
MEASURING UNEMPLOYMENT: 
IMPACT OF THE 1978 
CHANGES ON FEDERAL FUNDING
by Yvonne F. Davies and Charlie Carter

W ith  some 16 b illion  Federal dollars 
allocated in fiscal 1977 to  states and 
com m unities largely on the basis o f 
unem p loym ent rates, there is heavy pres
sure fo r accuracy of these statistics. And 
justly so, since every ten th  of a percentage 
p o in t can mean several m illion  dollars 
gained or lost under present a llocation 
form ulas. The Bureau of Labor Statistics 
announcem ent in January 1978 of major 
changes in its m ethods of calculating 
state and local labor forces, em ploym ent, 
and unem p loym ent provoked much 
controversy. In an extrem e exam ple, the 
procedura l change resulted in a 50- 
percent d rop  in tne o ffic ia l unem ploym ent 
rates o f tw o counties in Kentucky w hich 
subsequently lost the ir e lig ib ility  fo r 
Federal assistance programs.

To the extent that tne new m e thod 
ology lowers unem ploym ent estimates in 
some states or areas and raises those 
of o the r states or areas, a red irection  of 
Federal dollars occurs. A t the tim e of 
Congress' annual appropria tion , funds fo r 
many Federal programs are d istribu ted

among local areas according to estab
lished form ulas (see the box). A lthough  
each program  has un ique  crite ria  fo r 
e lig ib ility , several use a 6.5-percent rate 
of unem p loym ent as a cu to ff p o in t fo r 
local fund ing.

The im plications o f the 1978 procedural 
changes Tor the Sixth D istrict states 
m ight best be measured by the volum e 
o f Federal m oney that is funne led  to 
ou r area under legislative acts that use 
unem p loym ent statistics as allocation 
criteria . Since its passage in 1973, the C om 
prehensive Em ploym ent and Training 
Act (CETA) has pum ped $28 b illion  in to  
local econom ies to com bat cyclical 
unem ploym ent na tionw ide. D uring fiscal 
1977, states located in the Sixth D istrict 
alone received $1.1 b illion  and enro lled
367,000 persons in programs established 
by Titles I, II, and VI o f CETA (see Table 1). 
Projects funded by Titles I and II o f the 
Public W orks Em ploym ent Act (PWEA) and 
T itle IV o f the Public W orks and Economic 
D evelopm ent Act (PWEDA) drew  $780 
m illion  to the Sixth D istrict states. In
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FEDERAL OBLIGATIONS IN FISCAL 1977 FOR 
CETA, PWEDA, AND PWEA

(million $)

Comprehensive
Employment Public Works
and Training Employment
Act (Titles 1, Public Act

State II, and VI) Works* (Title II) Total

Alabama 128.0 56.1 15.7 199.8
Florida 364.8 296.1 59.0 719.9
Georgia 212.2 105.5 22.8 340.5
Louisiana 124.2 65.1 27.6 216.9
Mississippi 88.8 46.4 11.3 146.5
Tennessee 150.3 59.6 14.7 224.6

District States 1,068.3 628.8 151.1 1,848.2
United States 8,072.6 6,345.8 1,388.8 15,807.2

'Funded through Title IV of the Public Works and Economic Development Act (PWEDA) and Title I of the Public Works Employment Act (PWEA) 

Sources: Employment and Train ing Adm inistration, Econom ic Development Adm inistration, and O ffice o f Revenue Sharing.

ALLOCATION FORMULAS

The level and/or rate of unemployment play a key 
role in the formulas which allocate CETA, PWEDA, and 
PWEA funds among states and among local areas. Un
der Title I of CETA, 50 percent of an area’s current 
funding is based on its previous year’s allotment, 37.5 
percent on its unemployment level relative to all other 
areas, and 12.5 percent on the number of adults in “ low 
income families” in an area relative to all other areas. 
CETA’s Title II funds are available only to areas of 
“ substantial unemployment,” defined as at least a 6.5- 
percent unemployment rate for a period of three con
secutive months during the fiscal year. Under Title VI of 
CETA, 50 percent weight is given to an area’s level of 
unemployment relative to all other areas, 25 percent is 
restricted to areas of substantial unemployment, and 25 
percent is allocated to areas with an “ excess number of 
unemployed persons” (defined by the Labor Depart
ment as unemployment that exceeds 4.5 percent of the 
labor force). Title I of PWEA places 65 percent weight on 
the level of unemployment and 35 percent on the rate of 
unemployment. PWEA’s Title II funding is based on a 
state’s or area’s excess unemployment percentage. 
Financial assistance through PWEDA is for areas of 
substantial unemployment only. In addition to these 
acts, preference in bidding on Federal procurement 
contracts is given to companies located in labor surplus 
areas. To be eligible, an area must have an unemploy
ment rate that is at least 6 percent and equal to 1.2 times 
the national rate.

fiscal 1977, the D istrict claim ed $1.8 b illion , 
o r 12 percent, o f unem ploym ent-based 
fun d in g  in the nation.

