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Coping With 
U nemployment

By John J. Seater*

The overall unemployment rate is a 
favorite indicator of the economy’s health. 
A low rate is viewed as a sign that the 
economy is vibrant and well, whereas a 
high rate is considered a signal of economic 
anemia. This single percentage figure, 
however, doesn’t show who it is that 
unemployment hits. Nor does it tell us about 
the economic condition of those who are 
unemployed. And as an indicator of the 
business outlook it’s often ambiguous 
because, contrary to popular belief, it 
sometimes rises when the economy is 

* improving and falls when the economy is 
sagging. Thus it seems worthwhile to take a 
fresh look at the unemployment rate to see 
what it tells us about the overall state of the 
economy and how it might be affected by 
government policy actions.

*The author, who joined the Philadelphia Fed’s 
Department of Research in 1974, holds a Ph.D. from 
Brown University. He specializes in macroeconomics 
and monetary theory.

THE UNEMPLOYMENT RATE: WHAT IT 
MEANS

Getting a grip on the amount of unem
ployment in the economy is no easy task. 
There’s no feasible way to add up all the 
people in unemployment lines, so the 
unemployment rate is calculated from a 
sample rather than a complete head count. 
An individual is considered unemployed if 
he does not have a job and is looking for one 
or if he has been laid off from work and is 
waiting to be recalled. Aside from those 
waiting for recall, people without jobs and 
not looking for them are classified as 
nonparticipants in the labor force (the labor 
force is the sum of employed and unem
ployed individuals); housewives, children, 
and retired people provide the usual exam
ples of nonparticipation. The Bureau of 
Labor Statistics (BLS)—the agency respon
sible for collecting labor-market data—has 
detailed guidelines for deciding whether 
someone is unemployed (see Box). Armed 
with these guidelines, fieldworkers go out
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BOX

ARE YOU EMPLOYED?

The Bureau of Labor Statistics has detailed guidelines* for deciding who is employed, 
unemployed, and not participating in the labor force.

Employed. Employed people are all those who, during the week of the survey,
(a) Did any work at all as paid employees or in their own business or profession, or on their 

own farm, or who worked 15 hours or more as unpaid workers in an enterprise operated 
by a member of the family; or

(b) Did not work but had jobs or businesses from which they were temporarily absent 
because of illness, bad weather, vacation, labor-management dispute, or for personal 
reasons, whether or not they were paid by their employers for the time off, and whether or 
not they were seeking other jobs.

Unemployed. Unemployed people are those who did not work during the survey week, made 
specific efforts to find a job within the preceding 4 weeks, and were available for work or would 
have been available during the survey week except for temporary illness. Also included as 
unemployed are those who did not work at all, were available for work, and

(a) were waiting to be called back to a job from which they had been laid off, or
(b) were waiting to report to a new wage or salary job within 30 days.
Nonparticipating. People not participating in the labor force are all those in the population

who are not classified as employed or unemployed.

*These guidelines apply only to individuals 16 years of age and older. Younger teenagers are excluded 
from the survey.

and survey randomly selected households 
across the nation. Once the data are 
collected, the BLS can compute the percen
tage of people surveyed who are in the labor 
force but unemployed, and this percentage 
is the unemployment rate. Multiplying the 
total population figure by the survey 
percentages gives the total numbers of 
employed, unemployed, and nonparticipat
ing individuals. Changes in both rates and 
totals are watched closely by economic and 
business analysts, but these changes some
times don’t carry any clear message.

An Ambiguous Signal. The unemploy
ment rate can rise for either of two reasons. 
People can leave employment (on their own 
initiative or otherwise) and become unem
ployed, in which case we normally would be 
justified in saying that the economy had 
fallen into a slump and was not in the best of 
health. The unemployment rate can rise

also, however, if employment is constant 
but nonparticipants begin looking for jobs. 
Indeed, most economic recoveries go 
through a stage in which employment and 
the unemployment rate go up simultaneous
ly: employment rises because unemployed 
people find jobs, but the unemployment rate 
rises too because nonparticipants are en
ticed by the recovery to enter the labor force 
and begin seeking jobs. In such a case, a rise 
in the unemployment rate gives a false 
signal. The economy is improving, but the 
unemployment rate rises anyhow.

When times are bad, consumers and 
investors cut back on their spending. Then 
producers can’t sell as much as they’d like to 
produce and they lay off workers. Unem
ployment rises and the people who are laid 
off lose income. But a rise in the unemploy
ment rate carries with it more than just 
declines in income because of job loss. Even
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those who do not become unemployed may 
suffer through shorter hours or reduced 
advancement opportunities. Also, a higher 
unemployment rate typically brings pro
longed unemployment to those who are put 
out of work. In sum, the unemployment rate 
must be used carefully as a measure of 
economic health.

Side Effects: More Than Job Loss.
Because it reflects only job loss and not side 
effects, the unemployment rate may fail to 
convey the gravity of the situation when 
times are bad. A look at the accompanying 
Chart shows that when unemployment 
rates are high, the unemployed remain out 
of work for longer periods of time. For ex
ample, the average duration of unemploy
ment in April 1969, when unemployment 
was low, was 9.2 weeks, whereas in April 
1975, when unemployment was extremely 
high, average duration was up to 14.7 weeks 
and still climbing. So as the unemployment 
rate rises, unemployed workers can expect a 
longer wait before they begin earning 
income.

The Chart reveals also that when unem
ployment spreads, so does a shorter work
week. In April 1969, for example, the unem
ployment rate was at the uncommonly low 
level of 3.5 percent and average weekly 
hours stood at 37.8. By contrast, in April 
1975, the unemployment rate was an unusu
ally high 8.9 percent and average weekly 
hours had fallen to 35.9, almost exactly two 
hours less than the 1969 figure. When one 
considers that many employees suffered no 
reduction in hours at all, it becomes clear 
that the shortening of hours for those who 
worked less was considerably greater than 
the average drop. Clearly, even many 
workers who remained employed during 
the 1975 recession suffered a considerable 
dollar income loss through reduced hours.

There are other consequences. For one 
thing, a long spell of unemployment may be 
so discouraging to some people that they 
stop looking for work and drop out of the 
labor force altogether. These individuals

are not counted as unemployed because 
they are not looking for work; consequently, 
the unemployment rate may understate the 
severity of a recession. Also, long spells of 
unemployment tend to discourage or pre
vent workers from improving or even main
taining their skills so that, even when they 
do find a job, they are less productive than 
they otherwise would have been. Other 
possible outcomes of long spells of unem
ployment that many people mention and 
that may have adverse consequences of
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their own for society are embitterment and 
alienation.

Thus a rise in the unemployment rate 
means more than just losses of jobs, even 
though job loss probably is the most serious 
consequence for most people.
WHO IS OUT OF WORK

The unemployment rate figure tells us 
what percentage of the labor force is out of 
work, but it doesn’t say whether the unem
ployed are young or old, male or female, rich 
or poor, white or nonwhite. And since pol
icy actions that tend to bring down unem
ployment among people with some combi
nations of these traits might drive up the 
unemployment rate for others, it’s helpful to 
classify members of the labor force by these 
(and other) traits.

Age. At any given overall unemployment 
rate, younger labor force participants suffer 
a higher unemployment rate than older 
participants (see Table 1). Indeed, the rate 
for teenage participants is about six times 
that for the oldest group of participants. To

TABLE 1*

YOUTHS, WOMEN, AND NONWHITES HAVE 
RELATIVELY HIGH UNEMPLOYMENT RATES . . .

