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Foreword | ,

The papers presented at the conference held last June,
together ‘with the policy statement of the National Council
on Employment Policy, serve to highlight the importance of -
labor force and productivity data systems as a resource for
policy formulation. They also address the concerns of many
about the adequacy and viability of these systems.

According to the Council, the federal government in fiscal
1983 w1ll be spending 20 percent less than it "did in 1980 for
labor force and economic data, forcing a decline in the qual-
ity and quantity of many data series and curtailment of need-
ed research and development. While it seems obvious.that
the relative costs and benefits of data systems must be
analyzed in an era of budgét constriction, it seems equally
obvious that data systems which accurately capture the net
social impacts of domestic policy are of vital importance to
both pohcymakers and the general public.

Facts and observations presented in this study are the sole
responsibility of the authors. Their viewpoints do not
necessarily represent the positions of-the W. E. Upjohn
Institute for Employment Research.

Jack R. Woods
Acting Director

Kalamazoo, Michigan
December 1982
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Introduction | -

What_has been happening to the United States’ labor force
and productivity data systems? That was the major question
examined at a conference sponsored by the National Council
on Employment Policy held in Washington on June 17,
1982. The Council, a private nonprofit organization with
special interest and expertise in the areas of labor market and
employment and training programs, set.out to examine .
_whether the basic concepts and definitions used in collecting . i
and reporting labor force and productivity data portray cur- -
rent conditions and whether the available data are adequate
for policy formulation and eyaluation processes.

Joining Council members at this conference were leading
public and private economic and statistical analysts. The
.debate during the conference over these issues and the
material presented in the four main Council-sponsored -
papers was enlight‘ening and informative, but often also
heated. ’

American social and economic policies in the early 1980s
have experienced significant. changes. The conference ex-
plored how existing statistics’have been, and can be, used by
policymakers in reaching key decisions. But beyond the
quality and quantity of existing data, the conferees examined
critically the strengths and weaknesses in the American labor
force data system.




2 Introduction

This volume contains the papers presented at the con-
ference. As published, the papers reflect the comments and,
critiques’ presented during the course of the deliberations.
Based on the proceedings, the Council prepared a- brief
policy statement, ‘‘Labor Force and Productivity -
Measurements: Danger Ahead.’”’ The Council concluded

* that the United States’ labor force and productivity data

systems face deterioration because of a ‘‘starvation budget”’
which has forced a decline in the quality and quantity of the
published information and a curtailment of needed research.

While each paper examined one part of the system, the
Council’s statement tries to view the system as a whole. It
places ‘American labor force and productivity data
measurements in the context of recent federal budgeting
developments. It took many years to create the system, the
Council cautioned, and it could lose the trust of
policymakers and the general public if it is allowed to
deteriorate.

No econometric model or policy evaluation can be better
than the data on which it is founded. Ideology and basic
values will always play a significant part in this process.
However, sound data can provide a tether that links
policymakers, the media, and the general public with reality.-
It is the Council:s hope to strengthen this tether and to point
out where it has become weak and may fray unless action is
taken.
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Labor Force
and Productivity Measurements

Danger Ahead

- A policy statement by /
The National Council on Employment Policy*

Growing Concern

The United States” labor force and broductivity data
system faces a serious problem of deterioration at a time
when the American economy is experiencing radical
transformations. Changing public policies, combined with
slumping productivity and other technological and social
forces, are buffeting our society. Compounding the domestic
factors is a growing internationalization in the flows of
capital, commodities and labor, making the United States in-
creasingly cognizant of foreign economic condijtio

Given these c‘}\anges and more recent shifts irsocial pro-
grams, federal §pending, taxes, monetary policy and interna-
tional markets, measures are necessary to assess the impact
of these transformations. Who in our society has been

*The Natonal Council on Employment Policy 1s a private nonprofit organization of
academicians and policy experts with a special interest in the arcas of labor market and
cmployment and training programs. This policy statement represents the combined judg-
ment of the Council members. Despite divergence of opinion on details, the members
unamimously agreed to this statement.
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~

helped by the new economic policies, and who is experienc-
ing more economic hardship? What tools are available to
track the resulting changes? What sectors have experienced
gains in productivity, and what factors have caused these in-
creases? Our public policies and private investment decisions
depend upon these data as billions of dollars literally are
riding on the mouthly labor force estimates published by the
U.S. Department of Labor’s Bureau of "Labor Statistics
(BLS). An annual rise of 1 percent in unemployment can
unleash various forces that can increase the federal deficit by
some $25 billion, affecting not only millions of lives but also
domestic and foreign financial markets—which in turn feed
back on labor market results. Also, estimates of local
unemployment, income and related data determlne the size
of allocations for many federal programs.

The thermometer of labor force and productivity
méasurements has taken on an added importance. While
politicians cannot rely solely upon statistics, it would be
foolhardy to try to fashion economic policies without con-

sidering their impact on the workforce and households as

summarized in our labor force data system. It is no wonder

that President Reagan has displayed an interest not only in

overall labor force data but even in the seasonal adjustment

of labor force estimates—one of the most arcane aspects of

these data.

At a time when we need reliable labor force and produc-
tivity data, clear danger signals have emerged. First, some
basic concepts have not been updated since the 1930s despite
vast social and economic changes. Second, while our data
system may not be exempt from budget reductions, there are
some cost cutting moves that may save money in the short
run only to wind up costing the nation more in the long run.
Our labor force and productivity estimates should be able to
play a major role in public policy formulation and in helping
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to evaluate the results of these efforts by providing feedback
to alert policymakers concerned with possible mid-course

corrections.

In general, there s much to be proud of in our workforce ,
data system. However, there are indications that inertia may
be setting in despite the best efforts of many competent and

A dedicated government experts. Yet, the data system can be
. expanded and kept up to date with minimal costs to help
shed light on the formulation and évaluation of economic
policies. Our data system-will deteriorate if we cannot
redesign and modernize it. Depreciation is a factor in this
social investment;“just as in our system of public works and
private capital.

All this indicates serious potential problems. It should be '
remem@ered that no law .forces households or employers to
participate in the government surveys which generate these
data. Without full public support and trust, the system
would fall apart very rapidly. However, policymakers, the
media and many citizens have increasingly questioned this
data system. It would be wise to consider these rumblings,
for they indicate serious potential problems.

The good news is that the American labor force data
system and productivity estimates remain free from partisan
political influences. On a methodological level the system re-
mains one of the world’s -best—and in many ways number
one—in terms of statistical sampling techniques and the
utilization of computer technology and analysis. This data- -
system still represents a standard of cxccllcnce that most
other nations strive to erhulate.

The bad news is that the system has been far slower in
adopting basic concepts and definitions to reflect current
economic conditions and workforce behavior. This lag has
reduced the system’s usefulness in the policy process.
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. "~ Economic Hardship

~ Our current labor force data system often falls short of
providing the necessary information for policy formulation.

*." It is not just a question of whether or not the unemployment

rate should be jiggled up or down, The real problem centers
in on the basic concepts of what we should measure.

One of the major areas in which the American data system
has experienced the most inertia concerns the concept of
economic hardship. ‘Basing public policy on indices measur-
ing the number of people employed and those not employed
but looking for jobs might have been adequate in the 1930s,
but it doés not provide the data needed in‘the 1980s. Given
the massive size of the government’s income support system,
thé conditions'of the working poor, and vast changes in the
composition of the labor force,” we should move beyond the:
assumption; contained in our current statistics, that pcople
are cither employed or forced into idleness.”

In the pre-New Deal days when few ncedy individuals
received income support and people either worked or starv-
ed, these concepts reflected reality. But, for better or worse,
we do not live in such a‘society. What is required for mean-
ingful analysis and public policy direction are new social in-
dicators that would not orly measure employment, but
would link earnings and income data with labor force status, -
~ time worked and houschold living conditions. Such indices
would tell us the number of persons who are unable to attain
a socially acceptable standard of living through work.

When the government started its' monthly effort to
measure unemployment toward the end of the Great Depres-
sion, economic hardship was more directly correlated with
unemployment. Under the conditions of the 1930s, any
job—no matter what the rate of pay or hours of work—was
considered better than no job. Hence, the length of the ranks
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of the unemployed was an acceptable proxy measure for

deprrvatron . C

_. The Amerrcan economy has undergone major lnstrtutronal
change since the 1930s, and yet the concepts and definitions
used in forming the unemployment statistics have, hardly

changed at all. The Amencan economy now includes a vast

transfer paynient system carrying an annual prlce tag in ex-
cess of $380 billion—or one out of eyery six dollars of
disposable personal income. Public transfer payments have

an impact on all segments of society, and in fact the vast ma- -

- jority goes to the middle clags and affluent. Our concepts
about labor foree behavror reflect conditions of the Great
* Depression and are not necessarily appllcable to today’s
labor markets. . For example, an individual may -be
unemployed and yet receive-i'ncome support, or be part of a
household with-income that may indicate. affluefice.

