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The collection of three documents offers a two-page
summary of 1esearch conducted in 1970 and the two resulting papers.
Most of the work involved the preparation and analysis of data from
the Survey of Rconomic Opportunity. The first paper, Why is the
Unemployment Pate So High at Full Employment? examines the nature of
the unemployment that remains even when aggregate demand is strong. A
basic theme is that the Keynesian dichotomy between frictional and
involuntary unemployment is not a very useful way to look at the
problem of unemployment at full employment. The main part of the
paper is devoted to an empirical study of data on workars who were
unemployed at some time in 1966. The implicatioa of various
alternative hypotheses about unemployment are tested. Other research
results together with subsequent research are reported in the second
paper, Prospects for Shifting the Phillips Curve through Manpower
Policy. The paper examines a variety of alternative manpower policies
and attempts to make a quantitative appraisal of their effects on the
trade off between inflation and unemployment. The paper surveys
criticaly existing and proposal federal programs of all three kinds
and concludes that only a relatively small shift in the Philligfs
Curve could be achieved through programs that are politically
feasible. (Author)
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Summary of Activities, Research Findings, Implications,
Conclusions, and Recommendations

Research under this grant was carried out in the summer
of 1970 at the University oi California. Most of the work
involved the preparation and analysis of data f{rom the
Survey of Economic Opportunity, along the lines descrived,
in the original proposal. The results of the research
were reported in a paper written at that time, "Why is the
Unemployment Rote So High &t Full Employment?", a copy of
which is attached. In brief, the paper e mmines the nature
0 the unumployment ihab remsins eren when agnregate demand
is strong. A& basic theme is that the Keynesian dichotomy
between Irictional and involuntary unemployment is not a
very usetul way to look at the problem ol uncmployment
at full employmente At full employment, the duration of
unemployment is relatively brief for almost all oi’ the
unemployed, yet the remaining level of unemployment ig flar
too hirh to be identifiecd as benign frictional unemployment.
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study of data on wo:: ers who were uncmployed at some time
in 196¢. Tne implication oi various alternative hypotheses
about unemployment are tested.

Oth«: resulis of the research supported by the grant,
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-together with subsequent research, were reported in a
second paper, "Prospects for Shirting the Phillips Curve
throurh Manpower Policy", a copy of which is also attached.
This paper examines a variety o! zlternative manpower
policies, and attempts to make a quantative appraisal of
their effects.on the tradeoff between inflation and
unemployment. One set ol policies is designed to streamline
the operation of the lavor market within the existing
pattern o! sﬁpply and demand through expansion of the .
Employment Service. A second set attempts to change the
pattern ol the supply of labor by rotraining disadvantaged
workers, Finally, the thi:d kind o!' policy tries to change
the pattern o{ the demand for labor by opening up good

jobs flor workers who previously have nhad unstable, iow=
payins, and unpleasant jobs. The paper surveys criticnlly
existin;; and proposcd federal proprams oi' all three kinds
and conclides thatonly a relatively small shift in the
Phillips zurve could be achieved through programs that

are politically feasible.
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ROBERT E. HALL®
Massachusetts Institute of Technology

Why Is the Unemployment
Rate So High at Full
Employment?

THE OUTSTANDING PROBLEM of contemporary macroeconomic policy
in the United States is the uniavorable trade-off that exists between unem-
ployment and inflation. Many economists have studied this phenomenon
in detail,! and there is practically universal agreement that low unemploy-
ment rates imply high rates of wage and price inflation, or, equivalently,
wage and price stability requires a high rate of unemployment, In short,
the Phillips curve has an unfavorable location in the unemployment-
inflation diagram, passing far above and to the right of the point of low
unemployment and wage stability, There are many interesting ways to
examine this problem; my purpose in this paper is to study it only in the
way suggested by the title, That is, I will ook into the nature of the unem-
ployment that remains when labor markets are reasonably tight and the
economy scems to be at full employment. Most of my data are observations
on individuals, collected in a varicty of surveys, rather than macroeconomic
aggregates.

* This paper draws on research supported by a grant from the Manpower Administra-
tion, U.S. Department of Labor, under provisions of the Manpower Development and
Training Act of 1962, Earlicr work was supported by the Office of Economic Oppor-
tunity. The author is solely responsible for the opinions expressed.

1. In particular, svce Robert J. Gordon, *The Recent Acccleration of Inflation and Its
Lessons for the Future,™ Brookings Pupers on Economic Activity (1:1970). pp. 8-31; and
George L. Perry. “"Changing Labor Markets and Inflation,” Brookings Papers on Eco-
nomic Activity (3:1970), pp. 411-41.
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370 Robert E. Hall

Throughout the paper, I will occasionally refer to the notion of the
equilibrium level of unemployment. 1 use this term more or less synony-
mously with **full employment unemployment™ to mean the level that, if
maintained permanently, would produce a steady rate of inflation of 3 or 4
percent per year.? Most economists agree that this is somewhere between
4 and S percent unemployment.® Further, to forestall misunderstanding, 1
should say something about the relevance of my study to contemporary
macrocconomic problems. Nothing in this paper directly concerns the state
of the economy at the end of 1970 with 6.0 percent unemployment, surely
above the equilibrium level at current rates of inflation of 4 to 6 percent
per year. Rather, the paper concerns current problems of macroeconomic
policy in the sense that it suggests why it would not be possible to reach
and maintain, in a year or two, a level of unemployment of, say, 3 percent,
through the application of even the most intelligently conceived fiscal and
monetary policy.

The body of the paper Begins with a discussion of the problem of defining
and measuring uncmployment. Definition derives from theory. In this case
the theory underiying most macroeconomic thinking about unemployment
is that of Kcynes. Keynes believed that a certain level of frictionai unem-
ployment was characteristic of all labor markets, but that, in addition,
involuntary unemployment could arise when a condition of disequilibrium
existed in labor markets, with supply exceeding demand. Involuntary
unemployment, then, is the difference between supply and demand. Fur-
ther, as Keynes emphasized, the forces causing movement toward aggregate
equilibrium in the labor market are weak, so unemployment will persist in
the absence .ot active policy—indeed, even in its presence, as this paper
secks to explore.

Keynes proposed an elaborate and frequently misunderstood definition

2. There is nothing special about this rate of inflation. In general, the optimal rate of
inflation depends on the relative social costs of unemployment and inflation. This rate is
merely illustrative and does not play an important role in what follows,

3. Milton Friedman, Edmund Phelps, and a number of other economists have argued
that the equilibrium rate defined in this way is a fixed, “natural” rate, independent of the
steady-state rate of inflation. If so, my definition of full employment unemployment is
unambiguous; otherwise, it depends, probably not very sensitively, on the rate of infla-
tion. See, for example, Milton Friecdman, *“The Role of Monetary Policy,” in American
Economic Review, Vol. 58 (March 1968), pp. 1-17; and Edmund S. Phelps, “The New
Microcconomics in Intlation and Employment Theory.™ in American Economic Associa-
tion, Pupers and Proceedings of the Eighty-first Annual Meeting, 1968 (American Economic
Review, Vol. 59, May 1969), pp. 147-60.
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of involuntary unemployment to accompany his theory. For my purposes,
his definition can be put in the following simple way: A person is unem-
ployed if he offers his labor at its inarket price but is unable to find a buyer.
Keynes explicitly distinguished this kind of unemployment from frictional
unemployment, which he believed arose in the normal operation of the
labor market. From the start, government agencies have had to use a single
definition to measure all unemployment, and problems of measurement
have caused the definition used in the United States to evolve toward one
more appropriate for measuring frictional unemployment. The next section
discusses the implications of this change, and concludes with a warning
about tiie unreliability of all data on unemployment. The reader will note
that the wai.ng is largely unheeded in the rest of the paper. Unemploy-
ment is too important a problem to be ignored by empirical economists on
the grounds of unsatisfactory data.