Race Sex Age
Group Unemployment 

Rate (percent)

W M 16-19 12.24
w M 20-24 6.61
w M 25-64 2.24

w F 16-19 13.04
w F 20-24 6.66
w F 25-64 3.62

NW M 16-19 24.35
NW M 20-24 11.39
NW M 25-64 4.01

NW F 16-19 31.57
NW F 20-24 14.12
NW F 25-64 5.58

‘ Percentages are 1968-71 averages.
SOURCE: Adapted from George L. Perry. "Unemployment
Flows in the U.S. Labor Market," Brookings Papers on Economic 
Activity 2 (1972), pp. 245-292.

some people, the higher teenage rates are 
shocking, and the disparity between rates 
for young and old suggests a failure of the 
economic system to provide equality. A 
closer look at the reasons for unemploy
ment, however, suggests that the high teen
age unemployment rates have at least two 
simple explanations that should shock no 
one.

The first has to do with the minimum 
wage. Teenagers generally are low-skilled 
workers. Thus an employer will be willing 
to hire them only if he can pay them a low 
wage commensurate with their low level of 
skill. Such a wage, however, may be below 
the minimum wage required by law and 
therefore is not permitted. In this case, the 
employer must choose either to pay a wage 
higher than he would like or to forego hiring 
entirely. Some employers undoubtedly 
choose the latter alternative. Thus many 
teenagers find employment closed to them 
because the minimum wage law prohibits 
their being paid a wage in line with their 
low skill.

The second explanation has to do with the 
characteristics of teenagers as members of 
the labor force. Looking at Table 2 we see 
that a very large percentage of unemployed 
teenagers are new entrants into the labor 
force: they have entered the labor force only 
recently and are looking for their first jobs. 
This percentage is 10 to 30 times that for 
prime-age workers (ages 20 to 65) and 
constitutes a third to a half of all teenage 
unemployment. Upon reaching the legal 
minimum working age or finishing high 
school, teenagers who want to start work 
rather than go on to college must spend 
some time searching for a job. While thus 
engaged, they are classified as unemployed. 
Clearly, many teenage participants will not 
have had the opportunity to work before, 
either because they were too young or 
because they were in school. Thus we 
should expect teenagers in the work force to 
have above-average unemployment rates 
and to be new entrants, and this is exactly 
what we observe. It doesn’t follow neces-
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TABLE 2*

. . .  BUT DIFFERENT GROUPS ARE UNEMPLOYED 
FOR DIFFERENT REASONS

Group Unemployment Breakdown (percent)t

Race Sex Age
]ob

Losers
Job

Leavers
New

Entrants Reentrants

W M 16-19 21 12 32 35
W M 20-24 43 17 7 33
w M 25-64 72 13 1 14

w F 16-19 13 11 46 31
w F 20-24 25 22 8 45
w F 25-64 44 14 3 40

NW M 16-19 21 11 31 37
NW M 20-24 53 15 8 24
NW M 25-64 72 11 1 15

NW F 16-19 11 9 44 36
NW F 20-24 27 16 12 44
NW F 25-64 40 15 4 41

‘Percentages are 1968-■71 averages.
fThe last four columns in this table break down the Group Unemployment Rate percentages given in Table 1. 

Only the last two columns in the present table—New Entrants and Reentrants—are discussed in the text. But 
the other two are interesting because they show that, on average, unemployed members of some groups tend to 
have lost jobs much more than unemployed members of other groups. The big losers are not teenagers or 
women but mature males in the 25-64 age group, and the percentage is the same for white and nonwhite 
members of this group. The big leavers—those who choose to be unemployed—are in the 20-24 age group; the 
percentage is highest for white females, followed by white males, nonwhite females, and nonwhite males. 
SOURCE: Adapted from George L. Perry, "Unemployment Flows in the U.S. Labor Market," Brookings
Papers on Economic A c t iv i ty  2 (1972), pp. 245-292.

sarily that nothing should be done about 
higher teenage unemployment rates, but 
they should not be considered abnormal as 
long as the labor market is structured in the 
current way.

Sex. Looking back at Table 1, we see that 
women generally suffer somewhat higher 
unemployment rates than men. Again, some 
people find in this disparity evidence of 
discrimination and lack of equal treatment. 
But care must be exercised in rendering 
such a judgment based on unemployment 
figures alone. Given the role women histori
cally have played in the labor force, we 
should expect them to have above-average 
unemployment rates. In the past it has been 
more likely for a female than for a male 
participant to be a secondary worker—that 
is, one who is not the household’s primary

source of income. Secondary workers 
generally are more likely to leave and 
reenter the labor force, working because 
they feel like it or because of transitory 
needs. Such behavior results in higher 
unemployment rates because it requires the 
participant to spend time searching for a job 
each time he or she reenters the labor force. 
Thus, because women have tended to be 
secondary workers more than the average, 
we should expect them to have above- 
average unemployment rates and to show 
up as reentrants—and they do. The percen
tage of unemployed women who are reen
trants is about twice that for men. As more 
women become primary workers, we would 
expect their unemployment rates to drop 
relative to males’. Thus we must be careful 
in using unemployment data as firm evi-
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dence of sexual discrimination at present.1
Income. A recent study by Edward 

Gramlich has shown that an increase in the 
unemployment rate has much greater ef
fects on low-income than on high-income 
earners.2 * Low-income earners suffer higher 
unemployment, greater losses of working 
hours, and greater percentage reductions in 
earned income.

Gramlich finds that a one-percentage- 
point increase in the unemployment rate 
causes an average annual loss among the 
lowest income earners of about 35 working 
hours, or about one workweek in a year. 
Among the highest income earners, the 
average loss is about 18 hours. These 
figures lump all groups together—those 
who become unemployed and thus lose all 
their working hours with those who lose no 
hours at all. Because many workers suffer 
no loss at all, it is clear that those low- 
income earners who do lose hours must lose, 
on average, more than 35 hours a year, 
possibly very much more.

Gramlich finds also that a one-percent- 
age-point increase in the unemployment 
rate causes about a 4-percent loss in earned 
income among low-income families com
pared to about a 1-percent loss among high- 
income families. Again, these are average 
figures, so the average losses for those who 
actually do lose something are higher.

It seems clear from Gramlich’s work that 
even in absolute dollar terms the poor 
would suffer more from unemployment 
than others do if it weren’t for government 
transfer payments. This distributional 
aspect must be kept in mind when one 
attempts to compute the costs of unemploy
ment.

■This is not to say there is no sexual discrimination. 
The point is simply that one must be careful in testing 
for discrimination. A more appropriate test than 
merely looking at unemployment rates might be to 
compare wages of equally qualified male and female 
workers in identical jobs.

2See Edward Gramlich, “The Distribu 
of Higher Unemployment”, Brookin
Economic Activity 2 (1974), pp. 293-34

Race. It’s clear from Table 1 also that 
nonwhites experience higher unemploy
ment rates than whites. In every age and 
sex category, nonwhite unemployment is 
higher than white—usually about twice as 
high. Furthermore, there is evidence that 
nonwhites suffer greater income losses than 
whites for any given increase in the 
aggregate unemployment rate. Gramlich 
finds that families headed by black males 
suffer income losses approximately twice 
as great as those experienced by families 
headed by white males. Even among fami
lies of the same income level, black ones fare 
worse in recession, on average, than white 
ones.

It seems incontestable that one cause of 
this disparity is racial discrimination. 
Gramlich finds, however, that the most 
important factor in explaining the differen
tial of income loss is not race per se but 
rather the relatively low income level of 
black households. How much of this income 
differential is caused by current discrimi
nation, such as restricted entry into unions 
and unfair hiring practices, and how much 
is caused by the residual effect of past 
discrimination, such as inferior schooling? 
So far, no one knows the answer. But in any 
event, Gramlich’s findings suggest that if 
black income, or at least black earning 
potential, could be brought into rough 
parity with that of whites, much of the 
black/white differential effect of high 
unemployment rates would disappear.

In short, there is much more to the 
unemployment picture than the unemploy
ment rate tells us. Unemployment is distrib
uted unevenly to people of different ages, 
sexes, income levels, and races. Thus 
policies designed to bring down the overall 
rate will affect different people in different 
ways, and policies to reduce unemployment 
for some may tend to increase unemploy
ment for others. Broad-based policies aimed 
at total economic activity may not take care 

^of adjusting the distribution of unemploy
ment; for that, speciallly tailored programs 
ajpe required.
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KINDS OF UNEMPLOYMENT
The unemployment rate fails to reflect not 

only the distribution of unemployment but 
also the kinds of unemployment, each of 
which has its own causes and remedies.