- X

However, there is another side to the coin. For millions of
Americans, employment—even a full-time job—does not of-
- 'fer escape from poverty. An individual may be employed
and still live in.poverty as defined by the federal goyernment.

A statistical system that reports.labor force participation l

~monthly but pays only scant attention to income and
underemployment is bound to fail as an indicator of real
conditions. We are bound'to draw disastrously wrong con-
clusions when we use such a statistic as a foundatign for
governmental policies. -

&

"oItis ironic that meteorologists have recognized a similar
problem in their field, and they have devised solutions which
the public uses every day. For example, what makes us un-
comfortable during a winter day? The meteorologists’ con-
cept of the “wind- chill”® factor combings temperature with
"wind data to produce a realistic and understandable measure
of actual outdoor, conditions. The older measure,
temperature, simply does not convey enough information

13

b
o
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about windy, chilly days. On summer days, the

termperature-humidity index combines the factors that make
" us uncomfortable. By itself temperature might not make us
uncomfortable and, it must be placed in context with other
factors.

A similar concept should,be applied to employment, earn-
ings, and household data to provide a realistic measure of
labor market-related economic hardship. The impact of
government policies—and the extent to which economic
hardship has been increased or reduced—cannot be deter-
mined until we forge new statistical concepts for.labor force
measurements. Consider two individuals: person“‘A’’ works
full-time, full-year at minimum wage and is the only wage
earner in the family. Person ‘‘B’’ has just been laid off, but
is part of a two-person_household with the other member
earning,$25,000 a year. Common sense would indicate that
“‘A”” should be considered in the economic hardship ranks
whilé ““B”’ would not be facing deprivation. And yet under
our current concepts ‘B’ is counted as unemployed and
therefore presumably in hardship while ““A’’ would not be
included in our leading measure of labor market pathologies.
The unemployment statistics provnde a shaky foundation for
deciding national policy, and they are even of less value in
deciding the allocation of federal funds among states and
local areas. . '

Congress has recognized these problems on several occa-

sions and-has mandated BLS to come up with labor market-

related hardship measures.' However, BLS has been very

slow to comply, and its recent first report on the subject fell

short in meeting the concerns expressed in the congressional

mandate.” A reporting system that would link labor market
4 ) .

a
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~ status with earnings and income should attempt to measure ,
"~ at a minimum:

—Inadequate individual earnings: How many persons
who participate in the“workforce' during. the year are
unable to earn at least the minimum wage equivalent for
their total hours of work availability? -

While individual data are important, it is necessary to
place a person’s earnings in the context of their
household status and family economic need. For these

' reasons, a reporting sys_tem should also measure:

—Ind&iequate family‘earnings How many workforce - 4
participants are in families whose "total wages and v
salaries are below the poverty level?

—Inadequate Samily inéome: How. many workforce
participants have famrly incomes (i.e., earnings plus any
transfer paymentS and certaln 1n-kind aid) below the
poverty level?

k)

The answers to the above questions can be derived annual-
» ly from existing labor force data at a minimal cost. The
resulting reporting system can provide important insights in-

to labor force operations,® including:

—One of every four workforce participants failed to earn
the equivalent of the minimum wage for the hours the person
was available for work during 1979. This count of inade-
quate individual earnings was nearly S times the average
monthly unemployment level and 1.5 times the number who
experienced any unemployment during thé entire year.

—One of every nine workers lived in families with below-
poverty earnings. The number of workers with inadequate
family earnings was more than double the average annual
unemployed and almost three-quarters the number who ex-
perienced any unemployment during the entire year.,
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—6 percent of the workforce remained in poor families
" after receiving income transfers and other earnings sup-
plements. .

—Only half of those who experienced jolﬁlessness during
1979 had annual earnings below the minimum - wage
equivalent for the hours they were available for work. Less
than one in four resided in families with'below-poverty earn-
ings. Only one in seven remained in poverty after receipt of
transfer and other earnings supplements . ‘

——Low hourly,earmngs and limited hours of employment,
rather than joblessness, were the major causes of economic
hardship. Four of every ten poor persons.above age 15 work-
ed in 1980 1nclud1ng 2.7 million lOW—pald workets employed
full-time year round who lived in famllles with below-
poverty earnings. : ’

These data illuminate many concerns expressed by labor
market analysts regarding the .meaning of- labor market
status and economic hardship in our socnety These™ same
measures also show that:

—The incidence of inadequate earnings and, income is
most pﬂrevalent among female workers, minorities, younger
and older labor force participants, and those with;limited
education, workers in service jobs, and res1delrlts of
nonmetropolitan areas and large central cities. As a general
rule, the burdens of hardship are more maldistributed than
the burdens of unemployment (Figure 1.

—Economlc hardship is a continuing structural problem
rising and falling over the business cycle, but changing pro-
portionately less than unemployment Between 1979 and
1980, when average annual unemployment rose by a fourth,
the number of individuals with earnings below the minimum
wage equivalent rose by only a sixth and the number of
workers in ' families with below-povérty earnings by a

_seventh. ;

)




r Figure 1. The Rate of Economic Hardship is Higher Than the Rate
of Unemployment for Female and Minority
Labor Force Participants (1980)
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) —During the most recen complete business cycle, be-

. tween 1974:1980, the povefty incidence among workforce

participants increased begduse of the declining effectiveness
of the cash transferafety net. i

—These data indicate that to significantly alleviate labor
market-related hardship weuld require a combination of

‘macroeconomic and’targeted structural measures, combined
* 'with expanded income transfers for the working _ poor.

Economic recovery alone will not solve the economic hard-
ship prablem of labor force participants. Assuming a9 per-
ceft unemployment rate in 1982 and a 5 percent inflation

‘rate, an estimated 17 million workforce participants are in

families with earmngs below the poverty level. But if the
unemployment rate fell to 7 percent and the inflation rate to
2.5 percent, the number of workers living in poverty
households would drop by less than 2 million, and their
families would still need nearly $45 billion in earnings or sup-
plements to escape poverty. B

This briefly summarized system of measuring the labor
market-related hardship is an indication of what can be done
with available CPS data and minimal expenditures. For all
of -these reasons, we strongly recommend that our official
labor force méasuremenl system should include indices link-
ing employment with earnings and income along the lines
suggested above. Policymakers need relevant data to form
and evaluate public programs. The lack of such hardship
estimates is‘a major weakness in the current system.

Productivity and Social Indicators

Another maJor area of concern focuses on-American pro-
ductivity data. Given the recent problems with slow growth,
inflation and unemployment, policymakers have become
highly interested in productivity growth rates, and they have
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issued numerous proposals to boost the slumping American
trends.

’

The traditional concept of productivity considers only
output-per-workhour. In 1981 output-per-workhour, known
as labor productivity, of the private business economy rose
at only one percent—compared with a threefold increase in
labor productivity between 1948 and 1973. By the end of the-
1970s, not only were labor productivity growth rates slump-
ing, but at times they were even negative. |

It is commonly assumed that the health of the economy
cannot be restored, and real wage gains cannot be resumed,
until productivity growth rates rise commensurately (Figure
2). At-the same time concern is expressed that the United
States has lost someé of its former competitive advantage over
foreign nations due to the fact that their productivity growth
rates have tended to be higher than America’s. There also
has been a major shift of the American workforceinto the
service sector of the economy, and it is much more difficult
to measure productivity in this area than in manufacturing
or agriculture. Even when measured, there is also serious
concern that it may be much more difficult to raise the
output-per—workho!ixr in the service sector.

“With so much fnterest expressed in productivity growth
rates, the data used to measure _productivity must face as
close an examination as the concepts of linking employment
with earnings and family income. Also in this field there
have been major advances in the basic,concepts of how pro-
-ductivity should be measured. The more ‘recent -concepts
center on total factor productivity rather than on only labor
productivity. Yet these advances still have not been reflected
in our official data system. :

Output-per-workhour, based on establishment ‘survey
reports submitted voluntarily by some 165,000 employers,
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Figure 2. Averaéé Annual Compensation Per Full Time
Equivalent Employee Rose Steadily Until
the Mid-1970s
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_does not fully take into consideration or show the influence
of other factors such as capital. A different picture emerges
by looking at total factor productivity which relates output
to all associated inputs.* Suppose, for example,. that the
labor required to produce a bushel of wheat vastly declines.
Instead of human labor power, the farming’ pro_céss might
become highly "energy-intensive (i.e., energy, such as oil,

petroléeum-based fertilizér, and machinery, is substituted for.

human ‘labor power). Total factor productivity would not
rise as much as output-per-workhour in this case. Given the
recent hikes in enefgy prices; the substitution of energy for
labor cannot be ignored.

