
Questions 

and 

Answers 

Accompanying the rising unemployment rate 

during the current recession are public uncer-

tainties about the measurement and meaning of 

the unemployment rate. Based on his research 

on discouraged workers and part-time workers, 

Business Economist Charlie Carter responds to 

questions about the measurement of unemploy-

ment and its outlook for the rest of the year. 

on Unemployment 
with Charlie Carter 

Q 
In our September/October 1979 
Review, you predicted that, based 
on the data for discouraged 

workers and part-time workers, unemploy-
ment would rise from then until the end of 
1980. How does the situation look now? 

~ Those predictions are turning out 
A to be quite accurate. The national 

unemployment rate reached a 
ow point of 5.6 percent in June of last 

year, gradually rose through March 1980, 
and has increased noticeably thereafter. I 
see no reason to alter my prediction from 
last fall that the national unemployment 
rate could easily get above 9 percent 
before the recession is over. 

Q
DO you see any special character-
istics in the unemployment pat-

tern of the current recession? 
Some analysts, for instance, are saying that 
the U.S. auto industry will be depressed for 
much longer than the rest of the economy. 

Unemployment in the automobile 
industry is largely attributable to 
its inability to adjust to the sharp 

increase in the relative price of energy and 
the shift in consumer preferences to 
smaller fuel-efficient automobiles. This is 
likely to plague the automobile industry 
with under-utilization of capital and 
workers for a period well after repercus-
sions of the current recession are over. 
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You say the number of discour-
• J aged workers (people who are 

not currently seeking work 
)ecause they think they cannot find a job) 

increases during economic contractions. 
H o w long after the low point of a recession 
does it usually take for discouragement to 
decline? 

The lags are short. My research 
indicates that discouraged workers 
begin to reenter the job market 

within one quarter after the recession is 
over (see chart for the pattern of discour-
agement during the last recession). 

Discouragement 
quarter after the 

ypically drops within one 
ecession ends. 
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People who want a job but are not looking for work are categorized by the Bureau of Labor Statistics according to their reasons for not 
looking: (1) school attendance, (2) home responsibilities, (3) ill health, (4) think they cannot find a job (discouraged), and (5) other 
reasons. S ince the number of discouraged workers fluctuates with changes in the working-age population, a more reliable measure is the 
ratio of reason (4) to reasons (1-5). This percentage provides a measure of discouragement of those people who want a job but are not 
currently seeking work. 

Some economists say that discouraged workers should not be 
included in the labor force because they are not really "available" 
for work. Yet, their inclusion would have raised the 1978 unem-

ployment rate f rom 6.0 to 6.8 percent. What other effects result f rom 
excluding discouraged workers from the labor force? 

Q 

Discouraged workers are presently 
\ considered neither employed nor 

unemployed but simply not in the 
abor force. O n e effect of this exclusion is 

that many discouraged workers move from 
not in the labor force directly to employment 
without ever entering the "unemployed" 
category. Therefore, economic upswings 
may not produce immediate improvement 

in measured unemployment. For example, 
the entry of women into the labor force 
during the past few years occurred with 
only gradual reduction in the overall 
unemployment rate, since many of them 
came from outside the measured labor 
force. This experience is likely to be 
repeated in 1982-85 as we recover from the 
1980-81 recession. 
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Q Are there other factors (avail-
ability of welfare payments, 
unemployment insurance, etc.) 

le severity of the recession that 
discouraged" cate-

)esides t 
put a worker into the 
gory? 

T h e empirical findings generally 
A support the view that liberaliza-

tion of welfare benefits and 
expanded coverages under the unemploy-
ment insurance program have had an 
upward effect on the official unemploy-
ment rate. The availability of welfare pay-

ments, for instance, means that people will 
not enter the labor force until market 
wages reach at least that level. Because this 
"reservation wage" has risen with increased 
public assistance programs, more people 
will stay out of the labor force when they 
lose their jobs. However, work registration 
requirements probably have had a small 
upward effect on the full-employment 
unemployment rate (the lowest rate of 
unemployment which will not result in 
increased inflation) and is one important 
reason for the downward rigidity (resistance 
to decline) of the unemployment rate. 

Q
ln your September/October arti-
cle, you said part-time workers 

might be an important clue to 
when unemployment will start to rise. How 
does the "part-time employment ratio" 
behave as the economy comes out of a 
recession? 

A
The part-time employment ratio 
measures the number of part-
time workers who would not 

work full time even if full-time jobs were 
available (voluntary part-time workers) in 
relation to part-time workers who would 
like full-time work but cannot find it (invol-
untary part-time workers). Hours of full-
time workers are usually reduced in 
response to falling demand (actual or anti-
cipated). Therefore, at the early stages of 
business downturns, full-time workers 
become involuntary part-time workers 
faster than voluntary part-time workers 
increase, thereby reducing the part-time 
employment ratio. Such involuntary part-
time workers are treated by the Bureau of 

Labor Statistics in some of its definitions of 
unemployment as "partly unemployed." 
Typically, hours of full-time workers are 
reduced before layoffs. As a result, the 
part-time employment ratio (the ratio of 
voluntary to involuntary part timers) usually 
declines sharply preceding and during 
recessions, as involuntary part-time workers 
(the denominator of the ratio) increase 
more rapidly than do voluntary part-time 
workers (the numerator of the ratio). The 
1980-81 recession is no exception. While 
voluntary part timers outnumbered involun-
tary part timers by a four-to-one margin in 
December 1979, there were less than three 
voluntary part-time workers for each invol-
untary part-time worker in May 1980. Based 
on the behavior of this ratio in past reces-
sions, the magnitude of this decline sug-
gests that the unemployment rate will 
continue to rise for the remainder of 1980 
and into the first half of 1981. The behavior 
of real output in 1980 and 1981, of course, 
will be a very important determinant of 
what happens to unemployment. 
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D o these part-t ime workers 
show up in the unemployment 
rate we usually see quoted? 

Involuntary part-time workers 
Ik are considered unemployed in 

some BLS statistics, but the rate 
usually quoted in the press does not 
include them. By not including these 
workers (who want full-time work but 
cannot find it), the generally quoted 
unemployment rate understates the full 
extent of unemployment. 

Q 
Could the recent influx of refu-
gees have a significant impact on 
the unemployment rate in the 
Southeast? 

A
The influence of Cuban and Hai-
tian refugees coming into the 

country on the national unem-
ployment rate is negligible — probably no 
more than one-tenth of one percent. The 
effect on some cities and demographic 
groups, especially in South Florida, is likely 
to be considerably greater. 0 H 

Q 
Do you think the apparent expan-
sion of the "underground eco-
nomy" could be distorting the 

official unemployment rate? 

A
That unmeasured economic activ-
ity is providing direct and indirect 
income and employment for a 

large fraction of the population is unques-
tionably true. But the degree to which this 
is occurring is still uncertain. 
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