Even in the best of times, some people are 
counted as unemployed because they’re 
looking for their first job or have quit their 
former jobs and are looking for something 
better. Those who pass up low-paying jobs 
to search for higher paying or more enjoy
able jobs are the frictionally unemployed.

Again, even in the best of times, some 
people get laid off because of structural 
changes in the economy. For example, if 
consumers decide to buy more TV sets and 
fewer books, some book editors will lose 
their jobs and more electrical workers will 
be hired. Such structural changes occur 
continually, and it takes time for the newly 
unemployed to find jobs. These people are 
the structurally unemployed.

When the number of frictionally and 
structurally unemployed equals the number 
of job vacancies in the economy, unemploy
ment is said by some economists to be at its 
natural rate and the economy to be at full 
employment.3 There are enough jobs around 
for the unemployed, but the unemployed 
have not yet sorted themselves out and 
found the appropriate jobs.

When the total demand for the economy’s 
goods and services falls below the sum of 
everything businessmen want to produce, 
we have cyclical unemployment. If con
sumers decide to save more and buy fewer 
automobiles, for example, auto producers, 
finding their cars unsold, will lay off 
workers. Such layoffs may not be matched 
by new vacancies elsewhere in the econ
omy, however, because demand is not 
merely shifting from one market to another 
but rather is decreasing in the total of all 
markets. Thus, when total demand for 
goods and services falls below total supply,

3Thus, full employment is not the same as no 
unemployment.

the number of unemployed exceeds the 
number of vacancies. It is this type of unem
ployment that broad-based fiscal and 
monetary policies are aimed at.4

WHAT CAN GOVERNMENT DO?
Government may be able to eliminate 

cyclical unemployment by using monetary 
and fiscal policy to stimulate the total 
demand for goods and services. As demand 
rises, producers hire idle labor. Many 
economists believe, however, that once 
unemployment falls to the natural rate (the 
sum of the functional and structural unem
ployment rates), government cannot perma
nently reduce it further with aggregate 
monetary and fiscal policy. If these econo
mists are right, attempting to do so would 
cause unemployment to fall temporarily 
and then rise back to its natural rate 
accompanied by a permanent rise in the rate 
of inflation.5 According to this view, once 
unemployment has reached the natural rate, 
the only way to lower unemployment over 
the long haul is to reduce the natural rate 
itself. This could be done with job training 
programs, permanent public works pro
jects, and information services that help the 
unemployed locate available jobs. Should 
such programs aimed at reducing the 
natural rate be undertaken? This may seem 
to be a strange question. After all, unem

4It is possible also that total demand will exceed 
what businesses plan to produce and the economy then 
will suffer from cyclical overemployment (vacancies 
outnumber the frictionally and structurally unem
ployed). To prevent inflation, the government then 
should pursue restrictive policies to restrain the pace 
of aggregate demand. Thus, the purpose of monetary 
and fiscal policy is to prevent unemployment from 
deviating from the natural rate in either direction.

5Actually, there is considerable controversy in the 
economics profession regarding the natural rate of 
unemployment. Many economists would disagree with 
part or all of the view expressed in the text. For a more 
detailed discussion of these issues, see John J. Seater, 
“A Perspective on Stagflation,” Business Review, 
Federal Reserve Bank of Philadelphia, May 1975, pp. 
19-30.
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ployment is bad, so programs to reduce it 
must be good, right? Not necessarily.

Attacking Unemployment. At the natural 
rate, a major cause of unemployment is lack 
of information. The jobs are out there, but 
the people who are looking for them don’t 
know where they are or what the going 
wage is. They may not even know just what 
kinds of jobs are available. Employers, 
similarly, have vacancies but have to look 
for suitable employees and must figure out 
just what to pay them. It takes time for 
employers and employees to get sorted out. 
This time could be shortened if employers 
or employees were willing to invest more 
time and money in training programs, 
information dissemination and collection, 
and so on. The fact that they don’t invest 
more time and money suggests that they 
don’t find it worthwhile to do so—the costs 
exceed the gains.

Consider, for example, an apparel worker 
whose job has been eliminated. Among 
other choices, this worker can either start 
searching for another job right away or go 
back to school and learn a new skill. Going 
to school would cost money for tuition and 
would require her to forego any income she 
could earn by finding a job instead of 
attending school. Suppose this worker 
decided to start searching right away after 
calculating that the costs of school exceed 
the benefits. She may have miscalculated; 
maybe school would be the right choice in 
her case. But she collects as much informa
tion as she can about the apparel industry 
and alternative industries and then makes 
her best guess as to where her prospects lie.

Now suppose the government decides to 
reduce unemployment by subsidizing train
ing programs and paying part of the 
unemployed apparel worker’s tuition if she 
decides to go to school. By reducing the cost 
of going to school in this manner, the 
government will entice some apparel 
workers to go to school who otherwise 
would not have gone, and unemployment 
will be reduced.

This seems like good policy, but is it? To 
justify such intervention, some would 
argue, we must assume that people in 
government are better judges of how 
resources should be allocated than are 
private individuals, each acting in his own 
interest. The government administrators 
would have to know better than the 
unemployed apparel worker, for instance, 
that the proper thing for unemployed 
apparel workers to do is to go to school. 
Thus, from a pure efficiency point of view, 
one could argue that programs to reduce the 
natural rate would be economically unjusti
fied.

Other economists disagree and offer a 
counterargument, pointing out that ineffi
ciencies and imperfections such as those 
caused by labor unions, monopolies, and 
government programs and regulations, 
already modify economic behavior enough 
to make the natural rate incompatible with 
getting the most economic output from our 
present set of inputs. Unemployment com
pensation is a good case in point: it modifies 
economic behavior by reducing the unem
ployed worker’s incentive to find a new job. 
To the extent that these kinds of interven
tion occur, programs to reduce the natural 
rate may improve the allocation of resour
ces by offsetting the distortions of present 
intervention. But it also may be that 
attempts to lower the natural unemploy
ment rate will exacerbate inefficiencies.

Still other economists would argue that 
even if the natural rate of unemployment is 
efficient, it’s not equitable, and considera
tions of equity require that some efficiency 
be sacrificed to ease the burdens of unem
ployment on the disadvantaged.6 So at pres

s o r  example, many people are concerned about the 
relatively high rate of nonwhite unemployment and 
feel the government should intervene to reduce this 
rate. For a detailed discussion of these equity and 
efficiency issues, see Edmund S. Phelps, Inflation 
Policy and Unemployment Theory  (London: W. W. 
Norton, 1972), and Edward C. Prescott, "Efficiency of 
the Natural Rate,” Journal of Political Economy 83 
(1975), pp. 1229-1236.

10

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BANK OF PHILADELPHIA

ent there remains some disagreement about 
the appropriateness of government actions 
to lower the natural rate of unemployment.

Whether or not the government should 
make an effort to reduce unemployment 
below the natural rate, it can use monetary 
and fiscal policies that stimulate economic 
expansion to combat cyclical unemploy
ment. Such policies, however, take time to 
work; in the meantime, people remain 
unemployed and earn no income. The 
government can and does alleviate this 
condition by providing unemployment com
pensation.

Compensating the Unemployed. Unem
ployment compensation has become in
creasingly comprehensive since its institu
tion in 1935. The percentage of the work 
force covered has increased steadily, and 
benefits have become more generous and 
easier to obtain.

At the time unemployment compensation 
was enacted, only one-half of one percent of 
the work force was covered by private 
compensation plans. By 1958, however, all 
48 states, Alaska, Hawaii, and the District 
of Columbia had unemployment insurance 
plans covering some 64 percent of the labor 
force. And by 1975, coverage had increased 
to 77 percent of the labor force. Most states 
now have maximum benefit levels of at 
least 50 percent of the state’s average 
weekly wage. The waiting period to qualify 
for benefits has fallen from 3V2 weeks in 
1936 to less than 1 week in 1975. The 
duration of coverage has increased from 
IIV2 weeks in 1935 to 27% weeks in 1975.