A basic theme of this paper is that the Keynesian dichotomy between
frictional and involuntary unemployment, however useful to the study of
cyclical contractions in aggregate dcinand, for which it was originally
formulated, is not helpful in examining the problem of unemployment at
full employment. This theme is developed in the last three sections. Before
starting that discussion, however, I examine the data on unemployment
from a different point of view, without attempting to distinguish between
frictional and involuntary components, or, indeed, between any measures
of normal and abnormal unemployment. This point of view holds that the
persistence of unemployment at full employment i ay be explained in part
by the fact that a few gecgraphical regions contribute a disproportionate
amount of unemployment when the economy as a whole is at full ~mploy-
ment. Structural imbalances of this sort are the basis of one important
school of thought about Phillips curves. Data on unemployment by city
seem to confirm the hypothesis that geographic variation in unemployment
is important, and, morcover, they suggest that these differentials are per-
sistent. The discussion of this observation anticipates some of what is said
later about turnover in the labor force.

There follows a discussion of how ore might classify the various kinds
of unemployment that exist at full emplovment. Jt would be useful to
separate total unemploymeni into a normal component, about which
policy makers should not worry, and an abnormal component, about
which they should. The normal component would exist even in an effi-
ciently organized labor market, and typically the experience of unemploy-
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ment would be brief and infrequent for any single worker. The traditional
distinction between frictional and involuntary unemployment appeurs to
suggest that the frictional component is normal «nd the involuntary com-
ponent is abnormal. However, there is no satisfuctory practical way to
measure the two components. A crude approuach is to suppose that in-
dividuals who find jobs after looking for a certain period constitute the
frictionally unemployed, while those who remain unemployed for long
periods constitute the involuntarily unemployed. That is, one might niea-
sure abnormal unemployment as the amount of chronic unemployment.
The notion of **hard-core™ unemplovment seems to embody the view that
a substantial number of individuals are permanently out of work, and that
the main social problem of unemployment involves these individuals raiher
than those who are unemployed but find jobs within a few weeks or months,
Confronted with the dita on the duration of unemployment, this view
suffers rather badly. At full employment, very few individuals reraain un-
employed for more than a few months. Further, it does not appear that
there are large numbers of individuals who are actually chronically unem-
ployed but are reported as eu: of the labor force in the official data.

If unemployment is pathologically high at full employment. then, it
must be that some part of frictional unemployment is abnormal. The
exploration of this hypothesis is the topic of the last two sections. First 1
calculate a theoretical full employment rate of unemployment starting
from the assumption that normal turnover--changes from school to job
and from job to job—accounts for all unemployment. For white males, the
actual rate in a month of full employment is slightly below the hypothetical
rate, but for blacks und for females the rates are far above it. From this |
conclude that turnover is higher than it ought to be if labor markets are
working properly, and that not every change in job constitutes normal
advance of a career or normal movement from an industry with declining
demand to one with increasing demand. The final section looks into the
differences between white males and others in terms of their pattern of
wages over age groups. It concludes with some evidence on differentials in
uncmployment among members of the same sex-race group.

With the existing data it does not seem possible to distinguish sharply
between the normal and abnormal components of unemployment. No rule
for doing so is offered in this paper. The evidence presented here does seem
to suggest the following answer to the somewhat paradoxical question
posed in the title of the paper: Unemployment is high at full employment
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both because (1) normal unemployment remains high—the natural flow of
workers through the labor market is high; and (2) there is an additional
component of abnormal unemployment—members of some groups in the
labor force do not follow definite carcers but change frequently and
erratically from one job o another, experiencing unemployment with most
changes.

Defining and Measuring Unemployment

The problem of defining and measuring unemployment has concerned
cconomists since the Great Depression, when it became clear that unem-
ployment was the single most important indicator of economic distress in
an industrial economy. The simple disequilibrium view has dominated
thinking about the definition of unemployment since then, even in periods
like the late 1960s when aggregate excess supply plainly did not exist in
the labor market. 1he major debate of the late 1950s and early 1960s be-
tween advocates of the structural and deficient-aggregate-demand views of
the prevailing high rates of unemployment was carried out largely within
the definition implicit in the disequilibrium theory. According to that
definition, unemployment is the difference between the supply and demand
for labor at the prevailing rigid wage. A~ nemployed person is one who
is willing to work at a wage currently being paid to other indiviiuals like
himself, but who finds no job available. This definition is purely subjective
—there is no objective way to distinguish between an individual who is
unemployed and one who has decided not to work.

Early attempts to measure unemployment involved simply asking a
representative group of individuals whether they were working, and if not,
whether they thought they were unemployed. Doubts about this piocedure
led to the use of a more behavioral definition. The cclebrated report of the
Gordon Commiittee, Mcasuring Employment and Unemployment, laid down
as its first general rule that “cach concept should correspond to objectively
mecasurable phenomena and should depend as little as possible on personal
opinion or subjective at*itudes.”* The objectively measurable phenomenon
underlying the measure of unemployment currently in use in the United

4. President’s Committee To Appraise Employment and Unemployment Statistics,
Measuring Empivyment and Unemployment (1962), p. 43.
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States is “specific job-seeking activity within the past four weeks.”? It
would be natural to expect that inany individuals who were unemployed
in the sense of the original definition would not be recorded as unemployed
according to this criterion. The disequilibrium theory of unemployment
does not suggest that a rational person would continue to search for work
after discovering the existence of excess supply for labor.

The Gordon Committee recommended that the household survey be
extended to identify “discouraged workers® who had stopped looking for
work. The extension was carried out starting in January 1967, and quar-
terly data have been published since December 1969. They show that there
are very few discouraged workers when the labor market is tight. In the
sccond quarter of 1969, there were 149,000 men and 386,000 women who
had not looked for work in the past four weeks who still desired it but
reported that they were unable to find it. By contrast, there were 1,254,000
men and 1,288,000 women unemployed in April 1969 according to the
official definition. These results suggest that no major error is caused by
using a strict definition of unemployment in terms of recent activity in
sceking jobs. I will argue later in the paper that there is a different sense in
which many individuais out of the labor force might be classified as
unemployed.

Evidence from the monthly houschold survey suggests, however, that
even the new definition measures partly the individual's state of mind, or
more precisely, the opinion of the respondent (generally, the wife) about
the state of mind of the adults in the household. In any month, the sample
contains eight groups distinguished by the number of times the houschold
has appeared previously in the survey. Each houschold included in the
sample appears for four consecutive months, is dropped for eight months,
and then appears again for four consecutive months. Each of these rotation
groups is drawn by the sa.ae carefully arranged sampling plan, and, except
for random fluctuations, each group should give the same estimates of total
unempl!oyment when properly inflated. This turns out to be far from the
case. A peculiar and persistent phenomenon known as rotation group bias
appears in the data on unemployment. The following data® illustrate the

5. U.S. Burcau of Lalior Statistics and U.S. Bureau of the Census, “Concepts and
Mcuthods Used in Manpower Statistics from the Current Population Survey,” BLS
Report 313 and Census Burcau, Current Populution Reports, Serics P-23, No. 22 (1967),
p. 5

6. These data come from unpublished computer tabulations of the U.S. Burcau of
Labor Statistics.
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problem: they show unemployment by rotation group as a percent of the
average for ali rotation groups in February 1970.

Mowh in the survey

1 2 3 4 ) 6 7 8
1142 913 110,83 1018 1008 914 932 965

Houscholds teind generally io report higher unemployment if they have
recently becn added to the sample. exeept for the second group. The first
four rotation groups account for well over half of the unemployment re-
ported in the whole sample. Apparently the act of interviewing one member
of a houschold for the first time has a perceptible effect on the likelihood
that one or more members of the family will be .. ported as unemployed.
Either the initial interview causes individuals who were previously looking
for work to leave the labor force. or it induces a change in the respondent's
or the subject’s opinion about the latter’s status in the labor force. The
second scems the more likely explanation, and suggests that the official
measure of unemployment is rather more subjective than might appear
from its description. My results, and those of others studying un mploy-
ment, should be interpreted with this in mind. In particular, some of the
differences in reported unemployment rates among demographic groups
may arise purely because of differences in the meaning attributed to the
questions in the houschold survey. It scems unlikely, however, that any
large fraction of the sizable difference between, for example, blacks and
whites can be explained in this way.

