
THE OUTLOOK FOR 
UNEMPLOYMENT 
Discouraged workers and part-time workers, traditionally excluded from labor 
force and unemployment estimates, nevertheless provide important advance 
indications of changes in the overall unemployment rate. Based on the behavior 
of these two measures in the last few recessions, we can expect unemployment 
to rise sharply from now until the end of 1980. 

by Charlie Carter 

The unemployment rate traditionally 
presents a problem in forecasting cyclical 
changes in the economy. Recently, most 
cyclical indicators suggest that we have 
entered or are on the very edge of another 
recession. The index of leading economic 
indicators, real retail sales, industrial 
production, consumer confidence, and 
productivity have all deteriorated since 
the beginning of the year. Yet, except 
for a small increase in July, the overall 
unemployment rate had not increased.1 

(It averaged 5.7 percent in both the first 
and second quarters of 1979.) New es-
timates of the role of discouraged workers 
and part-time workers help explain why 
the unemployment rate typically lags 
behind other indicators at cyclical turning 
points. A better understanding of these 
two measures can provide a more accurate 
outlook for unemployment in the future. 

1 The unemployment rate rose slightly to 5.7 percent in July but jumped to 
6 percent in August. 

THE PROBLEM OF 
DISCOURAGED WORKERS 

The usefulness of traditional indicators 
of labor market conditions, such as labor 
force, employment, and unemployment, 
has long been questioned because the 
indicators fail to account for discouraged 
workers (people who are not currently 
seeking work because they think they 
cannot find a job). Since 1967, the U.S. 
Department of Labor has collected monthly 
statistics on discouraged workers, along 
with other labor market information 
from the monthly household survey. But 
economists disagree on how to use 
these data. Some economists, who see 
discouraged workers as people who have 
exhausted all reasonable methods of searching 
for work, argue that discouraged workers 
should be counted as unemployed. Others 
believe they should not be counted as 
unemployed because they are not actively 
searching for work. The U.S. Department 
of Labor has accepted the latter argument 
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and has counted discouraged workers as 
neither employed nor unemployed. Dis-
couraged workers are simply excluded 
from labor force and unemployment 
estimates, a situation which leaves such 
estimates open to further questions. 

The National Commission on Employ-
ment and Unemployment Statistics also 
addressed this issue. Although the final 
recommendation was not unanimous, the 
Commission recommended that the 
Department of Labor continue to collect 
data on discouraged workers and continue 
their practice of not including such persons 
in the official unemployment figures.2 

THE PROBLEM OF 
PART-TIME WORKERS 

Like discouraged workers, persons who 
usually work part time and are not seeking 
work are not counted as unemployed or in 
the labor force.3 At the very last stage 
of expansions, some part-time workers lose 
their jobs and generally do not search 
for others. If they had been working out 
of economic necessity (economic reasons), 
they would not have had the option of 
leaving the labor force but would have 
stayed and searched for other jobs. That 
would have driven the unemployment rate 
up. But since these workers are simply 
classified as "not in the labor force," this 
flow away from employment does not 
appear in the measured unemployment 
rate. 

HOW CAN DISCOURAGED AND 
PART-TIME WORKERS BE INCLUDED 

IN LABOR MARKET ESTIMATES? 

The Implications of Worker Discourage-
ment. Whether or not discouraged 
workers should be counted in the un-
employed category is still open to 
debate. Our interest, however, is in finding 
a way to use the monthly estimates to ex-
tract meaningful information about how 

discouraged workers perceive current 
labor market conditions. In theory, em-
ployment confidence by persons not 
currently seeking work should be con-
sistent with opinion polls designed to 
measure general confidence aoout job 
availability.4 Actually, since estimates of 
discouraged workers come from a much 
larger sample than other surveys, the 
figures should be more representative of 
current sentiment of the working-age 
population. Another useful implication is 
that these nonparticipants are more in-
clined to seek work when confidence by 
the general population is high. Therefore, 
favorable perceptions by discouraged 
workers could be helpful in explaining 
the large increases in labor force partici-
pation at the latter stage of expansions. 
A final important implication is that the 
availability and confidence of other family 
members in finding work frequently bear 
strongly on consumer spending. 