W ill states in the Sixth D istrict continue  
to  receive the same share of Federal 
allocations? The answer depends on 
how  much the new estim ating techn ique  
changes the ir unem p loym ent figures 
relative to o the r states' jobless statistics. 
Because of the nature o f fund ing  a lloca
tion , an exact de te rm ina tion  o f tne 
e ffect on D istrict fund ing  cannot be made 
w ith o u t a 50-state analysis. However, 
by exam ining how the new procedures 
affect D istrict unem p loym ent rates, 
some inferences can be drawn.

Why Change Procedures? In view  of 
the po litica l im p lications o f any change in 
unem p loym ent estimates, w hy was a 
d iffe re n t set o f procedures established? 
Perhaps the main reason was to  cut 
dow n year-end revisions o f statistics that 
the o ld  m e thodo logy required. Previously, 
when annual averages o f state data from  
the Current Population Survey (CPS) 
became available in February, the previous 
year's m on th ly  estimates had been
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MAGNITUDE OF THE 1977 
BENCH MARK REVISIONS

Percent Change In 
Employment Unemployment

State Level Level

Alabama 0.0 +25.9
Florida -1 .4 + 16.4
Georgia 0.0 + 9.8
Louisiana +5.0 + 1.0
Mississippi -2 .6 +21.6
Tennessee 0.0 +22.8
District States + 0.2 + 15.4
United States 0.0 + 11.5

Source: Department of Labor, Bureau of Labor Statistics.

revised to confo rm  w ith  the new in fo r
m ation. This adjustm ent was called “ bench 
m ark ing ." Table 2 shows the m agnitude 
o f the 1977 bench mark revisions. The 
revised unem ploym ent figures fo r the 
nation averaged 11.5 percent above those 
o rig ina lly  reported . Revisions o f state 
unem ploym ent estimates varied con 
siderably, ranging from  none in O h io  and 
New M exico  to  43 percent in Nebraska. 
Alabama, Tennessee, and Mississippi 
statistics required  revisions in excess 
o f 20 percent. On average, unem ploym ent 
num bers fo r the six D istrict states were 
revised upward by 15.4 percent, raising 
the D istrict's 1977 jobless rate from  6.4 
to  7.3 percent. Chart 1 illustrates how  the 
o rig ina lly  published unem p loym ent rates 
o f D istrict states were affectea by 1977 
year-end bench mark revisions.

A lthough  these bench mark revisions 
were necessary to  make the estimates 
m ore accurate and com parable among 
states, the tim e lag and the size of the 
revisions generated concern among state 
and local officials w ho keep a w atchfu l 
eye on unem p loym ent statistics. Revisions 
proved very unpopu la r, especially if 
they occurred after funds had already been 
allocated fo r the year.

Besides reducing the size of year-end 
revisions, the 1978 procedura l changes 
were designed to  overcom e tw o o tne r

Revised
Estimate

Original State 
Estimate

Tenn

'Not seasonally adjusted.

CHART 1

A major drawback of the old procedure was the 
size of year-end revisions required to assure ac
curacy and comparability of data. Significant 
upward revisions were made in four District states 
in 1977.

UNEMPLOYMENT 
RATE *(% )

Ala.
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basic problem s inherent in the old 
procedures, which required all states 
to  derive estimates from  a variety o f 
inpu t data * O ne was that much of the 
inpu t data was outdated. The p rob lem  was 
com pounded  in the calculation of 
unem p loym ent statistics fo r substate 
areas, w hich were estimated by using 
statistical relationships from  the 1970 
Census of Population. Now, a few  large 
states take the ir figures d irectly  from  
the m on th ly  CPS and avoid the detailed 
calculations entire ly . Smaller states and 
local estimates developed by the new 
m ethodo logy should now be m ore 
accurate, since they incorpora te  more 
recent in fo rm a tion . A second drawback 
of the o ld m ethod was that because of 
the d ifferences in state laws, there was 
a lack of u n ifo rm ity  in the coding, 
co llec tion , and tabula tion of the unem 
p loym ent insurance claims data that fed 
in to  the calculations. Under the new 
procedure, the qua lity  of the claims data 
has been im proved, as states revamped 
the ir data-gathering processes. The 
changes should help make unem ploym ent 
estimates com parable from  state to 
state and bring state and area estimates 
m ore closely in line w ith national statis
tics. (See the box fo r a summary o f the 
m ajor changes that went in to  effect in 
January 1978.)