Geographical Variations in Unemployment

A conventional view among economists about the peisistence of unem-
ployment when the cconomy is at full employment can be put in the fol-
lowing way: There are many different labor markets, distinguished by
geographical location and the skills and other characteristics of the partici-
pants. Workers cannot move casily from one market to another since it
is expensive to move their houscholds or to acquire a new set of skills.
At any point in time. some of the markets will be in equilibrium (involving,
of course, rrictional unemployment, as noted curlier), some will have
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shortages of workers, and some will have excess workers and hence un-
emploviment. I demuand begins to ennand in b of the markets more or less
uniformly, then the Labor shortazes wiil Feconie more severe, and some of
the markets that had unen:ployment betore will doveiop shortages them-
selves, Bat even it demend rises to the point that shortages are widespread
and wages are rising briskly, so that the economy appears to be at tull
emploviment, some markets wail stitl hane uneasployments To putit another
way. there are botticaechs that prevent output from risiag enough to reduce
uncemaleyment to minimal ictional levels inevery nuarket,

Two torces tend to brieg about the gradual climination of the ind of
imbalance just deserived. Finsty i the longer ran workers may move from
a market with excess Libor supply to ore with a labor shortage, cither by
relocating geoaraphically or by offering a dilerent shill Second, the wage
fevel may fall Gat least relutive to othier wages) in markets with unemploy-
ment. stimulating demand for fabor in those markets, and eventually put-
ting the unemploved to work. 1 eonomists continue to disagree about the
strength of these two equilibrcting forees. Pessimists beliove that they are
soweah that there are markets for a wskilled warkersin depressed regions,
for example--where uncizployiient above trictional lesels is virtually
PerMNCEL in spite of the most encrectic opansionary policy for agaregate
demand. This is the hy pothesis of structucal unemployment.” A more opti-
mistic view holds that under conditions - stabde demand. the equilivprating
forces of Labor mobility wnd changes i selative wages could eventually
climinate unemplovment and Libor shoricge inoevery Labor market, but
that the process is thwarted by centinuz! shidts in the compasitior. of de-
mand. According to this view, high uncapleyotent at rull employment is
simply a reflection of the Tact that st any monznt i time, some unfucky
workers Wil tind themseives in murhets where the demand tor fabor has
just fallen relative to the supply, creating uncimployient.

I propose to evamine these hypotheses in terms o the conditions in the
Labor markets of twelve Large cities in the Uited States, without trying to
distinguish the various markets in cach city for shills of diferent types.
By any measure of unemployment. there are substantial variations among
cities in their rates of unemployvment, Table 1 presents estimites prepared
for the Manpower Administiation of average annual rates of uremploy-

7. M charscterization of the proiem of strectuad unemploymet foliows Qobert M,

Solow, Fie Nature and Soarces of Lacmplozment in the Cmted States (Stockholm:
Almygvist and Wikscll, 1964).
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Table 1. Unemployment Ratee in Twehve Cities, Annual Averages, 1965-69

Percents

'n FAR i PR 'S RLL
Balumere R 29 2.8 2.9 RIS
Chicago L 2.0 2.7 2.7 2.8
Clevelind b | 2.h Q.8 2.5 2.3
Detrent R R 202 Ly 3.7
Houston 2 204 201 1.9 2.2
Los Angeles h ) 1.8 4.5 4.2 4.1
New Yorl, 4.5 4.2 2.7 RIR] 2
Piahadetphea 4.2 R 2 K| 0
Pittaourch LG 0 R 2.8 2.5
St. Louns R RIS 34 3.3 5
San b rancisco 5.0 Rt 4.1 4.0 9
Wohineton, DC R 2.1 2.3 2.2 2.2

s
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. Doparunvent of Labor

ment for the twelve cities™ In 1965, o year of 4.5 pereent national unem-
ployment. the hizhest rite was considerably more than twice the lowest
rate. Four years Liter, in 1969, when the nationa] uneminlovment rate was
3.5 pereent, the rates still show o areat deal of dispersion: further, there
seems to have been a general tondencey for the rates to fall more or less
uniformly.

Thewe data seem to support the conventional view that a few markets
with exeess supply of Labor contribute disproportionately to the natonal
unemployment rate. Morcover, they seem to support the hypothesis of
long-term structural unemployviient. They show little evidence that the
cquilibrating forees hive much ¢feet over the four-year span of the data.
The scatter divaram of Figure 1 demonstrates this graphically, Except for
Detroit and St. Louis, the cities fall along i snsooth curve: Those that had
high unemiployment in 1963 Gtill suffered it in 1969 und those with low rates
in carlier years continued to evperience them, Before embracing the strue-
tural hy pothesis, however, I think it is appropriate to consider alternative

8 This s the ety set of estimaies of unemplvswment by aity available annually for
sears before 1Un Thoy are propared froadtoron o ooes fop unemples nent insurance.
pudreils, and various etier sourdos, Fhe Huraan of Tabor Statstes has raeentls pub-
lished estiratos of unem, vt ras Baciny pom e hoaeeledd surves aseraged over
1969, Sce Peaad O Faemvand Pead M Schacty *Geopraphic Aspeets of Unemployment
n 19697 Lnglovnwent and Larines, Vol 10 (April 1970, pp. 5 6, 16 22,
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Figure 1. Relation between Unemployment Rates in 1965 and 1969,
in Twelve Cities
Rate in 1969 (percent)*
5 el

\ Washington, D.C. 12e

4 = 2 Chicago e ]
3 Cleveland

4 Houston co

§ Pittshurgh 70

6 Detroit

T St. Louis 1oe

3 = 8 Bultimore se -
9 Philadelphia 8e
10 New York

L1 Sun Francisco 20 50

12 Loy Angeles 30

0 | | ] ] 1
0 1 2 3 4 5 6

Rate in 1965 (percenmt)®

Source: Table 1.
a. Annual average of total unemployment as percent of total work force.

explanations of the persistent differentials in the uncmployment rates of
these citics.

In the first place, the unemployment rate for each city represents an
average over the rates of disparate groups in the labor force. For example,
tecnagers invariably have high rates of unemployment, so if a city has an
unusually large fraction of teenagers, its unemployment rate will be high
relative to those of nther cities even though neither its rate for adults nor
its rate for teenagers is high. An adjustment for the varying composition ot
the labor forces of the twelve cities appears necessary before any meaning-
ful conclusion can be drawn about the persistence of differentials in un-
employment rates.
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It is not possible to adjust the data on unemployment by city from the
Manpower Administration or from the household survey for composi-
tional differences other than race, However, in a study of data on individ-
uals that is reported briefly in the appendix,® the statistical method of
regression is used to estimate the pure differentials between the unemploy-
ment rates (or more precisely, weeks of unemployment per year) in the
twelve cities, for the four sex-race groups, simultaneously estimating the
pure effects of age, marital status, family size, income, and wages. The
wage effects are particularly important, and I will rcturn to them in a later
section. For the moment, the fact that the estimates of the pure geographi-
cal effects take account of wage differences means that cities with unusually
large proportions of well-paid workers (who generally have very low rates
of unemployment) are put on an equal footing with those having more
typical labor forces.

Important as this kind of adjustment is in principle, it turns out to make
remarkably little difference in this case. Table 2 presents the pure geo-
graphical effects estimated from the regression. Simple averages calculated
from the same data are remarkably similar, indicating that the adjustment
for composition has little practical effect on the estimates of the differen-
tials among the rates of unemployment in the twelve cities. The adjustments
for composition that would be appropriate for the annual data from the
Manpower Administration discussed above would be very much the same,
so it seems safe to conclude that the annual data would be little changed by
this kind of adjustment. The high correlation between the differentials by
city for white males estimated from the Survey of Economic Opportunity
(SEO) data and the data for 1966 from the Manpower Administration
makes this conclusion even more tenable.

This seems to rule out tie simple explanation that the persistent dif-
ferentials ir unemployment by city are the result of corresponding differ-
ences in the composition of the labor forces of the cities. The structural
hypothesis seems to be the winner. Must opiuimists now abandon their
view that, left to themselves, the equilibrating forces of labor mobility and
changes in relative wages will gradually eliminate differentials in unem-
ployment rates? Perhaps so. I offer here a distinctly tentative hypothesis

9. Data for this study were obtained from the Survey of Economic Opportunity,
conducted by the U.S. Bureau of the Census in the spring of 1967. The anonual data refer
to 1966,
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Table 2. Estimates of Weeks of Unemployment in Twelve Cities, by
Sex and Race, 1966

Men Women

City White Bluck White Bluck
Baltimore 1.7 i1 0.7 0.2
Chicago 1.3 2.3 1.1 0.6
Cleveland 1.6 3.2 1.0 2.5
Detreit 2.8 5.5 1.1 2.3
Houston 2.2 0.0 0.8 0.6
Los Angeles 3.3 6.4 1.5 2.2
New York 3.0 2.7 1.3 1.0
Philadelphia 1.9 2.9 1.0 1.5
Pittsburgh 2.8 4.5 1.5 2.7
St. Louis 2.6 2.2 1.0 4.2
San Francisco 3.6 R.0 1.7 2.3
Washington, D.C. 2.0 2.2 0.7 0.7

Sonrge: Denved from resression estimates shown in Table A-1. The vstmates are for individuals with
speditivd charactenstics. See the appendix fos detals,

that might explain the apparent weakness of the equilibrating forces in
terms that should not be offensive to economists who have a basic faith in
the efticacy of the price system.