Conventional productivity measures, which concentrate
on labor, may be overstating productivity growth rates. In
1981, total factor productivity rese only 0.4 percent, or 60
percent less than the BLS output-per-workhour figure.
Moreover, the establishment survey is designed so that it ob-
tains better productivity data within the goods producing
;_sectdr of the economy rather than in the more rapidly grow-
ing service séctor. In fact, productivity is.#huch more dif-
ficult to estimate within the service sector Because of the dif-
ficulty in measuring units of production. ’ -

There are many conceptual and data problems in forming
total factor productivity estimates. For example, how is
~capital to be aggregated and measured? How should capital
stock be depreciated so that net capital levels are used in
forming these estimates? The BLS has undertaken research
into these questions, and it does hope by 1983 to make
estimates-that move beyond only labor productivity.

Similar to the area of unemployment, productivity
analysis all too often has been hampered by a ‘“‘one number
syndrome.’’ Labor productivity, like the official unemploy-
ment rate, is presumed to illuminate developments it was
never designed to handle. Labor productivity estimates

42&,"

i
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measure the change in labor spent per unit of output over
time, and this may be all that is required for some analysis.
However, for certain investment and growth policy decisions
capital, labor and energy substitutions cannot be ignored,
and it is significant to look at a combined measure of all in-
put requirements per unit of output over time.

We support BLS efforts to publish productivity estimates
that not only include output-per-workhour but indices that
also repdrt total factor productivity, capital productivity,
and energy productivity. :

We also recommend that efforts be expanded to revise the
establishment sfirvey so that it will better capture productivi-
ty and other changes within the rapidly growing service sec-
tor.

here are many reasons which can explain the recent
ecline in American productivity growth rates, "but-one key
factor centers in on the concept of externalities—which often
e only measured by our social indicators. For example,
ptior to environmental laws a firm may have produced a ton
f metal per hour plus an unhealthy level of pollution.
Capital investment to clean up the air may now result in the )
firm producing a ton of metal per hour plus a safer environ-
ment. However, conventional productivity estimates will not
capture this change since they only look at private produc-
tivity levels and not at social productivity that includes exter-
nalities. ’

Social indicators are required to augment the formal
economic data on the labor force. Public investment has
played a significant role in developing these newer data
sources. [n general, this public investment in social in-
dicators has been sound, and should be continued.

»
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Longitudinal Data

The current population survey and the establishment
survey—the two main samples discussed so far—are most
often used to create cross-sectional data, which are like a
snapshot taken at one point in time. Several pictures can be
placed together for a time series, which shows changes over
months and years, While this provides policymakers with
more information, it has problems. The individuals in each
time series observation are, most often, not the same people.
For this type of information, longitudinal data which follow
specific. individuals over time can provide a wealth of
knowledge. Longitudinal data can help in such policy related
questions as:

—What ﬁapp,ens to families when they go through a
divorce? What happens to labor market activity and
earnings? Are the children reduced to poverty? ‘

—What are the benefits and cysts of specific employ-
ment and training programs for| different types of in-
dividuals? What seems to work best and for whom?

—What is the full impact of business cycle conditions
on different types of households?}

—What are the net impacts of workfare and welfare
programs?

Some of the most important policy-related stions can
best be answered by longitudinal data. Part of the reason
most econometric models failed to predict the major influx
of women into the workforce was because their estimates
were based on cross-sectional data on such variables as a
wife and husband’s educational and earnings status. The
cross-sectional picture proved to be misleading.

)
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Thedederal government has been the major sponsor of
longitudinal data series. From the point of view of policy
formulation and cvaluatlon longitudinal data collection and

. analysis are highly productive investments of research
o dollars There has been some concern expressed by leading

labor force analysts that, in an'effort to cut démestic spend-
ing, these cfforts will be vastly reduced.* It would be a

serious mistake (o (rim investment in the collection and

ERIC
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analysis of longitudinal data. The fixed costs of beginning or
restarting the collection of data loom much larger than con-
tinuing longitudinal sets once started. Research on the labor
force and work-related issues would consequently suffer if
longitudinal data collection were halted or significantly
reduced.

Also, different federal agencies are the sponsors of various
tongitudinal surveys. Given the diversity of sponsorship, it is
important 1o have a means for fostering coordination so as
to avoid both overlap and omission. While cross-sectional

‘data can tell us ““how many,’”’ longitudinal data centers on

“who,” “*why,” rand ‘“‘do policies make a difference?”’
Sound social investment in data should include sngnntuant
allocations to these newer surveys.

We also believe that administrative data can be put to
much better uses than they are currently given in many cases
T'he administrative data are already being collected as part ot
program operations, and they often can provide a rich
longitudinal data source. In some cases administrative data
remain an untapped gold mine. Government agencies should

Jurther explore linking administrative and survey records.

. . N 3

Misplaced Savings R

~ g .

“

While strict budget constraints haye been applied to most
arcas of nondefense spending, there are indications that cer-
tain recent decisions in the arca of labor force measures may




-

L.abor Force & Productivity Measurements 19

be penny wise but pound foolish. For example, six years ago
Congress mandated the establishment of a commission
charged with the responsibility of reviewing the federal
employment and unemployment statistics. Following the re-
quirements of the law, in October 1981 Secretary of Labor
Raymond Donovan reported on the disposition of the Na-
tional Commission on Employment and Unemployment
Statistics report. His conclusion was that because of
budgetary constraints, he would not implement the commis-
sion recommendations that involved added outlays—no mat-
ter how miniscule the costs and regardless of the potential
returns.® '

Recognizing that this is a period in which policymakers are
reducing public efforts, we believe that the *‘savings’’.involv-
ed here are not justified even in an era of fiscal constraint.
Policy decisions should not be based solely on gut feeling or
preconceived ideology. Given the vast interest, scope, and
billions of dollars involved in productivity, training and
other labor-related policies, it makes sense to invest in a data
system that produces sound and relevant estimates.

A major tenet of the Reagan administration has been the
desirability of generally reducing the powers of government
and assigning tasks to the lowest possrble levels of govern-
ment if government intervention is” deemed necessary.
Realizing, however, that the federal government cannot give
up all its responsibility of aid to states and localities, the
Reagan administration has favored the disbursement of
federal funds to states through block grants. Yet it would
seem to be unwise for the federal government to leave the
money in state capitols without giving them some guidance
and a helping hand-in its disbursement. Economy would cer-
tainly not be served if each state developed its own data base.
Accordingly, if the federal funds are to be distributed on the
basis of helping the truly needy or the dependent population,
then it will be necessary for states to possess the necessary
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statistics on which to base allocation decisions. Cognizant of
the costs, the commission still recommended that the present
60,000 household sample of the Current Population Survey”
(CPS) be doubled. The current CPS cannot even come close
to accomplishing the:job of helping states and local govern-
ments make wise decisions based on{ facts

But'even to keep the CPS a true random sample—and to

- provide-state and local data not now available on such a

disaggreéa_ged level in the CPS—our data system requires
detailed Census numbers. The 1980 Census cost more than
$1 billion in 1980,-and yet the funds to process and tabulate
the state and local data were not provided at the level needed
to meet publicly announced time schedules.

‘These state and local data are crucial to many other data
series.. BLS uses Census data as a benchmark for its sample
survey data. Without an accurate benchmark, the reliability
of estimates produced by a sample survey cannot be verified.
At the same time, these disaggregated estimates are neéded
to form policies that move beyond our general’
macroeconomic plans. Many of our difficulties should be
addressed on the microeconomic level, but data from sources
such as the CPS often are not good enough to accomiplish.
this needed task.’

There are numerous signs that our labor force data system
appears to be in for some tough times. There is a major dif-
ference between rational budget restraints and a starvation
diet. The irony is that the latter, in the long run, will wind up
costing us more money than the former.

For example, an investment of funds in the redesign of the
Current Population Survey will not only save millions of
- dollars in operating costs over the next decade, but it would
also assure the maintenance of the quality of the critical
statistics which come from this source. Without a redesign,
the quality of the data—on which so many national and state
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and local decrsrons are made—can be expected to deterlorate

over time. . s - P .\
In fiscal :1983 the fedéral government - will be spending

-about 20 percent less than it did in 1980 for labor force and

other economic data—~and this estimate does not even in-

clude the impact of inflation. We believe that BLS Commis-

sioner Janet Norwood got to the heart of the matter. when,
she recently said: . - ; R . v v

There is a problem with a statrstrcal system that .

‘ . stands still and doesn’t do new things to keep. up

~.with the state of the art. You are really
. deteriorating, and in five years you can be a has—
. been; the whole statrstrcal system in the Umted

States could be that way

' . . '
% !