In fact, the maximum duration in many 
states is much higher than that used to 
compute the above averages. These aver
ages were based on permanent legal maxi- 
mums. The recent recession, however, 
induced several states to enact temporary 
legislation which increased the maximum 
period to 52 weeks. These temporary 
increases have been extended several times 
so that, in many states, the maximum 
payment period has been 52 weeks for 3 or 4

years. Recently, some states have increased 
this temporary maximum to 62 weeks.

Although unemployment insurance may 
replace up to 60 percent of disposable 
income for many individuals, it’s estimated 
that all assistance programs together— 
including several not usually considered to 
be unemployment compensation, such as 
aid to families with dependent children— 
replace on average only between 20 percent 
and 33 percent of income lost through 
unemployment. (Those with higher income 
get the smaller replacement.) The reasons 
for these low averages are that a sizable 
fraction of the labor force is not covered by 
unemployment compensation and that 
unemployment programs deal only with 
losses of income resulting from unemploy
ment and not from shortened hours. None
theless, it is clear that unemployment 
compensation substantially reduces the 
burden of unemployment.
A MATTER OF EMPHASIS

Thus government can and does act to 
contain some kinds of unemployment, but 
not all kinds can be reduced to zero at any 
realistic cost. Some frictional unemploy
ment, for example, is normal in an unregi
mented society where people can choose 
when they’re going to look for their first 
jobs or when they’re going to quit one job 
and look for another. Some structural 
unemployment is normal, too, as long as it 
remains impossible to foresee all economic 
disturbances, from ups and downs in 
resource availability to breakthroughs on 
the technological front. Both of these kinds 
of unemployment occur even when there are 
enough jobs for all the people who want to 
work—when unemployment is at or below 
its natural rate.

When unemployment is above its natural 
rate (the sum of frictional and structural 
unemployment rates) because of the work
ings of the business cycle, government may 
be able to reduce the excess by using 
monetary and fiscal policy. But once cycli
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cal unemployment has been brought down 
to the natural rate, it can be reduced further 
permanently only by lowering the natural 
rate itself. And so far, the issue whether 
or not to lower this rate—by whatever 
means—remains debatable.

In short, unemployment is a complex 
matter, and the unemployment rate figure 
fails to convey this complexity. It may well 
be time to shift the emphasis from this one

measure— the overall (and overworked) 
unemployment rate— to measures of unem
ployment that capture the different classes 
of cases on a fairly fine-grained grid. Doing 
so might give policymakers a new start in 
their quest to determine what mix of 
government and private-sector initiatives 
would contribute most, at any moment, to 
alleviating the burdens that unemployment 
sometimes brings.
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Local 
Government 

Wages and 
Services: 

How Much 
Should Citizens

Pay?

By A nthony  M. Rufolo*

Public services are an important feature 
of American life. The policeman on the 
corner, the schoolteacher in the classroom, 
and the fireman climbing a ladder to save a 
life are familiar symbols of civic devotion, 
of service for service’s sake. But these sym
bols date from an era when public 
employees were believed to have accepted 
lower paying jobs than they could have 
found in private industry. And some people 
are arguing that today’s municipal 
employees are paid better and receive better 
fringe benefits for carrying lighter work
loads than their private-sector counter
parts.

Public-sector strikes and financial diffi
culties in several major cities have dispelled 
some of the aura that used to surround 
public employment. Faced with rapidly ris-

The author, who joined the Philadelphia Fed’s 
Department of Research in 1974, holds a Ph.D. from the 
University of California at Los Angeles. He specializes 
in urban economics, microeconomics, and public 
finance.

ing taxes, many citizens are beginning to 
ask whether the benefits of public services 
are being provided at a reasonable cost and, 
if not, what should be done. At the same 
time, public employees are insisting that 
they shouldn’t have to bear the burden of 
public-sector fiscal problems. They point to 
the traditionally low pay in the public sec
tor as evidence that they have to fight con
stantly to maintain their standard of living.

While local government employers are 
similar to private employers in some 
respects, they differ sharply in others. Both 
these facts must be borne in mind when 
analyzing municipal wages and determin
ing just how well local governments trade 
off the demands of their employees against 
those of their constituents.

MUNICIPAL WORKERS SCORE GAINS
It used to be conventional wisdom that 

jobs in the public sector paid less than 
similar jobs in the private sector. This dis
advantage was thought to be offset by more
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job security, better fringe benefits, and less 
competitive pressure. But there is a good 
deal of evidence to suggest that, while 
fringe benefits, job security, and work pres
sures still favor the public sector, the 
municipal worker now holds an edge in 
wages too.

Wages Move Up . . .  The shift occurred as 
public-sector wage gains began to out
distance those of the private sector during 
the 1960s. According to the Bureau of Labor 
Statistics, certain sizable groups of urban 
government employees averaged larger 
annual wage gains than the corresponding 
groups in private industry and only slightly 
smaller ones than those of Federal 
employees (see Chart 1). Both groups gained 
with respect to inflation, which advanced at 
an annual rate of 3.3 percent, but public 
workers’ wages clearly were growing 
faster. At first public employees were try
ing to catch up, but by 1971 the percentage 
gains were so great that nine of eleven cities 
studied by labor economist Stephen H. Per- 
loff had public-sector clerical employees 
averaging higher dollar wages than their 
private-sector counterparts. Two other 
groups studied by Perloff—data processing 
and maintenance/custodial personnel— 
also showed higher wages in a majority of 
the eleven cities.1

The figures for the 1970s don’t show 
public-sector workers continuing their 
clearly higher rates of wage growth, but 
neither do they indicate any significant lag 
behind the private sector in wage increases. 
Indeed, during the first half of the 1970s, 
while Federal employees have had their 
salaries growing less rapidly than those in 
the private sector, local public employee 
groups have attained a rate of wage growth 
which is near the top of the range for 
private-sector groups (see Chart 2).

’Stephen H. Perloff, “Comparing Municipal Salaries 
with Industry and Federal Pay,” Monthly Labor 
Review  94, 10 (1971), pp. 46-50.

CHART 1
THROUGH THE 1960s, PUBLIC-SECTOR 

WAGE GAINS RAN AHEAD 
OF PRIVATE-SECTOR GAINS AND THE 

CONSUMER PRICE INDEX . . .

Annual Increase

10

6

Federal Private
Government , , IndustryLocal Consumer

Government Price Index

‘ Average annual wage-rate increase for classified employees.
fRange of average annual increases for classroom teachers and 

of increases in maximum annual salaries for policemen and 
firefighters.

JRange of annual average increases for office employees and of 
average hourly increases for production workers.
SOURCE: Current Wage Developments.

1962-1971
(percent)

Even if local public employees obtain 
only the same wage-rate growth as private- 
sector workers, they will maintain their 
relative wage advantage as long as they’re 
starting from a higher base, as many are. A 
recent Pennsylvania Economy League 
study2 found that four groups of Philadel-

2Citizens’ Business. February 5, 1976.
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CHART 2
. . .  AND AVERAGED OVER THE 

FIRST HALF OF THE 1970s 
PUBLIC-SECTOR WAGE GAINS HAVE 

STAYED CLOSE TO THE TOP 
OF THE RANGE IN PRIVATE INDUSTRY

Annual Increase 
1970-1975 
(percent)

Government Industry
Local Consumer

Government Price Index
‘ Average annual wage-rate increase for classified employees.
tRange of average annual increases for classroom teachers and 

of increases in maximum annual salaries for policemen and 
firefighters.

tRange of annual average increases for office employees and of 
average hourly increases for production workers.
SOURCE: Current Wage Developments.

phia city workers made 11 to 38 percent 
more than their private-sector counterparts 
while only one group made less (by 2.6 
percent). This means that the city paid 
$1,070 to $2,884 more per year for the aver
age worker in all but one group while pay
ing $370 less per year for the average 
worker in the remaining group.