In the duta from the SEQ, there is a positive association between average
wecks of unemployment for men and average wages among the twelve
cities.!V High-wage citics. notably San Francisco and Los Angeles, have
high rates of unemployment, and low-wuge cities tend to have low rates of
unemployment. The data are presented in Figure 2 for men and women.
If there is a general tendency for cities with high wages to have high unem-
ployment rates, then there is no longer a presumption that geographical
mobility of labor will act to reduce unemployment. The attraction of high
wages may cancel or even outweigh the discouraging effect of unemploy-
ment.!! A rational worker might decide to move from Cleveland to Los

10. The wage rates used here are also adjusted for variations in the composition of the
labor force by city. They are presented in Robert E. Hall, “*Wages, Income, and Hours of
Work in the U.S. Labor Force." Working Paper 62 (Massachusctts Institute of Tech-
nology, Department of Economics, August 1970; processed).

11. Unemployment does not necessarily exer* its discouraging effect directly. Rather,
high unemployment may be a sign of low rates of job vacancivs.
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Angeles even though it is much harder to find a job in California, preciscly
because wages are significantly higher there. In this situation, geographical
mobility of labor may not function at all as an equilibrating force. If the
devisions of most faiilies about their locations are influenced mainly by
consideration of the husband’s employment. then the relationship between
wnemployment and wages should be stronger for men than for women.

What about the other main equilibrating force, changes in relative wages?
Deeply embedded in modern economic thought is the idea that excess sup-
ply of labor in a market should drive down the wage, at least relative to the
average wage in all markets. It is, for example, the explanation of the
Phillips curve. The basic mechanism that economists usually have in mind
is that in a market where unemployment is high, employers find it possible
to hire at slightly lower wages, or at least they need not keep up with wage
increases in other markets in order to fill their jobs. In this view, the pool
of uneniployment consists of workers who are increasingly desperate for
work. and who will tuke somewhat lower wages than they had originally
expected. T have suggested above, however, that those unemployed in a
city with high wages may have a rather different attitude: They may be in
the market precisely because they are willing to pay the price of a spell of
unemployment in order to locate a high-paying job. If so, there is no reason
to expect this Kind of unemployment to exert a downward pressure on
wages. The employer who offered a job at a slightly reduced wage to an
unemployed worker would simply be refused.

One final question needs to be answered to complete this explanation.
Why do employers hire in cities with high wages rather than relocating in
low-wage arcas? In the long run, one might expect the mobility of em-
ployers 10 bring :bout equalization of wages, even if the other forces were
not acting to do so.'* However, the existence of unemployment in his labor
market is a distinct advantage to the employer. It acts to stabilize his work
force, reducing his hiring costs and permitting him to capture the benefits
of training that his workers acquire on the job. Th=existence of a high level
of unemployment imposes a substantial price on workers who change jobs,

12, Of course, other factors as well determine the geographical pattern of wages. In an
ideal set of labor markets, one would expect uniformly low unemployment rates and
differences in wages that reflected only these other determinants. Climate is the obvious
example of such an influence. By equalization, then, I really mean equalization after
taking these other determinants into account.
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Figure 2. Relation between Average Wages and Weeks of Unemployment in
Twelve Cities, by Race and Sex, 1966
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Figure 2. (continued)

Weeks of unemployment

4
White females
I — o~
2 - -
120
n 7¢ 1@ -
se
1 T go 05°%®  _
ae 20 60
0 ‘:E__vl/i 1 1 | g | 1 f
0 1.00 1.50 2,00 2.50
Wage per hour (dollars)
8@
4 — Black females -
3 [ e
= |. -
e e 120
2 —
- 50 -
1 — 9@ -
i a0 60 30 B
20
0 ;_._/,If ] 1 ] 1 ] 1
0 1.00 1.50 2.00 2.50
Wage per hour (dollars)
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and materially reduces the frequency with which workers do so volun-
tarily. The prospective employer, deciding where to locate, can buy stability
in his work force by locating in a high-wage, high-unemployment city.
Taken together, these arguments suggest that there can be an inde-
terminacy of the equilibrium in the labor market of a city. There may be a
whole set of unemployment-wage combinations each of which represents
equilibrium in the sense that it can be maintained indefinitely. None of the
combinations is really satisfactory, and it would be unfortunate to suppose
that the goal of manpower policy should be to try to move to a position of
low unemployment and accept the consequent low wage. If some other
means, less costly than unemployment, could be found to reduce turnover,
then the equilibrium could be at high wages and low unemployment.

Is There a Substantial Amount of Chronic Unemployment
at Full Employment? -

Populir accounts of unemployment often scem to suggest that full em-
ployment leaves ochind a residual group of chronically unemployed work-
ers who are unable to find work over long periods of time. 1 interpret the
notion of chronic unemployment to refer to individuals who are literally
unable to find a job after looking for six months or more. This is a very
stringent definition (some might say it is a caricature of the usual idea of
chronic unemployment): I use it because there is still a very large difference
between having difficulty finding a job (spending up to six months search-
ing), and not being able to find a job at all. Nothing in my definition is
intended to suggest that there is not a great deal of hardship in four or five
months of joblessness. I wish to suggest only that it is misleading to label
a spell of unemployment of this length as chronic unemployment. I think
it important to distinguish between truly chronic unemployment, in which
the same individuals remain unemployed month after month, and unem-
ployment involving continual, even if relatively slow, turnover among the
unemployed.

The first place to evaluate the importance of chronic unemployment is
in the data on the duration of unemployment.!? Table 3 presents these data

13. These data are particularly sensitive to the kinds of errors discussed in pp. 37375,
In particular, uncmployed individuals seera to have a tendency to date their spells of
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Table 3. Percentage Distribution of Unemployment in Sex and Age
Groups, by Duration, April 1969

Weehs of unemployeent

Sex amd age 04 5-14 13 24 27 or more
Both seaes, 16-19 sears 60.1 25.6 7.3 7.0
Muale, 20 vears and over 47.9 20.2 18.4 7.4
Female, 20 veairs and over §5.1 25.6 14.5 3.9

Source: Emploiment and Larmngs, Vol 15 (May [909), Table A-13, p. 39,

for April 1969, a month of high employment. About half of those unem-
ployed in that month had become so within the previous four weeks. Only
a very smaldl traction had been unemployed for six months or more: in the
case of adult men, 7,4 pereent of the total, or about 70,000 individuals. If
chronic uremployment is a major social problem when the economy is at
full employment, that fiact is not revealed in the data on unemployment
from the houschold survey. Those data show that individuals leave the
status of unemployment relatively rapidly: very few of them are reported
as unemployed for long periods.

