output growth
has been such that jobs are being provided not only
to those who became unemployed during the reces-
sion, but also to the growing numbers entering the
labor force.

Moreover, more people have been voluntarily seek-

ing other jobs in the past year than was previously the -

case. Approximately 13 percent of those unemployed
in August voluntarily left their jobs to seek better
opportunities, compared to 10 percent of the unem-
ployed eleven months before. Typically, this upward
trend signals increased confidence on the part of
the job leavers that they will be able to find better
jobs.

While job leavers are an increasing share of the
unemployed, job losers and new entrants/reentrants
into the labor force have been a decreasing propor-
tion of the jobless. The number of job losers among
the unemployed declined from 38.5 percent in June
1975 to 49.3 percent in August 1976. New entrants
and reentrants together represented 38 percent of the
unemployed in August, down two percentage points
since January. This downward trend suggests that
the increasing rates of participation, and thus the
strong labor force growth, may be slowing. If this is
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the case, and if output growth continues at generally
expected rates, unemployment is likely to decline.

SUMMARY

With over seven million persons unemployed, the
nation is confronted with one of the highest unem-
ployment rates in recent history. Moreover, when
compared to the average of previous postwar recov-
eries, the unemployment rate has made little progress
toward decline.

One reason for this failing is that the labor force
has grown at a much faster rate in this recovery
than in previous ones. New entrants and reentrants
have shifted the composition of the labor force to-
ward more women and youths, groups which have
higher unemployment rates. In addition, the relatively
high number of unemployed may be maintained due
to incentives for prolonged job search provided by
an expanded system of unemployment insurance
compensation.

Despite the high rate of unemployment, relief may
be in the offing. Growth in employment has been
strong. Confidence in the economy to continue pro-
viding jobs is evident. If increases in labor force par-
ticipation rates decelerate, the expanding economy
should be able to integrate the currently unemployed
into desired jobs.
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