Measuring Worker Discouragement. 
Everyone wno is not looking for work is 
not necessarily discouraged. People who 
want a job but are not looking are cate-
gorized according to their reasons for 
not looking: (1) school attendance, 
(2) home responsibilities, (3) ill health 
or disability, (4) think they cannot find 
a job, and (5) other reasons. In the second 
quarter of 1979, discouraged workers (cate-
gory 4) numbered 826,000. But since the 
number of discouraged workers fluctuates 
with changes in the number of people in 
the working-age population, a more 
reliable measure of discouragement among 
persons not in the labor force is the ratio 
of reason (4) to reasons (1-5). This ratio 
provides a measure of employment dis-
couragement of those people not currently 
seeking work. 

The table shows the behavior of this 
ratio by race and sex from first quarter 
1970 to second quarter 1979. Discourage-
ment declines during expansions as more 
people outside the measured labor force 
view their chances of finding a job as 

2 For details, see T. Aldrich Finegan, "The Measurement, Behavior and Classi-
fication of Discouraged Workers ," Background paper No. 12 for the National 
Commission on Employment and Unemployment Statistics. 

! To be sure, some discouraged workers are voluntary part-time workers who 
have lost their jobs. 

4 Our empirical test of the relationship between our measure of employment 
confidence and Citibank's measure of employment outlook (for second-half 
1970 through second-half 1978) showed strong support for our belief that 
the two measures are closely related. 
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TABLE 

INDEX OF EMPLOYMENT DISCOURAGEMENT OF NONLABOR 
FORCE PARTICIPANTS, 1970:1-1979:11 

Black and 
Total Male Female White Other Period 

1970:1 15.2 15.9 
II 16.9 19.2 
III 16.7 21.0 
IV 16.7 17.6 

1971:1 17.5 19.3 
II 16.6 16.2 
III 18.2 18.1 
IV 17.5 16.7 

1972:1 18.1 19.8 
II 18.3 18.0 
III 17.2 16.3 
IV 15.5 16.9 

1973:1 14.4 16.5 
II 16.4 16.0 
III 15.1 15.6 
IV 15.4 16.2 

1974:1 15.6 14.6 
II 14.7 17.7 
III 13.3 14.9 
IV 17.5 18.9 

1975:1 21.0 21.5 
II 22.3 23.6 
III 21.1 21.5 
IV 18.5 19.9 

1976:1 18.2 22.4 
II 17.0 18.8 
III 18.1 20.3 
IV 18.3 20.6 

1977:1 17.3 17.4 
II 18.7 17.7 
III 17.5 19.2 
IV 17.5 18.2 

1978:1 16.8 19.7 
II 16.2 18.6 
III 15.6 16.8 
IV 14.5 16.5 

1979:1 13.8 17.4 
II 16.0 17.3 

favorable. It increases during economic 
contractions as the job outlook dims. 
In the first quarter of 1979, the table 
shows that only 13.8 percent of nonlabor 
force participants gave lack of job avail-
ability as their reason for not seeking 
work. However, that measure of dis-
couragement rose sharply in the second 
quarter. 

The Implications of Part-Time Work. 
Along with the discouraged worker, the 
part-time worker is another useful indicator 

18.2 15.0 18.0 
20.1 16.5 17.8 
18.6 16.0 20.6 
20.3 16.5 17.0 
16.8 17.4 18.5 
16.8 15.3 17.7 
18.3 18.7 19.0 
17.8 17.2 20.7 
17.3 17.6 20.4 
18.4 17.5 17.3 
17.6 17.1 18.5 
14.9 14.9 17.8 
13.3 13.7 17.5 
16.6 13.6 22.4 
14.9 15.0 16.6 
15.1 16.3 13.9 
16.0 15.1 17.6 
13.4 14.7 14.0 
12.6 13.3 14.7 
16.9 17.2 19.8 
20.7 19.7 24.6 
21.7 20.1 27.7 
21.0 20.3 25.9 
17.8 17.3 22.9 
16.2 17.5 18.7 
16.2 17.0 16.3 
17.1 17.2 22.6 
17.2 17.9 20.3 
17.3 16.0 21.6 
19.1 17.1 22.0 
16.7 16.7 20.2 
17.1 16.7 20.2 
15.5 15.5 20.9 
15.1 14.7 20.0 
15.0 13.6 22.3 
13.6 13.7 17.6 
12.0 12.8 16.3 
15.5 14.9 18.2 