The definition of unemployment used in the survey practically guarantees
that little chronic unemployment will be reported. If an individual is unable
to find work after searching for several months, he may well not take the
trouble to engage in specific job-secking activitics in the four weeks pre-
ceding the survey. In an carlier section I discussed the new data on individ-
uals not in the labor foree who nonetheless desire a job or would normally
be in the labor foree. It is now useful to take a second look at this group,
which is not very lurge compared with total unemployment, but is certainly
large enough so that if it comprised mainly those permanently out of work,
it would indicate that chronic unemployment was a major problem. In
February 1967, the Burcau of the Census carried out a follow-up survey of
men aged 20 through 64 who were reported as not in the labor foree in the
regular monthly survey one week carlier. ' Most of them were sick or dis-
uncimployinwent from the month when they eatered the survey. Since cach houschold
spuends only four consccutive months in the survey, this bias may cause an understate-
ment of very long-terin unemployment,

14. Vera C. Perrella and Edward J. O'Boyle. *Work Plans of Men Not in the Labor
Force,” Momhly Labar Review. Vol. 91 (August 1968), pp. 8-14.
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abled (59.0 percent) or retired (10.7 percent). Almost 700,000 men, how-
ever, were out of the labor force for unusual reasons—that is, for reasons
other than poor health or retirement. Might not some fraction of these be
chronically unemployed? The survey seems to rule this out almost com-
pletely. Astonishingly enough, just under half of those who had been out
of the lubor force the previous week were back in it by the time the follow-
up survey was made. Table 4 gives the complete breakdown by age groups

Table 4. Status of Men One Week after Being Recorded as Not in the
Labor Force for Unusual Reasons, February 1967

Thousands
Age grour

Status 20-34 35-59 60-64

years years years
Now 1n labor force 86 191 64
Expect to be in labor force within four weeks 24 85 20
Want a job but not looking 18 62 48
Do not want a job 24 36 41
Total 152 374 173

Source: Vera C. Perrella and Edward J. O'Boyle, “Work Plans of Men Notin the Labor Force.™ Monthly
Lahir Review, Vol 91 (August 1968), pp. 8-14, Derived by excluding the categories “sick or disabled™ and
*retired” from their Table 2, p. 10. ’

and status at the time of the follow-up survey.!® In the two younger age
groups almost three-quarters of those who had been out of the labor force
were cither back in it or planned to be within four weeks. Men 60 and
above account for a substantially disproportionate share of those who
might be chronically out of the labor force while still desiring to work.
The results of the survey show that ill health is the main cause of temporary
withdrawal from the labor force. For example, about half of those who
planned to be back in the labor force within four weeks reported that ill-
ness, accident, or other disability was responsible for their withdrawal.
Only 22 percent gave reasons related to unavailability of work, and most of
them were construction workers experiencing a seasonal lull in February.
The others gave various reasons, such as recent discharge from military
service and bad weather. Similarly, health problems were cited by more

15. These data are even more prone to error than those from the regular survey, since
they are subject to an unknown bias caused by the unusual interviewing schedule.
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than half of those who wanted jobs but were not looking.!® No similar
data seem to be available for those who were back in the labor force at the
time of the interview. Nothing in the survey supports the hypothesis that
unavailability of work is an important <ause of withdrawal from the labor
force. The overwhelming impression from these data is that the rate of
turnover among those who are out of the labor force for unusual rcasons
is, if anything, greater than the rate of turnover among the unemployed.
In neither group is there evidence of a substantial number of individuals
who are chronically out of work.

The very large flow into the lubor force of individuals who were out of
the labor force for unusual reasons suggests that the latter status represents
a temporary way station occupicd partly by people who are about to start
looking for work. If so, the distinction between those who are unemployed
and those who are temporarily out of the labor force is rather arbitrary.
A more comprehensive definition of the labor force and of unemployment
would include those individuals who are about to start looking for work.
The data necessary to distinguish between them and those who are tempo-
rarily unable to work are not available, however.

The evidence just presented does not show conclusively that there are
few individuals who are permanently unable to find work. The evidence is
consistent with the presence of large numbers of individuals who oscillate
between unemployment and withdrawing from the labor force without
ever finding work. In fact, those in the special survey who were reentering
the labor force had suffered in the previous year from substantially more
unemployment than did typical members of the labor force. However, a
very large fraction—seven out of eight—of those returning to the labor force
who were in it in the previous year had worked at some time during that
year.'7 Most of those who did not work at all probably looked for work
only a small part of the year.

Taken together, the evidence on the duration of unemployment and on
individuals who are not in the labor force suggests rather strongly that
chronic inability to find a job is not a problen faced by a significant num-
ber of people when the economy is at full employment. The real problem
is that many workers have frequent short spells of unemployment. This is
the topic of the next section.

16. Vera C. Perrella and Edward J. O'Boyle. “Work Plans of Men Not in the Labor
Force," Monthly Labor Review, Vol. 91 (September 1968), pp. 35-36.
17. 1bid., p. 35.
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Frictional Uaemployment and Turnover in the Labor Force

Foanonias e peaerally recernieed thaet a certain amount of unem-
ploviment witl v aree i tae aormal operation of a labor marhet.
Eapecially whon uicaploviveent i defined in terms of activity in looking
for a job, a cortain Lactien o the nonworking pepulation will be searching
for work whenever the houschold survey is conducted, and will be measured
as unend n oo A tal eaplovment,in fucts o good fraction of those un-
ciploved are at sutaral tassition poeats i their carcers where it is normal
to be looking tor jobs: those who hase just linished schiool or have just
been dischuracd frous the auhitary cee the obvious examiples, In April 1969,
individuals with no previous work experience constituted over T pereent
of total uncapiovment and recntrants to the labor foree constituted :un-
other 30 percent. Fanericinced workers may seck new jobs, cither bediuse
they have exhausted the possinilitios Tor traiming and advancement in their
old jobs, or because techuical progress or shifts in the comnosition of de-
mand have climinated their provieus jobs Urcmployed individuals who
are changing jobs many fune been Leid ofi, o they maay lave quit in the
belic! thut more Lavorable opportunitios oxist elew here. These two sources
accounted for 43 and 16 pereent, respectively, of total unemployment in
April 1969, Unemployment that aiises from any of these sources need not
be a subject of social concern i the unemplozed find jobs reasonably
rapidly s in fact, Libor markets could not fanction ciliciently if workers did
not spend some fraction of their time searching for the bost possible jobs,

This observation has fed some cconomists to wdopt normal turnover as
a unitary explanation of uncnpioyment. The resulting doctrine is rather
loosely called the Search Theony of Uneinplovinent.™ Itemphuasizes that it
is rational for an unemploy ed worker not to take the first job available, but
to wait long enough to got u particulatly good job. This incentive to renmuiiin
unemployed aperates even wiea the demand tor labor is exceedingly strong,
so there is o level of frictional uneaaployment that is the irreducible mini-
mum that can be achicved by expansionary fiscal and monctary policy.

In the search theory, unemployient is a transitory experience, gencrally
associuted with voluntary or involuntary changes in jobs. The appropriate

I8, Many interesting papers on the search theors andd relited topies appear in Edmund
S. Phelps und others, Muwcroccomanne Lowdations of Laghaovarne and Inflution Theory
{Norton. 1970).
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policy for reducing uncmployment, then. is to climinate some of the fric-
tion in the labor market. The policy conclusions of the scarch theory are
typiticd by Charles Co Flolt's insenions sugaestion that the offices of the
U.S. Baployivient Service sheuld b kept open ar niaht so that workers
can scarch for new jobs betore quitting their old ones.’™ To practical
ceonomists, something is missing here. In the course of providing a firm
logical feundation for the traditional notion of frictional unemployment,
the search theors seems to claim that all unemployment is frictional, that
every person who reports birselt” oy out of work is spending a few weeks
between jobs in the normal advancenteni of his career. In his discussion of
Holt's and Phelps” work, Otto Fekstein puts this point foreetully: *, . . the
central ecmployment problan of our society today is the disparity of em-
plovnient opportuiitios among blachs and whites, among skilled and
unshilled. among yourg and exrerienced. L  We are in danger of devising
a labor market theory which i os remiote from the central employment
problem of our tues as the clissteul theory was in the 1930770

In the previous section ©tricd to shiow that chronic unemployment is
not the contral erlonecnt problem of our time, cither. Whatever the
merit ef Lekstein's eriticism, it dees not appear that the scarch thicorists
are wrong in looking at the problem of unemplovment from the point of
view of turnover in the Labor foree. The central problem seems to be that
some groups in the labor foree e rates of unemployvment that are far
in exeess of the rates that would accord with the hy pothesis that the un-
employed are making & normal transition frony one job to another, Some
groups ovhibit what seemis to be pathological instability in holding jobs,
Changing [rom ore fow-paving, unpleasant job to another, often several
times a year, is the typical pattern of some workers, The resulting unem-
ployment can hardly beosand to be the outcome of a normal process of
carcer advancement. The true problem of hard-core unemployment is
that certain members of the Libor foree acceunt for a disproportionate
share of unemplovitent because they drift from one unsatisfuctory job to
another, spending the tinie between jobs cither unenmiployed or out of the
labor force. The mest compact evidence supporting the existence of such

19. “Improving the Labor Market Trade-o!T between Inflation and Unemployment.™
i American Feononue Assocuiiiemy, Loy wed Procecdings af the Lichity-first Annal
Meoviing, 1948 Cinnoriceon Lo pric Boviow, N ol 530N oy 1969y, p, 142,

200 Discussaion,” me American b oonotiie Associztion, Papers und Proceedings (May
1969), p. 163,



90 Robert E. Hall

a group is provided by the data on the number of spells of unemployment
expericnced by the labor force, Among those who were unemployed at
some time in 1968, 69 percent had only one spell of unemployment, 15
percert had two spells, and 16 percent had three or more®! The overall
unemployment rate in 1968 was 3.6 percent, and the average unemployed
person required about one month to find a new job. The implied average
duration between spells of unemployment was about twentv-seven months,
In order to have two, much less three, spells of unemployment in the same
twelve months, an individual could hardly be making normal changes in
jobs. Yet almost a third of those unemployed at all in 1968—more than 3
million individuals—had two or more spells. The existence of this group
is surcly a matter of social concern.