We agree with Commrssroner Norwood that the system L

- faces two basic forms of deterroratron BLS already has been
forced to reduce or eliminate the industry wage survey, the
~family budget survey, occupatronal outlook, strike statistics, :
-~ and labor turnover'data. Many users of these and other labor
~ -force. data are- just startmg to miss these 1mportant datd v

Even with massive budget reductions, BLS has been able ,

to maintain.the basic ‘core programs mcludrng labor force

" status, prrces, wages and productivity.- However sound

policies require more than mere grinding out of dag,a The
system will become obsolete if the analysts are not offered

opportunities to innovate and experiment. This second form *
~ of deterioration could wind up berng an even more serious

problem than the first form. = ”

While publlc regard for numerous national institutions has

declined; our labor force statistics system has retained the
faith,of the vast majority of Americans. The reason this in-

formation system is so widely used by the government,
private industry, unions, the media and researchers is

i
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because it is prepared by a dedicated and highly competent
_cadre of experts, and it retains a high level of public con-
* fidence.. It has taken years of hard work and nonpartisan

dedication to build up this good will and public confidence.

If this trust is lost—due either to inertia or lack of
funds—then public confidence will not be easily regained.
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Policy Analysis and the
Current Population Survey Data

Leon Taub
Chase Econometrics

Introduction

The Current Population Survey (CPS) provides a wealth
of data on Iabor force and employment conditions within the
U.S. economy. Every month its importance is highlighted by
one of the most widely quoted U.S. economic statistics—the ’
previous month’s unemployment rate. Expansion of the
survey in terms of the number of people covered and the
number of questions asked has led to the regular publication

. of detailed indices of unemployment rates by type of occupa- .
tion, by majorindustry and class pfworker, by age, sex, and
race, by region and by reason of uptmployment. The& addi-
tional information on the labor fopCe has led to the provision
of a smorgasbord of unemployjnent measures based upon
varying deﬁnmons of unemployment and labor forcc’g

As 1mportant as the monthly unemployment rate is, my
focus on it thus far may have the effect of understating the
breadth of the CPS data for statistical analysis for two im-
portant reasons. First, the collection of the sample involves
the surveying of the same household for eight months, with
an additional eight month break in the middle. Thus'the data
base contains a significant amount of longitudinal as well as
cross-sectional time series information. Second, the sup-
plementary surveys and data, particularly the March ques-

. : 23
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tions on family income, add a wealth of additional informa-
tion. For these reasons, the CPS data base is one of the most
valuable data sources in the United States.

The Key Policy Questions ' \

Each of us has his/her own mental list of key economic
policy questions. Some of the major types of questions,
presented in an order which relates to my presentation but
not meant to imply any judgment of relative importance,
are: : .

Macroeconomic Questions
(1) How much national income has been/is being lost que
to the lncomplete utilization of labor"

(2) To what extent is ‘‘tightness’’ in the labor markets
. adding to inflation?

Microeconomic/Programmatic Questions
(3) To what extent, are labor market imperfections im-
peding economic growth?

(4) To what extent -do transfer payments reduce employ-
ment and job search incentives?

(5) How many unemployed workers could be alded by
alternatlve programmatlc actions?

Sub-national Data Questions :

(6) What major occupation/skill classifications and
‘regional locations show the greatest job vacan-
cy/unemployed worker imbalances?

Social/Personal Questions
(7) What are the social and personal costs of current
unemployment levels?

While this list is certainly not exhaustive, it is indicative of
the types of important policy questions which can be asked.
The first two questions—Ilost income and inf}ationary
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pressures—reflect the macroeconomic costs of employment
changes. The next three questions reflect microeconomic
level questions and programmatic issues. Alternative pro-
grammatic actions include the traditional questions of direct
employment versus training subsidies versus trickle down
programs versus public works spending. The issue of per-
sonal incentives has already become a key determinant of
policy as it affects ‘‘rich’’ people who once faced marginal
tax rates of SO percent to 70 percent. Someday ‘‘supply side’’
economics may be applied to the working poor who face
disincentives at rates as high as 60 percent to 100 percent
earnings. The question of labor market imperfections, which
currently seems to be out of favor as a research topic, ay be
an extremely important aspect of our current economic
situation as 1 will note later.

The sixth question on the distribution of employment is
important because it asks whether the CPS-can be an infor-
mation source which would directly remove some barriers to
the efficient use of our nation’s human resources. The
answer to this question also has important implications for
the optimum distribution of federal resources by type of ex-
penditure and by region. The importance of the final ques-
tion, which relates to the social and personal hardships faced
by Americans under current labor market conditions, is, |
hope, pbvious to all.

The CPS and the
Macroeconomic Policy Issues

The value of the CPS in answering many of these critical
policy issues should not be underestimated. While we can
argue about the exact definition of many of the terms in the
survey and the alleged biases in both directions, the CPS"
usually provides unambiguous answers to the two key
“macroeconomic’’ policy questions. Furthermore, any
limitations of the ‘‘official’’ key, unemployment rate

-
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measﬂre are offset by the avaxlablllty of supplementéry data
and the exhaustive analysis of these data which has already
been accomplished

Any uncertainty surrounding the current state of the labor T

market, as'it relates to the macroecononiic issues, does npt
stem from confusion on the definition of the phrase ‘‘hidden
unemployment,”’ the phrase ‘‘looking for work ) or the
labor market attachment of teenagers; rather, uncertainty
can only occur if people do not understand, or prefer to ob-
fuscate, phrases such as ‘9.5 percent’’ (the current
U'hemployment rate), ‘‘10.5 million”’ (the current number of
unemployed Americans), ‘‘5.9 million,”” (the number of peo-
ple who lost their last job) or *‘50 percent” (the black
teenage unemployment rate). Certainly we are utilizing our
labor force extremely ineffectively, and labor market
“‘tightness”’ is providing little, if any, inflationary pressures
on wage rates.

' Some confusion relating to the macroeconomic i§sues may
arise when the unemployment rate is between 4 percent and 6
percent. However, éven in these ranggs sufficient supplemen-
tary data are provided to obtain good estimates of the
macroeconomic impacts of labor force conditions. Further-
more, criticisms of the CPS unemployment rate data usually
_relate primarily to the definitions employed. Even if the
various propesed changes were adopted, the adjustments
would ‘primarily - affect the reported level rather than
reported changes in the unemployment rate. As is shown in
Figure 1, fluctuations in the unemployment rate are quite
similar, no matter which unemployment ‘rate definition is
used. The macroeconomic implications, therefore, would
not be severely affected by shifting the definitions of the
‘“‘official’’ rate. By contrast, the problem in defining policy
usually relates to weighing the relative importance of the two
partially contradictory macroeconomic policy issues, a ques-
tion which data collection cannot hope to resolve.

C
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Figure. 1. Alternative Unemployme}lt Rate Messures
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Returning to the present situation-for a moment, I would
like to pose the muestion: “‘If the answers to . the
macroeconomic policy questions are perfectly obvious, why
don’t we do .something about the current unemployment
situation?’’ Four possible answers spring to mind im-
medidtely. First, we do not possess either the necessary
policy tools or the knowledge of how to use them. Second,
we may value even small reductions in inflation more than
income gains. Third, the CPS data may not present the
answers to these questions clearly enough for noneconomists
to understand. Fourth, we may believe the present situation
represents a temporary but necessary adjustment, which will
allow us to eventually reach a period of'relative price stabili-
ty and high employment levels.

Since we cannot delve into the minds of policymakers,
none of these possibilities can be dismissed out-of-hand.
However, the evidence that we can control the economy
through monetary and fiscal policies is overwhelming.
Therefore the first answer is not likely to provide the most
important explanation.

The second answer is even less likely to be the primary
driver behind current policy actions. It is well known that as
unemployment rises, the costs rise in at least a linear fashion,
while the inflation reducing impact rises at an ever
diminishing rate. Public opinion polls indicating that most
Americans are not even aware of the extent of recent infla-
tion reductions, when combined with this asymmetry of
costs and benefits, must mean that 9.5 percent unemploy-
ment is not the rate preferred by most Americans.

One can argue that economists have been poor in com-
municatirig information on these policy options or the costs
of unemployment to policymakers. That view leads directly
to the third point. Perhaps current data, including the CPS
data, do not adequately address the macroeconomic policy
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issues and relationships. Certainly, by combining compensa- -
tion data (perhaps from the March CPS) with the monthly
regional and skill unemployment and underemployment
" data, one could calculate an*‘‘income gap’’ measure. This"
measure would address the ‘“‘income lost’’ question more
diréctly. The loss in income could then be compared with
either a zero baseline or perhaps more appropriately some .
arbitrary unemployment rate, or perhaps to a time when
labor market conditions for a given percentage of -the
_economy were defined as ‘‘tight.”” (While the latter measure
is of course subjective, the same criticism could be leveled as
with other commonly used indices, such as capacity autiliza-
tion or the timing of NBER reference cycles.)