y 

of turns in the unemployment rate. When 
a significant number of involuntary part-
time workers lose their jobs, the un-
employment rate will finally begin to rise. 
Consequently, reductions in employment 
will directly affect the unemployment 
rate because these persons will continue 
to seek work. With double-digit inflation 
and high debt burden, the percentage 
of involuntary part-time workers com-
pared to part-time workers for non-
economic reasons has increased. As a 
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result, the unemployment rate is likely to 
rise sharply during the current recession. 

Measuring Part-Time Work As a New 
Indicator 01 Confidence. Geoffrey Moore 
of the National Bureau of Economic 
Research has developed a measure of part-
time workers which may be the best clue 
to when the unemployment rate will start 
to rise.5 His analysis shows that the ratio of 
voluntary part-time workers to involuntary 
part-time workers is a useful indicator of 
turns in the unemployment rate. When the 
ratio peaks, the unemployment rate turns 
up, on the average, about eight months 
later. This eight-month lead time between 
peaks in the ratio and increases in the 
unemployment rate is long enough to give 
an early indication of turning points in 
the overall unemployment rate. 

A glance at the last few recessions shows 
how the "part-time employment ratio" 
provided advance indication of the coming 
downturns (see chart). During the 1957-58 
recession, the ratio peaked one year prior 
to the rise of the unemployment rate. 
The lead time was nine months in the 
1960-61 recession, seven months before the 
onset of the 1970 recession, and only six 
months before the beginning of the 1973-75 
recession. As you can see, however, the 
decline in lead time since 1957 suggests 
that the lead time for the next recession 
might be even shorter than six months. 

THE OUTLOOK 
FOR UNEMPLOYMENT 

When we updated Moore's results 
through the second quarter of 1979, we 
foundthat the part-time employment ratio 
peaked in the fourth quarter of 1978. If 
the lead time behaves as it did before the 
last recession, June's unemployment rate 
was the lowest point for the current cycle. 
Thus, the indicator suggests that the un-
employment rate will rise from June to 
about the end of 1980. 

According to this new indicator, in fact, 
unemployment may rise even more than it 
did in the last recession. Evidence suggests 
that the rate increases with the magnitude 

5 Geoffrey Moore, " A New Leading Indicator of Unemployment," Morgan 
Guaranty Survey (November 1978), pp. 12-14. 

of the decline in the part-time employ-
ment ratio. From 1978:1V to 1979:11, for 
example, the ratio fell about 9 percent. 
The ratio fell only 7 percent prior to the 
onset of the last recession, and the un-
employment rate doubled from October 
1973 to May 1975. High inflation, high 
consumer debt, and a higher initial un-
employment rate (5.6 percent vs. 4.6 
percent) could easily push the unemploy-
ment rate over 9 percent before the current 
recession is over. 

After almost four years of steady decline, 
the discouraged worker ratio jumped 
sharply in the second quarter of 1979 
from 13.8 percent to 16 percent. The part-
time employment ratio peaked in Decem-
ber of 1978. These and other indicators, 
including the unemployment rate of adult 
men (up .2 percent in July) and the index 
of help wanted advertising (declining 
since December), clearly suggest that the 
5.6-percent unemployment rate in June 
was the cyclical low point of the unemploy-
ment rate. Joblessness will rise swiftly from 
now until the end of 1980. • 

(Inverted Scale) 

PART-TIME 
EMPLOYMENT 
RATIO 

UNEMPLOYMEi 
RATE 

[-7 . 

- 1 

/V % 

- 2 

Shaded areas indicate business recessions as determined by the 
National Bureau of Economic Research. 

Numbers indicate the length of leads (-) in months preceding business 
cycle peaks (beginning of shaded areas). 

Source: U.S. Department of Labor, Bureau of Labor Statistics. 
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