. . .  and Benefits Follow. Of course, wages 
are not the only measure of a job’s desirabil

ity. Workers generally are willing to trade 
some money income for things like job 
security and fringe benefits. While it is 
difficult to compare the nonwage features of 
a job, the evidence indicates that urban 
public employees tend to hold advantages 
in these too. One study found, for example, 
that the unadjusted ratio of fringe benefits 
to payment for hours spent working was 
about the same for municipal workers as for 
workers in the private sector.3 But it also 
pointed out that the unadjusted measure 
tends to understate the cost of fringe bene
fits to cities, since many cities have not 
financed their pension plans adequately 
and are less likely than private firms to 
count paid time for rest periods as a fringe 
benefit. Adjusting the ratio to reflect rest 
time and pension costs shows that, on aver
age, public-sector employees have larger 
fringe benefits than employees of private 
firms. Even if we make no such adjust
ments, public-sector employees with a 
given benefit-to-wage ratio receive a larger 
package of fringe benefits than do their 
private-sector counterparts because they 
have higher wages per hours worked; more 
money must be spent on fringe benefits to 
achieve the ratio found in the private sector.

In addition to higher wages and fringe 
benefits, public employees also appear to 
have greater job security. The job security 
offered by public-sector employment cer
tainly is not absolute. But its extent can be 
seen in the fact that, with the aid of Federal 
emergency job programs for state and local 
government, public employment continued 
to grow right through the recent recession.4

'Labor-Management Relations Service of the 
National League of Cities, United States Conference of 
Mayors, and National Association of Counties, 
“Second National Survey of Employee Benefits for 
Full-Time Personnel of U.S. Municipalities,” Washing
ton, 1974.

4Robert W. Bednarzik, “The Plunge of Employment 
During the Recent Recession,” Monthly Labor Review 
98, 12 (1975), pp. 3-10, reports that all bul one manu
facturing group and one nonmanufacturing group in
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Do public-sector workers have lighter 
workloads than those in the private sector? 
There doesn’t seem to be any easy way to 
answer this question. It appears, however, 
that municipal employees in many instan
ces are required to work fewer hours. Six of 
the eleven cities studied by Perloff, for 
example, require 35 or fewer hours per week 
from employees in most job classifications 
listed. In comparison, the average basic 
workweek in the private sector was 39 
hours or above in most classifications.5

In short, urban public employees appear 
to have reversed the past trend of trading 
off higher compensation for more job secur
ity. They now seem to have higher wages, 
more fringe benefits, and greater job secu

private industry showed declines in employment from 
September 1974 to April 1975. Over the same period, 
state and local government employment swelled 3.5 
percent.

5“National Survey of Professional, Administrative, 
Technical, and Clerical Pay, June 1971,” U.S. Depart
ment of Labor, Bureau of Labor Statistics, Table 9.

rity than most of their private-sector coun
terparts.
WHY LOCAL GOVERNMENT 
PAYS BETTER

The public sector is subject to unusual 
forces that can lead to relatively high 
wages, while it lacks, or has only in an 
attenuated form, some of the checks and 
balances that the market imposes on wage 
settlements in the private sector.

High Public Wage Rates Have Economic 
Causes. The municipal labor market 
appears to have economic characteristics 
that permit or even favor relatively high 
wage levels (see Box). The kinds of goods 
and services that come from the public 
sector—police and fire protection, for 
example—probably would put labor in a 
strong bargaining position even if they were 
produced by private industry, but the lack 
of competitive market pressure in the public 
sector adds strength to labor’s bargaining 
position. Under market conditions, a higher

BOX

HOW WAGES ARE SET
The wage rate is the price of labor, and basic economic theory says that it’s determined more 

or less by supply and demand. Of course, not all labor is the same, just as not all cars are the 
same, so that in practice different workers obtain different wages depending upon their 
training, experience, work habits, and so on. A wage may be considered high when it is above 
the wage that would be set in a competitive market.

But markets never are perfectly competitive, so there are many opportunities for wages to be 
set too high or too low. Unions may be pushing wages up. Or management may not know the 
going wage and guess wrongly about it. Or large firms may be exercising their market power to 
keep wages down.

Economists argue that wherever the wage rate is set, market forces will tend to push it back 
toward the market level—if the market is competitive. Suppose, for example, that wages are 
higher than they would be if they were set in a competitive market. Their being high will tend to 
induce more workers to apply for jobs and fewer to quit. This is a sign to the employer to lower 
his wage offer. Similarly, if his wage offer is below the market wage, he will find fewer workers 
asking for jobs and more workers quitting; and he’ll have to raise his wage offer to attract 
employees. In order to maintain high wages, workers must prevent other workers from offering 
to do the same job for a lower wage and prevent employers from eliminating the job.

Market forces can act as a constraint on wages even when the labor market is not competitive. 
These forces tend to create a trade-off of wages against employment. As a firm’s wage costs are
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pushed up, it will try to replace some of its labor with machines. And as the added costs show 
up in higher prices for the firm’s product, the firm may find itself losing sales. If wages are 
pushed too high, the firm may cease to be competitive in selling its output and go out of 
business.

A number of factors determine how great the reduction in the number of workers will be for a 
given wage increase. The employees will be more likely to attain relatively high wages if it is 
difficult or expensive to substitute capital for labor, if the amount of final product the firm can 
sell is not very sensitive to its price, or if wages are a very small part of total production costs.*

The municipal labor market appears to be influenced heavily by forces that make wages 
higher than they would be if they were set in a competitive market. There is no competition to 
sell output. There really aren’t any profits to maximize. And usually it’s difficult to substitute 
capital for labor in production.

*For a detailed analysis see Milton Friedman, Price Theory (Chicago: Aldine Publishing Company, 1962), 
Chapter 7, or Paul Samuelson, Economics, 8th ed. (New York: McGraw-Hill Book Company, 1970), p. 563.

cost for an input tends to decrease the 
amount of that input used in production. 
This means, other things being equal, that if 
wage rates go up, fewer laborers will be 
hired. Thus, in the market, the tradeoff of 
employment against wages usually places a 
constraint on wage demands.

At some point, machines become cheaper 
than human beings in some production pro
cesses. But many people argue that it’s 
relatively hard to substitute machines for 
people in the public sector because most 
public output takes the form of services. 
Again, in the market, higher production 
costs typically lead to higher prices, lower 
sales, and fewer jobs. But even if people 
bought government services from the pri
vate sector, they probably wouldn’t cut 
their consumption very much as prices rose, 
because these services tend to be so impor
tant. And so cutbacks in employment are 
not likely to follow a rise in wages.

Further, even when labor has a strong 
bargaining position, competitive pressures 
give firms in the private sector a strong 
incentive to keep costs down. But these 
pressures are not as strong in the public 
sector, since government usually has a 
monopoly on the services it provides and 
doesn’t have to compete for sales. Where

private institutions do compete with 
government, as in education, the citizen 
must continue to pay taxes and support the 
government-run establishment even if he 
doesn’t use its services, so government pro
vision isn’t put to a complete market test 
even here. And government budgets are so 
complex that most citizens don’t know how 
much they’re being charged in taxes for any 
of the myriad services they have to buy. 
Thus they are not in a position to find out 
whether any of these services could be 
provided at a lower cost.

Available empirical evidence supports 
the argument that, for all these reasons, the 
demand for labor in the public sector will 
not be very sensitive to increases in wages 
paid.6 Therefore, when public-sector 
workers decide, as they appear to have 
done, that they want higher wages even at 
the cost of some job security, the economic 
forces that put bounds on wages in the 
private sector are found to be weaker in 
local government.