The same goal—emphasizing the ‘‘income gap’’ conse-
quences of -high unemployment could also be addressed by
changing the definition of the ‘‘official measure’” of
unemployment. Unfortunately, this would reduce the
usefulness of the data for estimating labor market induced
inflationary pressures. However, there are several reasons
for suggesting that the official measure of the unemployment
rate should concentrate on the ‘‘income gap’’ question
rather than the inflation question. First, most empirical
studies of the U.S. economy, including econometric models,
Phillips-curve analysis, and anecdotal reports, have found
that the relationship between unemployment and infla-
tionary pressures are variable. Thus we may be giving up a
useful direct indicator of income lost for a less useful indirect
measure of inflationary pressures. Second, for ugemploy-
ment rates above 5 percent, which means for 10 of the last 11
years, the changes in national income from changes in the
unemployment rate are almost certainly more important
than the changes in the job market pressures on wage rates
from changes in the unemployment rate.

Third, recent evidence by Medoff and Abraham (NBER
Working Paper 781) suggests that labor market indicators
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which measure unsatisfied'demand are better for measuring

the inflationary pressures in the economy than the

unemployment rate. If these indices, which include the quit
rate from the CPS, do in fact perform this function equally
well or better than the published unemployment rate, it is
clear we should use the unemployment rate to measure the
loss in income and output, and these other measures to
estimate labor market inflationary pressures.

Thus a change in the focus of the official unemployment
rate to a measure which includes workers discouraged for
economic reasons and those working part time for economic
reasons would seem to be warranted. The collection of job
vacancy data, as a supplement to the CPS would aid in
assessing of labor market inflationary pressures, and would
more than compensate for the change in focus of the official
unemployment rate.

On a more mundane level, I should note that one recurring
problem with the CPS data is the lack of reliability of the
monthly unemployment estimates. Macroeconomists often
find themselves ‘‘explaining away’- the unemployment data
for a given month because of sampling and seasonality prob-
lems. If may be that some policymakers, after hearing that
‘““this month’s data are poor’’ too many times, begin to
believe the data set itself is useless. A larger sample would
help to remedy these problems. An even more important,
and less costly, improvement would be to stagger the CPS
surveys during the month. This would reduce the number of
distortions which arise as a result of extremely poor weather
in a given week during the winter, the variability of school
recesses in the spring, and the randomness of holidays
throughout the year. In essence, the unemployment rate
would be a true monthly series instead of a weekly series
gathered only 12 times a year.

2



r

Policy Analysis and the CPS 31

Why Does the Current Recession Exist?

Returning to the dilemma posed earlier, perhaps current
employment rates .are tolerated, not because we lack the
knowledge to do better, but rather because there is a belief
that it is necessary to endure an admittedly painful but
presumably temporary adjustment period to arrive at condi-
tions which will be substantially better in the future. This ex-
planation, I believe, should not be denigrated -as either im-
plausible or as stemming from ‘‘latent Puritanism.”’ First, |
have run out of alternative hypotheses. Second, this ra-
tionale is often cited by policymakers when describing the
current situation. Third, 1 believe there is some evidence that
the current recession is having a significant impact upon
American society in a way which augers well for the long run
health of the nation. -

The data | am referring to are, for the most part, scattered
and anecdotal. It may be that when collected and evaluated
they 'would be found insignificant. However, we have all
heard the charge that recessions are ‘‘necessary’’ to remoyve
excessive expectations from the system. It is hardly radical to
suggest that this view should be the subject of investigation.

Indeed, it does appear that the current economic environ-
ment is substantially reducing expectations of income gains
in some sales. For example, until recently, it appeared that a
serious and growing imbalance was developing between the

_compensation rates of workers in some industries, primarily

those with industrywide collective bargaining agreements,
and those of other workers. Casual empiricism would sug-
gest that the current recession is rectifying some of these im-
balances. Furtherinore, it may be that a less severe recession,
even if coupled with the same import problems, would not
have served this end.

t) e




32 Policy Analysis /and the CPS
9 >

The current recession has clearly lowered the expectations
of most Americans in terms of expected standard of living
increases. If these lowered expectations persist even after the
economy begins to recover, it' will be much easier for the
economy to satisfy these expectations without inflation.
Presumably this means less inflation through a ‘‘better’’
(i.e., lower) rate of consumption (assuming the validity of
the permanent income hypothesis). It also may mean lower
demands for transfer payments and hence lower taxes, and
increased incentives for low income workers to stay in the
labor force and accept low paying jobs and lower minimum
wage gains.

A third example seems evident when one talks to business
leaders who appear t0 be placing renewed emphasis on curb-
ing inventories, cutting overhead staffs, increasing line
worker productivity, and improving quality control. Until
last year, productivity growth seemed to be a national goal
rather than a business imperative. However, the preliminary
GNP and employment data indicate that productivity, using
the BLS measure, rose last quarter despite a falling GNP.
The last time that occurred was in the fourth quarter of 1957.
Certainly one quarter’s data can always reflect a coin-
cidence. Many more months of data will be needed before a
structurdl trend could clearly be discerned. Nevertheless, it
may be that a profit squeeze as disasterous as the squeeze ex-
perienced in recent months was necessary, given the structure
of our economy, to restore productivity growth to an
elevated role in American business decisions.

Perhaps these reorientations of expectations and goals
would have occurred without a recession as serious as the
one we are experiencing. Perhaps the changed views of the
world will fail to persist. Perhaps the change is quantitatively
unimportant. However, in the current evidence vacuum it is
difficult to counter the charge that recessions are useful in
this regard.
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The Key Mrcroecononuc Policy Issues

The purpose of presenting this hypothesis, or perhaps
more correctly, this series of conjectures, is not'to argue that
pain can be:good for you—even if one does feel’ better when
it stops. Rather it is to suggest that some of lhe major
economic problems in the United States: ‘may ‘be
microeconomic rather than macroeconomic in nature. (This
may seem like an unusual position for a macroeconomist to
take. Howeves, 1 remind you that it is common for members -
of the Fed to discuss fiscal policy——leavinéﬁg monetary
policy discussions for the Congress ) N 3

In a situation in which compeuuve markets exist, one
should not need severe recessions 16 change expectations and
* restore primacy to questions of marginal cost and margmal
productivity. For example, in a competitive environment, it
would not be necessary to destroy or seriously weaken every
company in an industry, or every worker in an industry, in
order to convince thgm to act efficiently. The market should
“‘discipline’’ companies and individuals who fail to follow
these precepls one at a time.

Thls line Sf thought suggests that the key to solvmg our
current economic problems and to avoiding severe recessions
in the future (other than those stemming from energy
“‘shocks,”” from crises, or from past policy errors) does not -
require only that we be--better informed on the
macroeconomic causes and consequences of policy actions;_
rather it requires us also to look at some microeconomic data

.and microeconomic solutions. While the CPS appears to be
designed primarily to explore macroeconomic issues, it may

be that the CPS data can be helpful in providing information
on the microeconomic issues as well. If so, it will require
great ingenuity by researchers in blending the CPS data with
‘full longitudinal and other microeconomic data bases. Fur-
thermore, there may be areas in which it is extremely impor-
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tant to add to the current CPS survey, elther on an annual or
on a more frequent basis.

The types of microeconomic questions which could use

more study include: (1) the extent to which industrywide col-

-, lective bargaining has provided monopoly gains to workers

in those industries and consequent losses to others; (2) the

extent to which transfer payments affect work disincentives

(for exam\pgﬁ combining the results of the Seattle-Denver ex-

periment, particularly comparing the differences in the

three-year and the five-year program impacts with CPS-
based data on the impact of unemployment compensation

differences); and (3) the magnitude and types of barriers to

employees changing their occupation. and/or place of

residence. These quesuons and other micreeconomic-

oriented questions are important not just because they would

improve our understanding of the economy and help devise

specific programs which would benefit many potential

workers. The answers to these questions might also lead to

direct program actions which would not only immediately

improve ."the performance of the economy on a

. macroe¢onomic basis, but might also obviate the rationale

, for pumng the economy through recessionary condmons as

severe as those we are presently experiencing.

| recognize the limitations of the CPS as a microeconomic
data source. Examples are: (1) followup after 16 months is
nonexistent; (2) the following of workers to other locations
is not attempted; (3) the sample size is too small for many
cross-sectional applications. This argues for supplementing
.the data where possible from other studies, providing results
which are admittedly preliminary and tentative; and for try-
ing to convince the government to improve the data base.
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Thé CPS and Occupation/Skill
- and Regional Data

A

In the area of data collection, the recession and govern-
ment policies have certainly caused economists to experience

the phenomenon of “‘lowered expectations.”” However the - °

cost of data collection is hardly a legitimate objection when
econdomic policies fare .based upon the data.  If
microeconomic. policies could bé used to accomphsh‘ goals
presently accomphshed wjth macroeconomic policy, the net
average increase in GNP and federal revenues would be in
the billions. Collecting data is clearly cheaper than ex.ecutmg
policies in ignorance.,

Without belabormg the point, it is clear that ‘additional

. data on ‘occupation and skill classifications, on regional

employment conditions and on demographic detail would be

'~ useful to, policymakers. The ‘need for a consistent com-

parable job vacancy index was. noted earlier. Its usefulness

on a regional level would be ‘evén greater than on a national
lgvel. When critical pohcy decisions—on the state, local and

federal levels—are based upon poor 1nformat10n or when
billions of dollars in federal funds are distributed subop:
timally because proper data do not exist, or when executive

.. offices spend millions .to $‘créate’’ labor force estimates
écause the primary data are unreliable or nonexistent, no-

-one gains. Information is a public good If we underproduce
xt we all suffer. - .