In order to identify groups in the labor force who suffer from excess
unemployment at full employment, it is necessary to make a crude guess
zbort the amount of unemployment that arises from normal turnover, 1
have done this by making a set of assumptions about the time required to
find a job and the frequency with which individuals of various ages change
jobs.** From this I have calculated the implied rates of unemployment by
age groups, as shown in Table 5. The assumptions are as follows: (1) An
individual iooking for his first job requires, on the average, two months to
find it, but he requires only onc month to find subscquent jobs; (2) teen-
agers change jobs every year, young adults every two years, and adults (age
25 and over) every four years; (3) the pattern of entry into the labor force
yiclds the distribution between inexperienced and experienced members
shown in columns 1 and 3 of Table 5. The resulting hypothetical normal
rates of unemployment appear in column 6 of the table. Witk the distribu-
tion of the labor force among sge groups prevailing in 1969, the overall
normal unemployment rate would be 3.3 percent, not a great deal below
the actual rate of 3.5 percent. The last four columns show why this is so.
White males, the largest of the four sex-race groups, actually had unem-
ployment rates below the hypothetical normal rates in every age group in
April 1969. This probably demonstrates that the assumptions used in mak-
ing the calculations are a little pessimistic, although it should be kept in

21. Vera C. Perrella. “Work Experience of the Population,” Monthly Labor Review,
Vol. 93 (Fcbruary 1970), Table 2. p. 57.

22, These are purcly assumptions and are not drawn from any data. Actual data
would, of course. include the effects of the abnormal unemployment I am trying to
distinguish.
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mind that April 1969 was a month of over-full employment and not one of
equilibrium as I defined it at the beginning of the paper. Itis important to
note that if my assumptions are anywhere near the truth, the differentials
between the unemployment rates of teenagers and adults among white
males are a normal consequence of the process of looking tHr jobs und
are not an indication of a special problem for teenagers. For black males,
the situation is altogether ditferent. Rates of unemployment are about 35
pereent greater among aduit black males than the hypothetical values, and
are even higher for 18- and 19-year-olds. Nothing in the theory of turnover
or frictional unemployment seems capable of exvplaining this extraordinary
discrepancy. Blacks are noorly educated and poorly trained in comparison
to their white counterparts, and they sutfer from discrimination as well,
but those facts do not adequately expluin why they skould take longer to
find a job or why they should change jobs more often. In the frumework
of the search theory, a satisfactory explination would involve demoastrat-
ing that it is in the interest of disadvantaged workers to scarch for jobs
more often and for longer periads. T shall have a little more to say about
this matter in a lates section, but it remains an urgent unsolved problem of
modern cconomic research.

White females have unemployment rates somewhat below the hypo-
thetical levels in all but the highest age group. Those and other data suggest
that the main problems experienced by white females in the fabor foree
arise not in their carly years in the labor foree. but after age 25, For exam-
ple, as I shall show in the nest section, wages paid to white females are
almost as high as those paid to white males up to age 25, but after that age
wages paid to men rise steadily while those paid to women remain at essen-
tially the level of age 25,

Finally, black females suffer the lurgest discrepancy of all between actual
and hypothetical unemployment rates. in fact, they suffer more than doubly
for being bluck and for being women: In every category their unemploy-
ment rate exeeeds the rate of white females by more than ihe difference
between black and white males.

1 conclude. then, that only wmong white males is normal turnover a
satisfactory unitary explanation of the observed levels of unemployment
by age groups. Signs of pathological excess unemployment appear in the
data for women and hklacks. Even for white males. unemployment is
distributed uncvenly between high- and low-paid workers, as 1 will show
in the next section,
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Workers Who Are Unemployed Frequently

Lalier in this paper 1 have argued that the problem of hard-core unem-
plovment at full cemployment is not so much that there are individuals who
are permanentiy out of work as that there are many workers who move
requently froin job to job without advancing their carcers. Further study
of the problem ought logically to be carried out with data on the experience
Over teie of a representative sample of members of the lubor foree. The
cvistenee ot groups with unstable work histories could be confirmed and
the nature of the problem examined more deeply with such data. The only
data avadlabie, however, aive informiation about the status of individuals
only for a ~ingie year, This mukes it necessary to infer conclusions about
the experience of anindividual over time from the status of similar in-
dividualy of ditferent ages at the sume point in time.

To an ceenosist, the natural way to measure the progress of an individ-
wal worker v by his wage. As he accumulates experience and specialized
training on the job, his hourly wage should rise year by year. At a point
in thine, then, the age profile of wages should rise smoothly with age, pro-
vided that an appropricte adjustment is made for the tuct that older work-
ers tend to hanve less formal education and may tend to live in arcas with
lower wages. From the data in the Survey of Economic Opportunity, I have
nuade estimates of the pure age protile of hourly wages, incorperating
adjustments tor years of education, location, union membership, health,
and country of birth. The results are presented in Figure 3. They suggest
that the whole notion of a career with steady advancement is relevant only
for white males. whose wages rise through ages 45 to 54, Black males, and
wonien of both races, make progress only through ages 20 to 24. From
ages 25 to 3 onward, their wage profiles are practically flat.

From data on the status of a sample of individuals at a single point in
time, sonsething can be injerred about the proportion of time that individ-
uals with various chiaracteristics spend looking for work, although there is
no way to tell i u high proportion is the result of many short spells or a
few long ones. Wathin cach of the four sex-race groups in the SEO sample,
unemployment is very unevenly distributed. In general, workers with few
skills are much more likely to be unemployed than others. Once again, to
an economist, the natural overall measure of an individual's level of skill
is the wage he carns, or would carn if he were working. To adjust for the
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Figure 3. Age Profile of Wages, by Sex and Race, 1966
Wage per hour (dollurs)
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Source: Hall, “Wages, Income, and Hours of Work,” Table 2.2, p. 23.

tendency for well-paid workers to live in citics where uncmployment rates
are high, and for other related effects, it is necessary again to use estimates
of the pure effects obtained by regression These are presented in Table 6
and incorporate adjustments for age, marital status, number of children,
income, and location.

White males in the lower wage groups experience unempioyment of
moderate length; the length declines to the relatively low rate of 1.4 weeks
per year in the highest wage group. Black males, in contrast, have much
longer periods than whites in the lower wage groups, and shorter ones in
the higher groups.2® I offer the following tentative explanation for this

23. The negative value for the highest wage group for black males serves as a reminder
that these results are subject to a certain amount of statistical variation.
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Table 6. Estimates of Weeks of Unemployment, by Race, Sex, and
Wage Groups, 1966

Mon Women

Hourly wage e e em o . S :
in dollars White Bluck White Bluck
0-1.50 4.3 9.4 1.3 1.0
1.50-1.75 2.8 8.3 1.1 1.3
1.75-2.00 2.8 4.9 1.0 1.6
2.00-2.50 3.0 2.7 0.8 1.2
2.50-3.00 2.0 0.0 0.9 0.3
3.00 or more 1.4 -1.0 0.0 0.6

Source ! Durived from regression estinuates shown in Table A.l for marricd indivduals, aged 20 through
59, with no children, hiving in the New York Standard Metropolitan Statistival Arca, and with Tamily
incomes between $3,750 and $4,500 per adult per yoar.

difference: Whites are willing to work steadily at low-paying jobs beeause
they are aware that they can start up a job ladder by establishing a stable
employment record. Blacks, on the other hand, do not seem to have this
opportunity, and therefore are likely to leave a low-paying job within a
few months or a year. Thus trainees in banks and workers in service sta-
tions receive about the same hourly wages, but the trainces have an incen-
tive to work hard and steadily that is absent for the scrvice station men. A
few blacks accomplish what is routine for whites, however, so in the higher
wage groups there is much more selection of the most stable workers
among blacks than among whites.