Impact on District Estimates. Am ong 
the D istrict states, Florida w ill be the only 
state to make d irect use of CPS labor 
force data. The o the r five states w ill con 
tinue  to use the Handbook M e thod , 
adjust the ir estimates annually to confo rm  
to  CPS annual averages, and extrapolate 
adjustments in to  the current year using 
a s ix-m onth m oving average ratio.

D eterm in ing  the effects o f these 
procedural changes on em ploym ent, 
unem ploym ent, and unem ploym ent rates 
was ham pered by a break in the series 
at year-end 1977. The old procedure 
ended w ith  the Decem ber 1977 estimates, 
and the January 1978 estimates were made 
using the new procedures. Because of the 
lack o f an overlap period, we constructed

1978 CHANGES IN PROCEDURE

The 10 most populous states (California, Florida, 
Illinois, Massachusetts, Michigan, New Jersey, New York, 
Ohio, Pennsylvania, and Texas) and two large 
metropolitan areas (Los Angeles-Long Beach and New 
York City) now make direct use of monthly data from the 
Current Population Survey (CPS), since their samples 
are large enough to generate reliable monthly es
timates. Prior to 1978, 30 metropolitan areas were in
dependently adjusted to CPS bench marks; now, except 
for Los Angeles-Long Beach and New York City, they 
will be linked to state CPS estimates. The remaining 40 
states and the District of Columbia continue to use the 
old procedure (the 70-Step Handbook Method of es
timating monthly unemployment) and annually bench 
marking to the state average CPS level. However, a 
change has been made in the way that state Handbook 
estimates are linked to the CPS for extrapolation into 
the current year—the Handbook estimates of employ
ment and unemployment are adjusted using a six- 
month moving average ratio. This ratio, which changes 
monthly, replaces the previous fixed factor which 
related the December CPS estimate to the December 
Handbook estimate.

The quality of claims data from state unemployment 
insurance programs has been improved. Claimants are 
now counted by county of residence and not by county 
where claims are filed; duplicate counting of claims has 
been eliminated; and only claimants without earnings 
during the survey week are counted.

A more current “employment residency” ratio is now 
used to adjust nonfarm wage and salary employment 
from “ place of work” to “ place of residence.” Eligibility 
for Federal funding is determined by the resident unem
ployment rate. The new residency-adjustment factors, 
which will be prepared annually for all counties, replace 
the previous fixed factors based on the 1970 Census.

To make county estimates, states now use the claims 
data and current population data rather than the eight- 
year old Census relationships. The new method of dis
aggregating to the county level, mandatory if states 
process claims data by county of residence, requires a 
population-based disaggregation of employment and a 
claims-based disaggregation of unemployment.

‘ Each state followed a technique consisting of a series of computational 
steps. Described in a 1960 publication called the Handbook on Estimating 
Employment, it became known as the Handbook Method.

a parallel series by recalculating 1977 
em ploym ent and unem p loym ent data 
using the new six-m ontn m oving average 
approach. The constructed series (see 
Table 3) shows what em ploym ent, unem 
p loym ent, and unem p loym ent rates w ou ld  
nave been had the new procedure  been 
in e ffect in 1977. O the r changes e ffective 
in January such as the new unem p loym ent 
insurance data could  not be inc luded, 
since there were no data co llected under 
the new system p rio r to 1978.

The constructed series verified  that the 
s ix-m onth m oving average approach 
provided a closer approxim ation  of the
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COMPARISON OF VARIOUS UNEMPLOYMENT STATISTICS 
FOR THE SIXTH DISTRICT STATES, 1977 ANNUAL AVERAGES

Series Alabama Florida Georgia Louisiana Mississippi Tennesse<

(thousands)
Labor Force:

Originally Published Series 1,516.3 3,524.3 2,232.5 1,497.5 975.5 1,870.3
Constructed Series* 1,521.9 * * 2,269.2 1,527.6 968.6 1,910.0
1977 Bench Mark Series 1,534.0 3,520.0 2,259.0 1,568.0 964.0 1,906.0

Employment:
Originally Published Series 1,425.7 3,276.1 2,090.7 1,389.6 917.1 1,772.7
Constructed Series* 1,410.1 ** 2,105.9 1,421.8 899.8 1,796.0
1977 Bench Mark Series 1,420.0 3,231.0 2,103.0 1,459.0 893.0 1,786.0

Unemployment:
Originally Published Series 90.6 248.3 141.8 107.9 58.4 97.6
Constructed Series* 111.9 ★ * 163.3 105.8 68.7 114.0
1977 Bench Mark Series 114.0 289.0 156.0 109.0 71.0 120.0

Unemployment Rate: (percent)
Originally Published Series 6.0 7.0 6.4 7.2 6.0 5.2
Constructed Series* 7.4 ★ ★ 7.2 6.9 7.1 6.0
1977 Bench Mark Series 7.4 8.2 6.9 7.0 7.4 6.3

* Calculated from  unpublished data using the six-month moving average procedure. 
** Not applicable to state of Florida, since this state uses CPS data directly.