Politics Can Push Public Wages Either 
Way. Certain features of political life also

6Ronald C. Ehrenberg, “The Demand for State and 
Local Government Employees,” American Economic 
Review 63 (1973), pp. 366-379.
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may affect wages for public employees, as 
when long-range planning is complicated 
by the desire to show short-run results. 
Faced with heavy voter resistance to tax 
hikes, for example, the public executive 
may find it attractive to curb wages se
verely, forgetting that, in the longer haul, 
doing so may cost him trained workers and 
make it harder to hire qualified replace
ments. Or he may be swayed by pressure 
from public employees themselves. A raise 
now might be covered by a tax increase later 
or treated as a pension fund increment that 
won’t come due for many years.

It’s important to consider also that voting 
is not a one-issue process. In choosing a 
candidate, voters must vote for policies, 
levels of service, and so on, even though 
they don’t know what the cost of specific 
government services is or should be. Even 
local tax bills may not tell the total cost of 
running the local government because of 
grants from state or Federal sources. Thus a 
public official who isn’t successful at hold
ing wages in line (or who actually raises 
costs by pushing wages down too far) may 
be reelected because people count his per
formance in other areas more heavily than 
in controlling the cost of public services.

Unions Sometimes Reinforce Upward 
Pressure. A number of people have sug
gested that unions have a greater effect in 
the public than in the private sector.

Unionization has become very significant 
in the public sector, and the rise in unionism 
has coincided with the surge in wages. Until 
the late 1950s, public employee unions were 
almost unheard of; however, a 1970-71 sur
vey reported that more than 60 percent of all 
employees in cities with a population over 
10,000 belonged to unions or employee asso
ciations.7 The number almost certainly has

7Richard R. Nelson and James L. Doster, “City 
Employee Representation and Bargaining Policies,”
Monthly Labor Review  95, 11 (1972), pp. 43-50. 
Reprinted with corrections as Reprint No. 2845, U.S. 
Department of Labor, Bureau of Labor Statistics.

increased since then, and as the number 
increases, so does bargaining strength. 
Edward M. Gramlich illustrates the clout 
that public employees might be able to 
exercise in the city of New York:

If each [city government employee] was 
married, lived in the City, and had one close 
friend or relative who would vote alike on 
city issues, conceivably 1,350,000 votes, 30 
percent of the entire voting age population 
and roughly half the probable number of 
voters, could be marshalled in favor of 
making some strategic concession to, or 
dealing leniently with, unions.8

What evidence we have indicates that 
unionized public employees generally are 
paid best and that both unionized and non- 
unionized municipal workers are paid bet
ter than their private-sector counterparts. 
Thus there appear to be two independent 
effects that lead to higher municipal 
wages—one that comes from unionization 
and one that comes from being in the public 
sector.
WAGES AND PERFORMANCE

Wages are only one part of the municipal 
employment issue. The other part is what 
the wages buy. Few would object to paying 
larger salaries to employees who are com- 
mensurately more productive. Although it’s 
difficult to get any direct measure of pro
ductivity in the public sector, it seems clear 
that the public institutional setting does not 
create strong productivity incentives.

In many ways, wages are not closely 
related to a public employee’s performance. 
Civil service, while it removes much of the 
employment decision from the political 
arena, also seems to remove some of the 
productivity requirements placed on 
employees in the private sector. First, civil 
service makes it very difficult to fire 
employees for any reason, including poor 
performance. Second, in the absence of the

"“New York: Ripple or Tidal Wave?” American 
Economic Review 66, 2 (1976), pp. 415-429.
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profit motive, the periodic fat-trimming 
that occurs in the private sector because of 
sluggish business is much less likely to 
occur in local government.

In addition, overall public pay levels in 
many areas are set according to the prevail
ing wage in local private industry, so the 
public pay scale does not reflect worker 
productivity the way private pay scales are 
supposed to reflect it. Further, many public 
employee groups take prevailing private 
wage increases as a floor from which to 
start bargaining for their own raises, bias
ing wages upward.

The net effect of civil service and of tying 
municipal wages to private-sector wage 
rates probably is to make the benefit that 
the public-sector employee receives from 
any increase in his productivity relatively 
low. Civil servants, therefore, are likely to 
have less of an economic incentive than 
their private-sector counterparts to 
increase productivity.

GETTING THINGS DONE
When confronted with evidence of high 

wages and low efficiency incentives in 
government, many people argue that 
public-sector wages should be frozen or 
lowered and unions abolished or restricted. 
Such proposals, however, are aimed more at 
symptoms than at causes. A simple solu
tion, such as freezing or reducing wages in 
the public sector, may or may not be benefi
cial to the community. If workers respond 
by reducing their output or their actual 
hours worked, then no one is better off.

A Dose of Competition. The important 
thing is to get the job done at the lowest 
possible cost. And some people think the 
best way to achieve this aim is to buy 
municipal services from private contractors 
or other units of government. Some towns, 
for example, collect taxes and pay a private 
firm to provide fire protection or to collect 
the garbage. If it seems that one firm is

charging too much, the contract goes to 
someone else next year. Both managers and 
employees have an incentive to be efficient 
and protect their jobs.

Contracting out tends to work best when 
the contracted service or output is easy to 
measure. Otherwise it doesn’t work so well. 
Contracting for judicial services, most 
would agree, wouldn’t be an acceptable way 
of getting those services because it’s hard to 
define appropriate criteria for judicial con
tract performance. And most people would 
not want profit incentives to become 
involved in the administration of justice. 
But it’s relatively easy to set up perform
ance criteria for garbage collection ser
vices, such as twice-weekly pickup and no 
spillage. And competition for contracts by 
providers of these services would help to 
hold costs down.

Contracting out presents opportunities 
for abuse, even as an in-house operation 
would. And it doesn’t introduce complete 
competition, because cost constraints 
require that a single decision about who 
gets the contract be made for everyone. But 
these same cost constraints are there no 
matter who provides the service. Contract
ing out may not solve all the problems, but it 
appears to hold much promise as a means of 
injecting incentives for efficiency into 
municipal government.

Politics Versus Efficiency. Another 
advantage of contracting out is that it helps 
depoliticize the production of public ser
vices. Civil service systems were intended 
to insulate employees from political pres
sure, and many seem to do this very well; 
but politics works both ways, and civil ser
vice systems don’t keep employees from 
exerting political pressure on their bosses. 
Thus we still don’t have the separation of 
economics from politics that was one goal of 
civil service. Political interaction is impor
tant for working out the programs that 
municipalities will pursue, but injecting 
political pressures into the production side
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of these programs makes productivity gains 
harder to achieve.9

Tying Wages to Productivity. The crucial 
point is that some of the difficulties of the 
local public sector can be alleviated by 
harnessing economic incentives. If a 
worker’s salary is tied to his productivity, 
then both the worker and the taxpayer are 
being treated fairly. It is primarily when 
this balance does not occur that we find 
wasted resources. Wages can be tied to 
productivity both by negotiating directly 
with workers and by creating appropriate 
incentives within government.

Other proposals for improving productiv
ity center on improving the incentives for 
department heads in the public sector 
through periodic evaluations of efficiency 
in achieving stated objectives. Some favor 
having the department head justify his 
entire budget periodically (zero-base 
budgeting). Here the aim is to give the 
department head the incentives he needs to 
initiate appropriate incentives for his 
employees. Another tack is to give some 
form of direct productivity incentives to 
employees who generate cost savings, 
through bonuses for beneficial suggestions 
and the like. These proposals aim at chang
ing the efficiency incentives in government 
by reaching down to the key figure—the 
individual worker.

9A recent example of an attempt to depoliticize wage 
negotiations occurred in San Francisco. Voters 
approved a referendum in 1973 that shifted the right to 
negotiate with city unions from the mayor to a profes
sional negotiator.