Racial differences among women are not as pronounced, perhaps because
women of both races are generally excluded from the job ladder. Note that
although women have higher unemployment rates than men, as reported
in the houschold survey, they have fewer weeks of unemployment per year.
The unemploynient rate in a group is, roughly speaking, the ratio of weeks
of unemployment to weeks in the labor foree, and women tend to spend
substantially fewer weeks in the labor foree than men.

Economists are occasionally tempted to speculate about another source
of uncmployment: For many people only low-paying, unpleasant jobs are
available, either because of lack of skills or because of discriminatory
exclusion. If they have income from sources other than their own work,
they might work only part time, or more likely, part of the year, and enjoy
leisure (which is cheap for them) the rest of the time. Moving in and out of
the labor force would cause them to be recorded as unemployed frequently.
Further, a person who feels guilty about not working might report himself
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as unemployed even though he was not actually interested in taking the
kind of job he could get. Both of these kinds of unemployment are volun-
tary in that they are different from the unemployment suffered by a person
who is simply unable to find a job despite serious effort. One implication
of this argument seems to be that unemployment ought to be positively
associated with income from sources other than an individual's own work.
In the regressions presented in the appendix and discussed above, I have
controlled for income as well as wages, using a comprehensive measure of
income that includes the nonwage income of the family and estimates of
the wage income of other members of the family. It also includes the value
of the individual’'s own time, but this does not affect ihe interpretation,
since his wage is included separately. Income does not include the indi-
vidual's actual wage income, of course, since that depends on his amount
of unemployment. The income effects in all four regressions are quite small,
and generally have signs that are the opposite of those predicted by the
theory just mentioned. If anything, individuals in a given wage group tend
to have more unemployment if their families are poor. There is no evidence
whatever in favor of the hypothesis that unemployment is voluntary in the
sense defined above.

Earlier sections of the paper have suggested how these data on individ-
uals at a single point in time ought to be interpreted. They show who is
likely to become unemployed for a spell one or more times during a year,
not who is likely to r»main permanently out of a job. Blacks and women
seem to be excluded trom work that offers an incentive to stay with a job
permanently, and spend much larger fractions of their time in the labor
force louking for new jobs than do white males. Within each group, the
lower-piid members spend many more weeks looking for work than do the
higher-paid ones. Finally, even with the wage level held constant, higher
income seems to reduce weeks of unemployment.



Why Is the Unemployment Rate Su High at Full Employment ? 397

APPENDIX
A Study of Weeks of Unemplovment in 1966

THE DATA OF THIS sTUDY are semewhat different from those in the
monthly houschold suivey, and probubly sufler from all of the difficulties
of the houschold survey and from some of their own as well. They are taken
from the Survey of Economic Opportunity (SEO) for 1967, a body of data
collected by the U.S. Burcau of the Census using roughly the sume methods
thut it employs in the monthly survey. The questions about unemployment
referred not to the status of the adults in the family at the time of the survey
(spring 1967). but rather to their experience throughout the previous year,
1966. The respondent was asked, *How many different wecks was
looking for work or on layoff from a job?™ The definition of looking for
work is much less strict than that used in the houschold survey. As stated
in the SEO codebook: “The interviewer was told to accept the answer of
the respondent if he says a person was looking for work. If the respondent
is in doubt about what the phrase ‘looking for work® means, the interviewer
wits to use this explanation—a person is *looking for work” if he is trying
to get work or trying to establish a business or profession . ., ‘Layoff”
includes both temporary and indefinite layofl.”™! The data from the ex-
tended houschold survey suggest that the use of this relaxed definition
does not tend to classify a great many people as unemiployed who would
otherwise be classified as not in the lubor force. A more serious deficiency
of this body of data arises from its retrospective nature. If the respondent
has difficulty reporting the current status of the members of his or her
houschold for the monthly survey. surcly the difficulties are compounded
niiny times in reporting on their status up to fifteen months carlier. To the
extent that errors of perception and memory are random and uncorrelated
with the determinants of unemployment, the results are not biased by the
errors: they are only made less precise. But there is every reason to believe
that the errors are systematic and the empirical results shouid always be

1. *1967 Sunrwey of Economic Opportunity Codebook* (Office of Economic Oppor-
tunity, no date; processed). pp. 191-92,
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interpreted with this in mind. In particular, comparisons between men and
women are rather dangerous.

The purpose of this study is to obtain averages of unemployment levels
for various demographic and economic groups. Averages for groups in one
classification (for example, various wage groups) need to be adjusted for
variations in other determinants of unemployment. Simple tabulation of
averages docs not allow for this adjustment; for example, classification by
wage groups alone would understate the magnitude of the pure wage effect
because high-wage workers tend to live in high-wage cities, where unem-
ployment is higher. Cross-tabulation by all classifications simultaneously
is infeasible because of the large number of groups. I have therefore adopted
the method of regression on dummy variables to estimate the pure averages
within each classification. The adjustment for the association between
wages and cities, for example, has the following character: All cities have
the same pattern of unemployment by wage groups, but each city has its
own overall level of unemployment. Equivalently, one can say that all
wage groups have the same pattern of unemployment by city, but each
wage group has its own overall level,

The definitions used in the various classifications are precisely the same
as those in the author's study of hours of work,? which the reader should
consult for additional information. In brief, the characteristics are defined
in the following way:

1. Race
a. White, including chicanos and Puerto Ricans.
b. Black. Other nonwhites, mainly Orientals, were excluded.

2. Sex
a. Male.
b. Female,

3. Position in fumily ,

a. Head or spouse of-head, spouse present.

b. Head, spouse absent. Only women were included in this classi-
fication; a small number of male heads without wives were ex-
cluded.

c. Single individual.

d. Relative, living in a family but not the head. This includes sons,

2. Hall, “Wages, Income, and Hours of Work."
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daughters, parents (when not the heads), aunts, uncles, and so
forth.

4. Age
. a. 14 through 19. Since individuals who were in school all or part of
the year were excluded, this group consists mainly of 18- and
19-year-olds.
b. 20 through 59.
¢. 60 and over.

5. Children in the family
a. None.
b. Preschool age only (6 or younger in March 1967).
c. School age only (7 through 13).
d. Both.

6. Income. For each family, a comprehensive measure of income was
calculated in the following way: (a) Nonlabor income was estimated
as the sum of reported unearned income and the imputed income on
the cquity value of durable wealth; (b) the value of the time of each
member of the family was calculated as the product of the number of
hours available to be divided between work of all kinds and leisure
(taken as 2,000 hours per year for most individuals) and his wage
rate (imputed by the method described below); (c) the sum of these
components was adjusted for the influence of the federal income tax.
The resulting measure of income, called whole income, was classified
in the following way:

$0 to $3,000 per adult per year.

$3,00C to $3,750.

$3,750 to $4,500.

$4,500 to $5,500.

$5,500 or more.

& o op

7. Hourly wage. For each individual, whether working or not, a wage is
imputed on the basis of his personal characteristics. The imputation
is derived from a first-stage regression in which observed hourly
earnings in the weck before the survey is the left-hand variable. The
imputed wage per hour was adjusted for the marginal income tax paid
by the individual, and classified as follows:

a. 30.00 to $1.50.
b. $1.50 to $1.75.
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c. $1.75 to $2.00.
d. $2.00 to $2.50.
e. $2.50 to $3.00.
. $3.00 and above.

8. Location. Twelve large metropolitan arcas are identified explicitly in
the SEQ. Each is labeled by the name of the largest city it contains,
but the area includes the entire Standard Metropolitan Statistical
Area (SMSA). The arcas are:

a, Baltimore.

. Chicago.

Cleveland.

Detroit.

Houston.

Los Angeles.

New York,

Philadelphia.

i. Pittsburgh.

j. St. Louis.

k. San Francisco.