Sources: State Employment Security Agencies and Bureau of Labor Statistics.

final bench mark revisions than did the 
constant factor m ethod used in the 
o rig ina lly  published series (see Chart 2). 
The constructed series closely fo llow ed  
the CPS bench marked figures; there fo re, 
had the new m ethod been used in 1977, 
it w ou ld  have v irtua lly  e lim inated the 
year-end revisions.

The m ajor effect of the six-m onth 
m oving average approach was a substantial 
increase in unem p loym ent levels over 
those o rig ina lly  published fo r all states 
except Louisiana (see Chart 3). Since 
labor force estimates increased only 
slightly, the "n e w "  unem ploym ent rates 
were h igher in all states except Louisiana. 
The rise in unem ploym ent rates ranged 
from  e igh t-ten ths of one percent in 
Georgia and Tennessee to  one and fou r- 
tenths of one percent in Alabama. Since 
unem ploym ent rates appear to  be 
h igher under the new procedures in

fou r of five states, the D istrict states 
should be in a better position to draw 
CETA, PWEA, and PWEDA funds.

More Changes to Come. The 1978 
changes are on ly the first phase of a five- 
year program  designed to im prove state 
and area labor force data. The Labor 
D epartm ent had planned u ltim ate ly  fo r 
all states to  use m onth ly  CPS data d irectly  
w ith o u t fu rthe r adjustm ent, but the 
President's O ffice  of M anagem ent and 
Budget declined to recom m end funds 
fo r a m on th ly  program . In the m eantim e, 
the system of estim ating state labor 
force and unem p loym ent data w ill be a 
hybrid , w ith  some states using m on th ly  
CPS data d irectly  w h ile  others use CPS 
data as bench marks and extrapolate 
in to  the curren t year.

The present system of measuring 
em ploym ent and unem p loym ent is being 
evaluated by the National Commission
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CHART 2

The constructed series for the 5-state District 
followed closely the CPS bench marked figures.

UNEMPLOYMENT 
RATE * (%)

mmm Constructed Series 
(New Procedures)

Originally Published Series 
(Old Procedure)

■ 1977 Bench Mark Revisions

5-State Total

.......I I I I 1 I I I 1 I ■

J F M A M J  J A S O N D  

1977
*Not seasonally adjusted.

on Em ploym ent and U nem ploym ent 
Statistics. Public hearings have been held 
in each region of the country. From 
th e ir findings, Commission members 
w ill make recom m endations fo r changes 
to  the President and the Congress.

The ch ie f critic ism  of the present 
system is that the unem ploym ent sta
tistics it produces are not an adequate 
measure of econom ic hardship—the role 
they 're  now  playing in the a llocation 
o f Federal dollars. The significance of the 
unem p loym ent rate as a measure of 
econom ic suffering has been reduced 
over tim e. The adverse im pact of being 
out o f w ork has been cushioned by the 
presence of tw o  wage earners in the 
m ajority  o f fam ilies and by financial 
assistance th rough  social programs, i.e., 
unem ploym ent insurance, food  stamps, 
and welfare. In view of the shortcom ings, 
the C om m ittee  may recom m end s ign ifi
cant changes in the way unem p loym ent 
is defined and estimated. hlowever, the 
u ltim ate decision remains w ith  the 
Congress.

(New Procedures)

Originally Published Series 
(Old Procedure)

Tenn.

'Not seasonally adjusted.

CHART 3

With the exception of Louisiana, unemployment 
rates in these District states would have been 
significantly higher if the new procedure had been 
in effect in 1977.

UNEMPLOYMENT 
RATE *(% )

Constructed Series

■\
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Summary. The new procedures used 
to  estimate em p loym ent and unem p loy
m ent fo r states and areas have far- 
reaching im plications. By making use 
o f m ore cu rren t in p u t data, im proving  
the qua lity  o f unem p loym ent insurance 
claims data, and reducing year-end 
revisions, the new m ethodo logy should 
make labor force estimates m ore accurate 
and, there fo re , must be viewed as 
favorable. On the o the r hand, it w ill 
mean h igher unem ploym ent rate esti
mates fo r some areas and reductions 
fo r others, red irecting  the d is tribu tion  
o f Federal dollars fo r jo b  creation p ro 
grams to states and local areas. In the 
Sixth D istrict, the new procedures 
generate h igher cu rren t estimates of 
unem ploym ent. This may mean a larger 
chunk o f Federal funds fo r the D istrict, 
but its labor markets and econom y look 
worse. Because of the problem s encoun
tered in using unem ploym ent statistics

to  ind icate econom ic hardship, the fu tu re  
may bring m ore relevant crite ria  fo r 
a llocation o f funds am ong local areas. ■
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