SUMMING UP
Have public employees moved to a posi

tion where their power over the public is 
being used to fatten their paychecks and 
reduce their workloads, or would public 
workers be exploited in the absence of 
strong safeguards? As in most cases of this 
sort, there’s truth on both sides. Every 
employer would like to produce his output 
for as low a cost as possible, and a mayor 
faced with reelection is concerned with 
every item, including wages, that might 
force a tax increase. It’s also the case, 
though, that employees prefer higher wages 
to lower ones and often are inclined to 
overvalue their services. Further, public 
employees usually wield political as well as 
economic power which, when coupled with 
other characteristics of the public sector, 
seems to give them further advantages over 
their private-sector counterparts. The cur
rent system of wage determination is not 
likely to lead to efficient production, equita
ble wages, or happy citizens.

The best method for dealing with this 
situation probably will vary from commun
ity to community, but a few principles are 
clear. Wage settlements should be removed 
as much as possible from political influ
ence. If employees demand private-sector 
kinds of bargaining rights, they should be 
held accountable for the equivalent of 
private-sector productivity improvements. 
And market-type competition should be 
introduced wherever practical. The public 
sector surely is different from the private, 
but, just as surely, some of the features of 
private production could be adapted to 
stimulate public output.

SUGGESTIONS FOR FURTHER READING
The author has collaborated with W. Hirsch in developing, “A Model of Municipal Labor 

Markets,” Journal o f  Urban Economics 2 (1975), pp. 333-348. H. Wellington and R. Winter 
discuss the ways private-sector workers differ from municipal workers in The Unions and the 
Cities (Washington: The Brookings Institution, 1971). Also recommended is a collection edited 
by D. Hamermersh— Labor in the Public and Nonprofit Sectors  (Princeton: Princeton Univer
sity Press, 1975)—which presents related papers and some empirical work.
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FEDERAL RESERVE BANK OF PHILADELPHIA

cJfofflual Operations

DIRECTORS AND OFFICERS

The Board of Governors of the Federal 
Reserve System has designated John W. 
Eckman, Chairman and President of Rorer- 
Amchem, Inc., Fort Washington, Pennsyl
vania as Chairman of the Board of this Bank 
for 1977 and Werner C. Brown, President of 
Hercules Incorporated, Wilmington, Dela
ware as Deputy Chairman, also for 1977.

W. J. Smouse, President of The First 
National Bank in Bedford, Bedford, Penn
sylvania has been elected to be the Class A- 
3 Director of this Bank for a three-year term, 
replacing Thomas L. Miller, President of the 
Upper Dauphin National Bank, Millers- 
burg, Pennsylvania.

William S. Masland, President of C. H. 
Masland & Sons, Carlisle, Pennsylvania has 
been reelected as the Class B-l Director of 
this Bank for a three-year term.

In May 1976, Jack K. Busby, President 
and Chief Executive Officer of the Pennsyl
vania Power & Light Company, Allentown, 
Pennsylvania was elected to the Class B-2 
Directorship to succeed C. Graham Ber- 
wind, Jr., President and Chief Executive 
Officer of the Berwind Corporation, Phila
delphia, Pennsylvania, who had resigned 
from the Board.

The Board of Governors of the Federal 
Reserve System has named Jean Crockett, 
Professor of Finance at the Wharton School 
of the University of Pennsylvania, Philadel

phia, Pennsylvania to a three-year term as a 
Class C Director.

In another action, the Bank’s Directors 
have appointed Roger S. Hillas, Chairman 
of the Provident National Bank, Philadel
phia, Pennsylvania to be the Member of the 
Federal Advisory Council from the Third 
Federal Reserve District. He succeeds James 
F. Bodine, President and Chief Operating 
Officer of the First Pennsylvania Corpora
tion and the First Pennsylvania Banking 
and Trust Company, Bala-Cynwyd, Penn
sylvania.

In March 1976, Peter M. DiPlacido was 
promoted to Vice President and Ronald G. 
Foley, formerly Director of Cash Opera
tions, was made Cash Operations Officer. 
In July, G. William Metz, Vice President, 
became the Bank’s Custody Control Officer. 
In December, Warren R. Moll, Assistant 
Vice President, retired after 43 years of 
service to the Bank, and Stanley J. Forst, 
Director of Computer Applications, 
resigned.

Judith H. Helmuth, Operations Improve
ment Officer, and Ronald D. Watson, 
Research Officer and Economist, both have 
assumed additional duties as Assistant 
Secretaries effective January 1977. Also 
effective January 1977, Guy H. Edwards, 
Director of Data Processing and Technical 
Services, has been promoted to Systems 
Planning and Development Officer.
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FEDERAL RESERVE BANK

FEDERAL RESERVE BALTIC

DIRECTORS AS OF JANUARY 1, 1977
John W. Eckman, Chairman of the Board and Federal Reserve Agent 
Werner C. Brown, Deputy Chairman

GROUP

CLASS A

TERM EXPIRES 
DECEMBER 31

1 WILLIAM B. EAGLESON, JR. 
Chairman of the Board and President 
Girard Trust Bank 
Philadelphia, Pennsylvania

1977

2 JAMES PATCHELL 
President and Chief Executive Officer 
National Bank and Trust Company 

of Gloucester County 
Woodbury, New Jersey

1978

3 W. J. SMOUSE 
President
The First National Bank in Bedford 
Bedford, Pennsylvania

1979

CLASS B
2 JACK K. BUSBY

President and Chief Executive Officer 
Pennsylvania Power & Light Company 
Allentown, Pennsylvania

1977
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FEDERAL RESERVE BANK OF PHILADELPHIA

DIRECTORS AS OF JANUARY 1, 1977

GROUP

CLASS B (Continued)

3 HAROLD A. SHAUB
President and Chief Executive Officer 
Campbell Soup Company 
Camden, New Jersey

1 WILLIAM S. MASLAND
President
C. H. Masland & Sons 
Carlisle, Pennsylvania
CLASS C
WERNER C. BROWN 
President
Hercules Incorporated 
Wilmington, Delaware
JOHN W. ECKMAN 
Chairman and President 
Rorer-Amchem, Inc.
Fort Washington, Pennsylvania
JEAN CROCKETT 
Professor of Finance 
Wharton School of the

University of Pennsylvania 
Philadelphia, Pennsylvania
MEMBER OF THE FEDERAL ADVISORY COUNCIL
ROGER S. HILLAS 
Chairman
Provident National Bank 
Philadelphia, Pennsylvania

TERM EXPIRES 
DECEMBER 31

1978

1979

1977

1978

1979

1977
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OFFICERS AS OF JANUARY 1, 1977

David P. Eastburn, President 
Mark H. Willes, First Vice President

Konstanty G. Adack, Senior Vice President
Edward G. Boehne, Senior Vice President
Hugh Chairnoff, Vice President and Lending Officer
Thomas K. Desch, Vice President
Peter M. DiPlacido, Vice President
Richard W. Epps, Vice President
James F. Gaylord, Vice President
Hiliary H. Holloway, Vice President and General Counsel 
W. Lee Hoskins, Vice President and Director of Research 
Ira Kaminow, Vice President and Economic Adviser 
Alexander A. Kudelich, Vice President 
Donald J. McAneny, Vice President and General Auditor 
G. William Metz, Vice President and Custody Control Officer 
Lawrence C. Murdoch, Jr., Vice President and Secretary 
Bipin C. Shah, Vice President 
Richard L. Smoot, Vice President
Evelyn G. Battista, Human Resources Services Officer
Jack P. Besse, Assistant Vice President
D. Russell Connor, Assistant Vice President
Samuel J. Culbert, Jr., Bank Services Officer
Guy H. Edwards, Systems Planning and Development Officer
Ronald G. Foley, Cash Operations Officer
Judith H. Helmuth, Operations Improvement Officer and Assistant Secretary
Kathleen C. Holmes, Research Officer
Paul E. Kirn, Jr., Assistant Vice President
Edwin C. Lodge, Statistical Officer
Frederick M. Manning, Chief Examining Officer
Robert E. Matthews, Assistant General Auditor
Glennie M. Matthewson, II, Assistant Counsel
Arthur L. Morath, Jr., Banking Structure Officer
Donald J. Mullineaux, Research Officer and Economist
Joseph J. Ponczka, Fiscal Operations Officer
Lawrence C. Santana, Jr., Assistant Vice President
Anita A. Summers, Research Officer and Economist
Robert A. Wallgren, Examining Officer-Trust
Ronald D. Watson, Research Officer, Economist, and Assistant Secretary 
Elizabeth S. Webb, Assistant Counsel
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FEDERAL RESERVE BANK OF PHILADELPHIA