The Social/Personal | (fb:vts ‘ .
of Labor Condmons '

. As 1 noted’in the begmmng, the ordenng of the policy. .
questions was designed for exposntlonal ease rather than to
denote importance. Indéed the last issue, the social/per-
sonal cOsts of unemployment is perhaps the most important
of all. T have saved it for last because I believe the CPS can

1
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be utlllZCd as a source of information on thxs issue only if a
maJor amount of specnflc supplementary data are gathered o

Certamly the CPS provides a crude but useful measure of
the costs of unemployment. If the official measure of the
unemployment rates is modified as I suggested earlier to

.. reflect the’ ““income gap’ aspect of unemployment, the

socnal/personal costs’ of unemployment would be shown
‘even more dramatically. However, this measurement of
these costs is far from precise. Unemployn¥ent compensation
reduces the costs of short-run unemployment but how can
" this be quantified? A simple measure like the unemployment
~rate will not even capture the direction of change in
social/ personal costs which result when-benefits are increas«
ed. Clearly unemployment in a one-worker family is more
serious than the unemployment of one worker in a multi- -
worker family; but how much? Clearly, full-time employ-
ment in an occupation which usesa worker’s abilities only
partially is a cost; but how is the concept to be deflned?

These costs are both cyclical and secular. Secular costs are
_even more difficult to define than cyclical costs. ‘‘Poverty”’
in the United States is defined using income levels which
would denote affluence in other nations. Indeed, to the.ex-
tent that ‘‘poverty’’ is reldtive, winning the war on.
‘“‘poverty’’ can be accomplished only by equalizing all in-
comes. Indeed, the definition of secular social/personal
costs is, I believe, impossible.

If we accept the concept of costs in a cyclical rather than a
secular framework, it may be possible to quantify the
social/personal costs of a gweg level of economic perfor-
mance. .My suggestion for accomplishing this goal is to
measure changes in consumption patterns rather than
- changes m income patterns. One could, using surveys,
measure the changes in the consumption behavior of in-
dividuals. Shifts in consumption patterns away from *‘lux-
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uries”” toward *‘‘necessities’’ would Tepresent personal
distress. The changes associated with unemployment would
_therefore be. included, in this measure. In addition, other
causes of hardship would also be included. A forced wage
cut, the absence of overtrme or of full-time employment
- underemployment, or an oil’ prlce “shock’’ ‘may ajl lead to
personal costs which would be reflected ‘in a consumptron
based index. :

This approach would have several additienal advantages
It solves the problem of newly unemployed workers facing
~ different levels of distress as a result of differen
N holdings. It also solves the problem of adjusting the distkess,
»/ of unemployment for the existence of income replacemen
- programs in any particular year. Finally it also enables on
to deal with people’s ability to change their style of social
organization in response to unemployment changes. (If a
teenager loses his/her ]Ob he/she may be forced to move
back with his/her parents. The teenager may be distresset;
but the consumption pattern may indicate a minimal social
cost.) : 2 .

The concept, as I have presented it,'is obviously extremely

rough. Not anly have I made no effort-to refine it, but the ef-
forts would have been unsuccessful even if 1 had. Years of
gathering primary data, trying to construct an index, dnd
finally observing the index would be required to develop a
good measure of personal secial distress. However, I do
believe that such an indicator is presently lacking and its ad-
dition to our list of economic indicators would substantially
add to our understanding of the economy, thereby leading to
better policy decisions. Without the addltron of
consumption-oriented data, it may not be possible to createa’
satisfactory index of the persprial costs of ungmployment.

v )
Unfortunately, the costs of gathering these data and per-
forming the theoretjcal and empirical work necessary to con-

e
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struct an index are not small. The decision on whether or not
to proceed will not be éasy. However, it seems to make little
sense to debate social program changes involving billions of
dollars in a vacuum because the data necessary to evaluate
the social/personal impacts have simply not been collectéd.

¢

Conclusions . )

Four types of key policy questions which relate to the CPS
have been'identified. With respect to the first type—the
macroeconomic questions—several suggestions have been
presented. First, the focus of the official measure of
unemployment should be shifted from industry labor market
tightness to quantifying the loss in national income due to
unemploymenﬁtﬁ’i“his could be accomplished either by con-
structing ‘a direct income gap measure, or by including
workers who are either discouraged or working part time for
economic reasons in the official unemployment measure. A
job vacancy index, or existing CPS data such as the ‘‘quit

. rate’’ should be used to measure the inflationary pressures

resulting from labor market conditions. Second, the amount
of monthly randomness of the data should be improved by
staggering the survey weeks to create a true mqnthly (rather
than recurring weekly) unemployment index. Expanding the’
sample would.also help in this regard.

The second type of question—the microeco-
nomic/programmatic questions—is often viewed as relating
to narrow issues. This view may well be incorrect. Indeed,
our failure to deal successfully with the microeconomic inef-

.ficiencies in our economy may be a major factor leading to

our‘present sub-par macroecoriomic performance. Although
the CPS is not well-equipped to deal with these issues by
itself, it can make a major contribution to our understandmg
of these issues if combined with longxtudmal experimental,

and other supplemental data.

3
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!
3

With respect to the sub-national data questions, both the .

usefulness and the deficiencies of the CPS are well-known.
Extra data gathering efforts in this area would, I believe, be
extremély cost efficient in terms of improving our economic
performance, improving the effectiveness of federal, state
and local policy decisions, and. better targeting federal
spending programs. In addition to expanding the sample, a
separate effort to collect job vacancy iridices a§ a supplement
to the CPS data would be helpful. '

@

~ The final type of question—the personal/social costs of
labor ¢onditions—is extremely difficult 'to answer. In order
to address these questions properly, I ‘believe it may be
necessary to restrict the question to cyclic rather than long
term costs.- Even so, it is probably necessary to supplement

the CPS data with consumption-oriented survey data and a

new index based upon changes in family ‘consumption pat-

terns. Thus the costs of collecting the data and constructing -

the indek will be high. However, ‘the value of the additional
lnformatlon is also likely to be great.

¢ ' A
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. The Hardship Consequences

of Labor Market Problerrrs*

, | - Robert Taggart
Youth Knowledge Development Project

. Who Really Suffers'.{

L]

How many really suffer as a result of labor market prob-
lems? This is one of the most critical yet contentious social .
policy questions. In many ways, our social statistics exag-
gerate the degree of hardship. Unemployment does not have
the same dire consequences today as it did in the 1930s when
most of the unemployed were prlmary breadwinners, when
income and earnings were usually much closer to the margin
of subsistence, and when there was no safety net for those
failing in the labor market.- lncreasrng affluence, the rise of
multiple-earner families, the growing: predomrnance of
secondary earners among the .unemployed, and improved '
'social welfare protections, have unquestionably mrtrgated
the welfare consequences of joblessness. Earnings and in-
come data also.overstate the dimensions of hardship. Among
the millions with hourly earnings at or below the minimum
wage level, the overwhelming majority are from multiple-
earner, relatrvely affluent families. Most of those counted by
the poverty statistics are elderly, handicapped or have family
responsibilities which keep them out of the labor force, so
the poverty statistics are by no means an accurate rndrcator :

‘Thls paper was adnptcd from Hardship (Kalamazoo, MI: The W, f:l Upjohn Institute for
Employment Research, 1982).

41
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of labor market failure. Moreover, in-kind benefits which
reduce cash needs are not considered in the poverty
measures. o

Yet there are also many 'ways our social ‘ statistics
underestimate the degree of labor market-related hardship.

The unemployment counts exclude the millions of fully -

employed workers whose wages are so low that their families

remain in poverty. Low wages and repeated or prolonged

unemployment frequently interact to undermine the capacity
for self-support; since the number experiencing joblessness
at some point during the year is seyeral times the average an-
nual unemployed, the number who suffer as a consequence
of forced idleness can equal or exceed the monthly
unemployment levels even though only a minority of those
unemployed in any month really suffer. .For every person
counted in the monthly unemployment tallies, there is
another working part time:because of the inability to find
full time work, or else outside the labor force but wanting a
job. Finally, income transfers in our country have always
focused on the elderly, disabled and dependent, neglecting
the needs of the working poor, sb that the dramatic expan-
sion of cash and in-kind transfers has not necessarlly
alléviated labor market-related hardship.