. Washington, D.C.

o

e o

i RN

Separate regressions were compuied foi the four race-sex groups. The
results are presented in Table A-L

Table A-1. Determinarts of Weeks of Unemployment in 1966,
Regression Results

Men Women
Chuaracteristic amd value White Bluck Bhite Black

Constunt 2.95 2.65 1.25 0.96

0.41) 0.70) 0.24) (0.57)
Position in family
Hcad or spouse of head 0 0 0 0
Single 1.63 1.12 0.61 1.17

(0. 16) (0.70) 0.22) (0.52)
Relative 0.02 271 0.29 1.55

(0.40) (0.68) 0.24) 0.48)
Head without spouse — — 0.08 0.32

- (0.30) (0.51)
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Table A-1 (continued)
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Mon Women
Characteristic and wulue Wit Black Wiaite black
A
14-19 years 1.30 -~3.65 0.55 1.85
(0.83) (1.10) 0.42) (0.68)
20-59 years 0 0 0 0
60 years and over —-0.94 -4.29 -1.09 -1.77
0.37) 0.7) (0.22) (0.51)
Chillren
None * 0 0 0 0
Preschool only —0.16 —0.35 ~0.57 0.65
(0.3%) (0.60) 0.2 (0.4%)
School age only -0.96 0.06 —0.30 0.16
(0.30) (0.61) (0.21) (0.47)
Both preschool and school age 0.02 0.54 —0.48 —0.50
(V. 38) 0.58) (0.23) (0.48)
Income in dollars
0- 3.000 1.24 -0.12 0.08 0.43
(0.46) (0.5%) (0.26) (0.45)
3.000--3,750 -0.4 —0.43 0.03 0.94
(0.36) 0.53) (0.20) (0.43)
3.750--4,500 0 0 0 0
4.500-5.500 0.20 -0.25 0.08 —0.61
0.33) (0. 65) (0.18) (0.63)
5.500 and above —-0.50 -0.39 —-0.07 -1.53
(0. 38) (0.91) 0.91) (1.049)
Wage in dollars per hour
0 1.50 1.26 6.74 0 0
(0 84 (1.13) -— —
1.50-1.75 -0.16 5.63 —-0.24 0.33
(0.64) (0.82) (0.20) (0.39)
1.75-2.00 —0.18 2.15 -0.29 0.62
0.52) (0.60) (0.21) (0.57)
2.00-2.50 0 0 -0.47 0.17
— - (1.25) (0.82)
2.50-32.00 —-1.03 -2.70 —-0.39 —-0.70
(0.34) (0.54) (0.38) (1.07)
3.0C and above —1.61 =37 -1.32 -0.4
(3. 36) (0.85) (0.69) (1.43)
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Table A-1 (continued)

Men Women
Characteristic and value Wi Black Whire Black
Cirty
Baltimore -1.25 0.42 -0.58 -~0.75
0.71) (0.79) (0.39) (0.63)
Chicago -1.70 -0.40 -0.11 -0.37
(0.43) (0.74) 0. 25) (0.58)
Cleveland -1.37 0.52 -0.29 1.56
(0.70) (1.10) (0.42) (0.95)
Detroit -0.14 2.82 ~0.17 1.35
(0.49) 0.79) (0.28) (0.6C)
Houston -0.89 -2.70 —0.44 —~0.38
(0.76) 10.91) (0.435) (0.74)
L.os Angeles 0.32 3. 0.2 1.21
(0.3%) (0.79) (0.21) (0.60)
New York 0 0 0 0
Philadclphia —1.08 0.21 -0.22 0.51
(0.46) (0.8 0.27) (0.69)
Pittshurgh -0.20 1.81 0.27 1.76
(0.62) (1.87) (0.36) (1.59)
St. Louis -0.31 —0.46 —0.2§ 3.21
0.72) (1.10) (0.38) (0.87)
San Francisco 0.69 5.9 0.43 1.35
(0.43) (0.98) (0.25) (0.80)
Washington, D.C. -0.95 -0.4 -0.52 -0.30
(0.56) (0.70) (0.32) (0.52)
Standard crror (in weeks) 6.63 9.13 4.18 7.88
Number of observations 3433 2.361 4.042 2721

Source Bascd an data trom Survey of Econoniie Opportumty, conducted by US. Bureau of the Censas,
saring 1907, See appeadic text for detaled information on the chatactensties. The iguresin parentheses are
the standard errors.




Comments and
Discussion

R. A. Gordon: Robert Hall's paper is an important contribution to our
understanding of why unemployment is as high as it is in the United States
when we are close to full emiployment by conventional standards. His main
conclusions scem to be that unemployment in the United States is relatively
high at full employment not because large numbers of people remain coa-
tinuously unemployed, but because large fractions of some groups in the
labor force experience abnormally frequent changes of jobs with frequent
periods of unemploynmicat between jobs.

The relatively underprivileged groups, in his results, are blacks of both
sexes and of virtually all ages: and white women of ages 25 and over. In
general, I agrze with this conclusion, but it is not the whole story. Let mie
iocus on Table 5, “*Comparison of Hypothetical Normal Rates of Unem-
ployment and Actual Rates.” The assumptions in the calculations are
generally reasonable, but men and women should have been differentiated.
Women over 25, the group that has the unfavorable differential, are usually
married, and they move frequently in and out of the labor force. Higher
turnover rates would be expected for this group. The second point I would
make is that this part of the study does not deal with the effect of differen-
tizl unemployment on rates of participation in the labor force. Thus the
participation rate in the prime-age group of males is significantly lower for
blacks than for whites. Furthermore, there is significant nonreporting
among black males. These clements constitute a kind of hidden unem-
ployment.

The third point is that nothing is said about the time dimensions of the
problem. As is pointed out in George Perry's paper, changes in the com-
position of the labor force over the last fifteen or twenty years make a 4
percent unemployment rate much more difficult 1o achieve and likely to
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generate greater inflationary consequences than was true formerly. Disper-
sion measures of unemployment rates by age and sex, like the ones Perry
uses, show a evclical pattern, but more important they reveal a dramatic
rise in dispersion for any given overall unemployment rate over the last
ten years or s0. What may have been normal in 1950 or j955 is probably
not nornial today.

Hall's paper does nct take account of experience abroad. International
comparisons highlight the exten. to which {rictional unemployment in the
narrow sense—"normal™ unemployment in Hall's term—is significiantly
higher in the United States than in most other countrice. In Germiny, a
program called **Schlechtwettergeld™ hus reduced the seasonal unemploy-
ment in the construction trades that accounts for a significant component
of frictional unemployment in the United States. Hall uses very high rates
as normal frictional unemployment for youth. These rates do not occur in
Europe. where young people coming out of school move fairly smoothly
into cither apprenticeship programs or regular jobs, The question of what
frictional uncmployment rate is normal is itself something that needs to be
investigated.

The hypothetical normal unemployment rates by age, sex, and race in
Hall's caleulation imply an overall unemiployment rate of 2.3 pereent in
1969, while the actual unemiployment rate wis 3.5 percent. Structural un-
employment was not merely the difference of two-tenths of a percent,
because the white prime-age male rate has been driven down below normal,
creating job scarcities and tight markets. Thus 1969 was, in a way, the
worst of both possible worlds—high structural uncinployinent or non-
necessary frictional unemployment for many groups at the sume time that
the labor market situation for prime-age white males was o tight as to
drive up wages very rapidly.

The section on the differences among cities is interesting. The same
permanence in unemployment ditferentials, however, also cvists among
other dimensions of the labor force—age, sex, color, as well iy occupation,
industry, and marital status. Maintained geographical differentials should
therefore not be surprising. Although Hall may dissgree, I see considerable
similarity between his conclusions and the dual lTabor market hypothesis
that has been advanced by Peter B, Docringer and others. It is not essential
to the dual labor market hypothesis that unemployment be related to in-
come, as Hall implics in the finul section of his paper. Rather. the unattrac-
tiveness of available jobs for blacks presents a trade-off between leisure and
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work for blucks that is different trom that for white workers. The dual labor
market hypothesis is that through discriminatory practices, some significant
part of our labor force is deprived of an opportunity to try for attractive
jobs that others can get rather wasily. The result is that the deprived people
leave the unattractive jobs frequently because they are unattractive. Instead
of the standard notion of a queue, with blacks, for example, at the end of
the queue, there are instead two hines. Whites get into one while blacks
must get inty the other. The bluck line is constantly re-forming, as blacks
tahe unskilled jobs at a low wage rate, quit, are on the street awhile, come