STATEMENT OF CONDITION 
Federal Reserve Bank of Philadelphia

(000s omitted in dollar figures)
End of Year 

1976 1975
ASSETS
Gold certificate account ....................................................................  $640,643 $667,401
Special Drawing Rights Certificate ................................................ 71,000 31,000
Federal Reserve notes of other Federal Reserve banks ............. 103,000 84,884
Other cash ...........................................................................................  10,610 6,862
Loan and securities:

Discounts and advances ...........................................................  2,900 9,400
Federal Agency obligations ......................................................  376,945 356,571
United States Government securities ....................................  5,174,888 5,092,335

Total loans and securities .....................................................  $5,554,733 $5,458,306
Cash items in process of collection ............................................... 206,649 344,775
Bank premises .....................................................................................  55,821 51,001
Operating equipment—net ............................................................... 2,481 2,891
All other assets ................................................................................... 121,428 77,023
Interdistrict settlement account ......................................................  -233,154 -460,296

Total Assets ............................................................................  $6,533,211 $6,263,847

LIABILITIES
Federal Reserve notes .......................................................................  $4,827,382 $4,634,985
Deposits:

Member bank reserve accounts ................................................  763,040 710,428
U.S. Treasury—general account ..............................................  584,187 544,174
Foreign ..........................................................................................  10,842 12,342
Other deposits .............................................................................  60,827 18,720

Total deposits ..........................................................................  $1,418,896 $1,285,664
Deferred availability cash items .....................................................  149,369 193,064
All other liabilities ............................................................................  51,822 65,302

Total Liabilities ......................................................................  $6,447,470 $6,179,015
CAPITAL ACCOUNTS

Capital paid in ............................................................................  $42,871 $42,416
Surplus ..........................................................................................  42,871 42,416

Total Liabilities and Capital Accounts .............................. $6,533,211 $6,263,847

Ratio of gold certificate reserve to Federal Reserve note liability 13.27% 14.4%
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BUSINESS REVIEW JANUARY/FEBRUARY 1977

EARNINGS AND EXPENSES 
Federal Reserve Bank of Philadelphia

(000s omitted)

End of Year

Earnings from:
United States Government securities ...........................
Discounts and advances and miscellaneous sources ..

Total current earnings ...................................................
Net expenses:

Operating expenses* .........................................................
Federal Reserve currency ................................................
Assessment for expenses of Board of Governors .......

Total net expenses .........................................................
Current net earnings .................................................................
Additions to current net earnings:

Profit on sale of U.S. Government securities (net) ....
Miscellaneous nonoperating income ..............................

Total additions ................................................................
Deductions from current net earnings:

Loss on foreign currency transactions ..........................
Miscellaneous nonoperating expenses ..........................

Total deductions ................. ...........................................
Net additions ..............................................................................
Net deductions ...........................................................................
Net earnings before payments to U.S. Treasury ................
Dividends paid ...........................................................................
Paid to U.S. Treasury (interest on Federal Reserve notes) 
Transferred to Surplus ............................................................

Net total earnings ..........................................................

*After deducting reimbursable or recoverable expenses.

1976 1975

$362,014
1,774

$345,742
1,234

$363,788 $346,976

31,208
2,286
1,897

26,891
2,871
1,565

$35,390 $31,327
$328,398 $315,649

1,912
1,264

2,067
125

$3,176 $2,192

1,153
52

11,364
278

$1,206 $11,642
1,970

330,368
9,450

306,199
$2,559

327,355
455

$2,517
303,194

488
$330,368 $306,199
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FEDERAL RESERVE BANK OF PHILADELPHIA

VOLUME OF OPERATIONS 
Federal Reserve Bank of Philadelphia

Number of pieces (000s omitted) 1976 1975 1974
Collections:

Ordinary checks* .................................................................. 558,059 556,136 547,080
Government checks (paper and card) .............................. 43,734 49,333 41,313
Postal money orders (card) ................................................ 9,465 9,492 9,295
Noncash items ....................................................................... 142 905 1,007
Food stamps redeemed........................................................ 103,435 125,347 121,528

Clearing operations in connection with direct
sendings and wire group clearing plans'! ......................... 639 573 572

Transfers of funds ....................................................................... 660 534 448
Currency counted ......................................................................... 429,057 413,140 380,085
Discounts and advances to member banks ........................... 0 1 3
Depository receipts for withheld taxes .................................. 1,781 2,185 2,196
Fiscal agency activities:

Marketable securities delivered or redeemed ................ 389 378 431
Computerized marketable securities (Book

entry transactions) .......................................................... 30 19 16
Savings bonds and notes (Federal Reserve Bank and agents)

Issues (including reissues) ................................................. 13,734 12,375 12,015
Redemptions .......................................................................... 9,443 8,266 8,728

Coupons redeemed (Government and agencies) ................... 543 615 536

Dollar amounts (000,000s omitted)
Collections:

Ordinary checks* .................................................................. $207,670 $188,803 $184,597
Government checks (paper and card) .............................. 19,913 18,950 15,134
Postal money orders (card) ................................................ 292 272 268
Noncash items ....................................................................... 1,705 3,580 3,195
Food stamps redeemed ........................................................ 389 381 254

Clearing operations in connection with direct
sendings and wire and group clearing plansf ................. 121,175 99,742 97,912

Transfers of funds ....................................................................... 994,810 910,043 914,436
Currency counted ......................................................................... 3,859 3,390 3,227
Discounts and advances to member banks ............................ 1,018 2,930 16,760
Depository receipts for withheld taxes .................................. 11,333 10,556 10,659
Fiscal agency activities:

Marketable securities delivered or redeemed ................ 19,208 12,678 12,808
Computerized marketable securities (Book

entry transactions) .......................................................... 82,515 37,907 16,379
Savings bonds and notes (Federal Reserve Bank and agents)

Issues (including reissues) ................................................. 732 601 671
Redemptions .......................................................................... 585 469 559

Coupons redeemed (Government and agencies) ................... 206 439 377

*Checks handled in sealed packages counted as units. 
|Debit and credit items.
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CQNTENTS/1976

JANUARY/ FEBRUARY
Donald J. Mullinnaux,  “An Economic Approach 

to Family Size: A New Perspective on Popula
tion Growth”

Nariman B chravesh  and Donald L. Itaiff, “Tax 
Culs and Economic Activity: The Role of 
Financing”

The Fed in Print 
Table of Con!cuts 197f>
Annual Operations and Executive Changes

MARCH/APRIL
James L. Freund, “Small Cities and TheirFuture” 
Howard. Keen, Jr., “Regional.Wrap-up’75: Down

turn Ends, Recovery Begins"

MAY'JUNE
Jam es  M. O'Brien, "Capital Needs Projections: A 

Need for Perspective”
John J. Seatin', “Profit in a Free Economy”
The Fed in Print

JULY/AUG UST
Jan ice M. W esterfield ,  “Would Fixed Exchange 

Rates Control Inflation?”
Rodney  Johnson, “A ITesh Look at the Municipal 

Bond Market”

SEPTEMBER/OCTOBER
Tim othy  H. Hannan, “The Economics of Bank 

Security”
Nariman B ehravesh ,  “Forecasting Inflation: 

Does the Method Make a Difference?"
The Fed in Print

NO VEMBER/D EC E M B E R
Donald J. Mullineaux, "Money Growth, Jobs, and 

Expectations: Does a Little Learning Ruin 
Everything?”

Janice M. Wester/ield, “A Lower Profile for the 
U.8. Balance of Payments”
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