Mountains of facts, figures and learned treatises have been
marshalled to prove that the: truly needy are few and far be-
tweenn. An equally imposing volume of contradicting
evidence documents uncounted and unmet basic needs. The
result is confusion. It is uncertain and bitterly- disputed
whether those suffering seriously as a result of labor market
problems number in the hundreds of thousands or the tens of
millions, and, hence, whether high levels of joblessness can
be easily tolerated or must be countered by job creation and
economic stimulus, whether the safety net needs dismantling
or strengthening, and whether the long term hardship trends

0 ®




[

Hardship of Labor Market Problems 43

justify a ‘‘laissez faire’’ response or demand fundamental
restructuring of labor markets and the income distribution
system. There is only one area of agreement in this
debate—that the existing poverty, employment arnd earnings
statistics are inadequate for one of their primary applica-
tions: measuring the welfare consequences of labor market
" problems.’

~

Thus, the hardship measurement system was developed to
determine who really suffers as a result of joblessness, low
earnings and involuntary part-time employment. Available
employment, earnings and poverty data are structured into a
set of core indicators which incorporate alternative need and
workforce attachment standards, which assess the severity of

o problems as well as the numbers affected, which consider
earnings from both an individual and family perspective, as
well as considering supplementary income including in-kind
aid. The aggregate measures, in turn, are disaggregated to
identify the relative hardship burdens for different popula-
tion segments and to learn more about the causes and cures
for hardship.

The Dimensions of Hardship

The Basic lndicators

The hardship measures are designed to address six basic
questions:

- — [Inadequate Individual Earnings (IIE) - How many
persons who participate in the workforce during the
year are unable to earn at least the minimum wage
equivalent for their total hours of work availability?

—. IIE Deficit - What additional earnings are needed to
raise the wages and salaries of these individuals with
inadequate earnings to the minimum wage level?

3
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.
Inadequate Family Earnings (IFE) - How many,
workforce participants are in families whose total

- wages and salaries are below the poverty level?

IFE Deficit - For workforce participants with Inade-
quate Family Earnings, what is the shortfall between
family earnings and poverty thresholds?

Inadequate Family Income (IFI)- How many
work force participants have family incomes below the
poverty level?

IFI Deficit - How many dollars of added earnings or
other income are needed to raise the families of

“workforce participants in the IFI out of poverty?

~ Based on the work experience, income, earnings and other
information collected in the March Current Population
Survey covering the preceding calendar year, these questions
can be answered for each year since 1974, with the latest
available data covering 1980. The derivation and dimensions
of hardship are best illustrated using 1979 as a baseline, since
this was the last year when the economy was reasonably
healthy: T

Inadequate Individual Earnings (IIE). During 1979,
seven -of every ten persons age 16 and over worked or
looked for work in the civilian labor market. Among
these 117.0 million participants, one of every four, or
28.3 million, had annual earnings less than the amount’
each would have earned if paid the minimum wage for
all hours they were willing and able to work during the

‘year (Chart 1).

. 1IE Deficit. To raise the earnings of these individuals

up to the minimum wage equivalent for their hours of
availability«@ould have required $52.0 billion in addi-
tional earnings, which represented 4.0 percent of the
nation’s total wages and salaries. The average worker
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- Chart 1

Persons in Severe Hardship, 1979 .
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in the I1IE needed $1,839 in added annual earnings to

" reach the minimum wage equivalent.

. lrzadequate Family Earnings (IFE). Not all these in-

dividuals were economically deprived as a result of
their earnings shortfalls, while others, who themselves.
earned at least the minimum wage equivalent, never-
theless lacked the annual family earnings required to
escape poverty either because of their own limited
hours of availability for work, their large families, or
the-lagk of supplementary family earners. Two-thirds
of the 28.3 million persons with Inadéquate Individual
Earnings lived in families with combined earnings
above the poverty level, leaving only 9.1 million in
families unable to achieve minimal self-support by the
work of family members. On the other hand, there
were 4.2 million workforce participants with adequate
individual earnings relative to their hours of availabili-
ty who were in families with below-poverty earnings. .

“These 13.3 million workforce participants with Inade-

quate Family Earnings represented ll~4 percent of the
total workforce

. IFE Deficit. Workforce participants with Inadequate

Family Earnings needed an additional $31.7 billion in
wages and salaries .to raise their families’ earnings to
the poverty level. This IFE Deficit represented 2.4 per-
cent of the nation’s total wages -and salaries and
averaged $2,384 for each wqrkforce member inthe IFE
count.

. Inadequate Family Income (IFI). Of the 13.3 million in
the IFE, 2.8 million were in families lifted out of
poverty by the receipt of private pensions, alimony, in-
terest and qfher nontransfer income. Cash transfers
such as welfare and social security, raised an additional
* 3.4 million above the poverty threshold. Thus, just
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over half of the individuals with Inadequate Family
Earnings also had Inadequate Family Income. This 7.1
million in the IFI represented 6.0 percent:of the
workforce and two-fifths of the poor age 16 and over.

6. IFI Deficit. Transfers and other sources of income
reduced the $31.7 billion IFE Deficit by almost three-
fifths. The $12.8 billion IFI Deficit for poor families
with members in the workforce representéd over half
of thie nation’s total poverty deficit. To alleviate poveB—
ty among the working poor would have required an ad-
ditional $1,818 in earnings supplements for each
workforce participant with Inadequate Family In-
come. ’ '

Hardship and Workforce Attachment

These measures of severe hardship counted all individuals
participating in the workforce during 1979, including some
> holding or looking for part-time jobs so that they were

available for work just a few hours over the year, but others
in the labor force full-time, year-round. Although seven of
every ten workforce participants in 1979 worked or looked

for work at least 50 weeks, only half of those with Inade-

~ quate Individual Earnings were available full-year (Chart 2).
Among the workforce participants in the IFE and IFI, only
three-fifths participated for half a year or more and just two-
. fifths were full-year partncnpants :

Increased workforce attachment reduced the probabxhty
of economic hardship (Chart 3). The rates of Inadequate
Family Earnings and Inadequate Family Income among par-
ticipants in the workforce less than half the year were more
than four times the rates among full-year participants. Ob-
viously, families with full-year participants had more hours

of potential employment and were, therefore, more likely to.

have family earnings above the poverty level. Yet the in-

3
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: Chart 2 "
Severe Hardship Counts by Work Force,Attachment During 1979

WORK FORCE (000)
) J1otal = 116,983

] Half-Year = 98,733

. JFull-Year = 83,979

INADEQUATE 1&Dl!lDUAL EARNINGS

Total I1E » 28,269 = 24,21 Tota) Work Force

Half Year 11€ = 19, 299 = 19,5% Half-Year Work Force .
16.5% Total Work Force

Ful\ ~Year IIE = 14,248 = 17.0% Fu))-Year Work Force
12. ?1 Tota) Work Force

INADEQUATE FAMILY EARNINGS
Tota) IFE = 13,280 » 11.4% Tota) Work Forco

— walf-vear = 8,014 = 8,11 Half-Year Work Force
6.9% Tota) Work force

Tl suli-vear IFE » 5,675 -,a 8% Ful)-Year Work Force
-~ 4,9% Total Work Force

CNADETUATE FAMILY [NCOME
*otal [F[ = 7,052 = 6.0% Total Work Force

Nd\(—'edr {F1 = 4,278 » 4.3% Half-Year Work Force
3.7% Tota) Vork Force

Full-vear IF] = 3,098 = 3,7% Full-Year WOrk Force
- “ 2,61 Tota) Work Force .
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. 1
! Chart 3 ;
Incidence of Hardship by Work Force Attachment, 1979
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cidence of Inadequate Individual Earnings among less than

“half-year participants was also greater than among full-year
participants, even though the adequacy of each person’s B

yearly earnings was judged relative to his or her estimated
annual hours in the WQrkforce. ‘ ‘

| Alternattve Adequacy Standards Y

%
I

The attamment of minimum wage earnings for md1v1duals

‘and poverty threshold earnings for families is hardly a cause

for rejoicing. For an urban family of four, the lowest-level

- food menu of the Department of Agriculture, dinner out at a

low-priced-. restaurant once every two months ‘minimally
adequate rental housing,. no out-of-town trlps auto owner-
ship by just half of families, a.movie for the children once a
month, no cigarettes, and a six pack of beer three times a
month for the family, would have cost an estimated $12,000
in Autumn 1979. The 1979 poverty level for a nonfarm fami-
ly of four represented less than three-fifths of this BLS lower
living standard. If one parent worked full time and the other
worked part time at the $2.90 minimum wage in 1979, their
combined family earnings would have been less than three--
fourths of the standard; and even'if both earned 150 percent

of the minimum wage; they would have just achieved . the

lower hvmgustandard \

Theruse of less severe earnings and income standards in-
creases the hardship counts and related deficits (Chart 4).
Calculating the IIE on the basis of 125 percent, rather than
100 percent, of the minimum wage for all hours of availabili- .
ty, raises the IIE tally among total work force participants by
45 pércent; while comparing-family earnings and incomes to

i 125 percent rather than 100 percent of the poverty level raises

the IFE countby 30 percent and the IFI count by nearly half:

o
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: Chart 4 : \
. l;lardslhp Among 1979 Work Force Participants
* ’ * Under Alternative Adequacy Standards ‘

{Némbers/ in Thousands) »
» L . . - - — - J
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R
7] SEVERE HARDSHIP STANDARDS = 28,269 = 24.2% Work Force

a \ -
.
e e - . ' / .
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. .
Severe Hardship Standard: earnings standard 100 percent of minimum
FE family earnings and IFI family
|ncm sundard 100 percent of poverty

v

X'ntermd'hte Hardship Standard: tIE earnings standa®d 125 percent of minimum
wage and 1FE family earnings and IF! famfly
income standard 125 percent of poverty

Moderate Hardship Standard: 11E earnings standard 150 percent of minimum

wage and [FE family earnings and IF] family
{ncome standard 150 percent of poverty
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What Causes Hardship L

LS

Laborl Market Pathologies | -

The unemployment rate is our nation’s most carefully
scrutinized and widely quoted social 1nd1cator to a large ex-
tent because of the presumed association between johlessnéss
and economic deprivation. Each week of forced idleness
reduces annual earnings and increases the chances that in-
dividual and family earnings will be inadequate. Almost all
of the 1979 workforce participants who were unemployed or
discouraged for two-thirds or more of their weeks in the
labor market had annual earnings below the minimum wage
- level for their yearly hours of” availability (Chart 5). Yet
among those unemployed less than a third of their weeks in
the labar force, two of every three had at least minimally
adequate individual earnings over the year. Since this group
with shorter duration unegmployment represented three-fifths
of those experiencing unemployment, only half of all the
unemployed had Inadequafe Individual.Earnings, among
whom three of every five resided in families with combined
earnings above the poverty level.. Just one of every seven
workforce participants who experienced unemployment dur-.
ing the year resided in a poor family. '

Workforce participants who experienced unemploy-

ment (000) 18,468
- Unemployed with adequate individual earnings -8,591
= Unemployed in IIE , 9,877
- Unemployed with Inadequate Individual Earnings ’ -
but family earnings above poverty level -6,169
+ Unemployed with adequate individual earnings '
but Inadequate Family Earnings : + 502
= Unemployed in IFE ) 4,210

g ]
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- Unemployed in IFE lifted out of poverty by non-

transfer income ¢ -548
- Uncmployed in IFE letcd out of poverty by cash

transfers « c-1,044
= Unemployed in IFI ’ 2,618

Thus, unémployment and economic hardship. were hardly
_synonymous. Over half of those who experienced unemploy-
‘ment during 1979 resided in families with incomes above
$15,000, or just below the median family income level, com-
pared with only 6 percent of labor force participants includ-
ed in the IFE count, and virtually none of those 1ncluded in
the IFI count (Chart 6).

Low hourly earnings and limited hours of employment,
rather than unemployment, were the major causes of hard-
ship. Two-thirds of the 28.3 million workforce participants
with Inadequate Individual Earnings, and a s1mllar propor-
tion of the 13.3 million with Inadequate Famlly Earnings,
"experienced no unemployment during the year. There were
6.4 million low-paid workers who were employed full time
during all weeks of participation yet did not earn the
“minimum wage equivalent for their hours of availability.
leew1se one of three persons with Inadequate Family Earn-
ings, and a fourth of these with Inadequate Family Income,

. had full-time jobs during all their weeks in the workforce.

Thirty-five percent of part-time workers who were employed
all weeks of participation did not earn the minimum wage
equivalent for their hours of availability, and they accounted
for over two-fifths of the persons with less than minimum
wage earnings.
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; L]

Distribution ‘of workforcé
and severe hardship counts
for total workforce
" by work experience pattern
Work =
force IIE IFE ~ IFI

Em)ploycd full time all wcck_s 55.0% 22.7%. 22.0% 24.8%

Employed part time voluntarily some : :
or all weeks, no unemployment . | 23.1 31.1 356 26.6

Employed part time involuntarily, s
some or all weeks 6.1 11.3 10.7 11.6

”

-~

. .Unemployed one-third or fewer . :
weeks in workforce ~ ° 94 130 113 133

Unemployed one-third to twg-thi;ds i .
‘weeks ir workforce 33 9.5 8.3 8.9

: Unémploycd over two-thirds of weeks
in workforce but with some :
employment 14 547 5.1

Not employed 1.7 7.0 7.0

A

Total o 100.0 100.0 100.0
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Breadwinners and Breadwinning
Responsibilities -

Because needs increase with family size, the welfare conse-
quences of low individual earnings are more serious for
breadwinners who must support large families. Where there
are many mouths to feed, minimum wage equivalent earn-
ings are not a passport out of poverty even with full time,
full-year employment. But many breadwinners with
numerous dependents also have limited annual hours of -
work availability and of actual employment.

Among the 13.3 million workforce participants with
below-poverty family earnings in 1979, and the 5.7 millionin
the full-year IFE, 4.2 million and 1.2 million, respectively,
earned above the minimum wage equivalent for their annual
hours of availability. Conversely, among the 28.7 million
total wor force participants, and 14.2 million full-year par-
ticipants, with Inadequate Individual Earnipgs in 1979, only
9.1 and 4.5 million, respectively, were in families with below-
poverty earnings.

The probabilities that persons with Inadequate Individual
Earnings will be members of families with below-poverty
earnings, or that family earnings will be inadequate despite,
~ adequate individual earnings, increase with the number of
dependents per worker. For instance, the IFE incidence
among workers in families with two workforce participants
were as follows: ’ ¥

Incidence of Incidence of v
Inadequate Family Inadequate Family
" Earnings Earnings
among workers among workers 3 ¢
with Inadequate - with Adequate
. Individual Earnings Individual Earnings
Two in family 18.9% ' 1.4%
Three in family 17.9 1.2
Four or five in family 26.7 2.3

Six or more in family 46.9 9.3 : |

> AR
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The likelihood of Inadequate Family Earnings declines
when there are more breadwinners in a family and when they -
have greater labor force attachment.- As an example, 1979
workforce participants from families with four or five
members had the following IFE rates: , o

Incidence of
Inadequate Family
Earnings
among workers -
in families
with four or
five members

Three or more full-yeat participants in family ) 1.6%
Three or more in workforce at least one week 3.0
Two full-year participants : ) 5.5
Two in workforce at least one week - 8.6
One full-year participant . ) 123

_ One in workforce at lcast one week 20.5

Work and Welfare Overlap

Income transfers mitigate the welfare consequences of
labor market problems, but many workers and tHeir
families, including millions with substantial workforce par-
ticipation, fall through the safety net. In-kind aid provides
some relief, but adding the estimated value of in-kind food
and housing aid only modestly reduces the number of .
workforce participants in poverty.

Of the 13.3 million workers in families with earhinzgs
below the poverty level in 1979, 2.8 million were lifted above
the poverty line by nontransfer earnings supplements such as™
private pensions, alimony, dividends and interest. Cash"
transfers then lifted a third of the remaining 10.5 million out
of poverty. Adding the value of food stamps to the cash in-
comes of recipient families reduced the working poor by
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another 0.5 million, while addiﬁg the value of free school
lunches and housing subsidies reduced the total an additional
0.3 million. In other words, poverty among workforce par-

ticipants was reduced a third by cash transfers, while cash

and in-kind transfers (excluding health care) reduced the
number of working poor by two-fifths. Cash assistance
reduced the IF1 Deficit by $11.2 billion, or almost half, and
if food stamps, school lunches and housing benefits received

- by the working poor were ‘‘cashed out,’’ their poverty deficit

would have been cut by an additional $2.4"billion. -

Hardship Counts i Hardship Deficits
. (3000)
rork force partwin: / (000) Family carnings deticit of i
Warkforce Ddrt:lpdnl n workforee participants in -
families  with below poverty familics with below poverty
_carnings (IE) 13,280 carnings (IFE Decficit) ‘e $31,656
‘Lifted out of poverty hy non- -Reduction in family carnings
transfer earnings supplements -2,823 deficit resulting from non-
Workforce participants 10,457 transfer ¢arnings supplements '236_"’0
who would be poor without transfers (IF] . Poverty deficit of familics 24.006
Nc'l-o( with workforce participants if
Transfers) - ‘ ’ cash transfers excluded (1F1
1 1fted out of poverty by cash Net-of-Transfer Deficit) .
transfers - '1‘40.2 -Reduction in poverty deficit
- Work force participants in » resulting from cash transfers . -11,181
poverty (IF]) 7,055 = Poverly deficit of familics 12,828
-Iifted out of poverty by ad- . with workforce participants
ditton of value of food stamps (1K1 Deficit)
' I3
to cash income 533 -Reduction 1n poverty deficit
~Lifted out of poverty by ad- if food stamps counted as cash
ditton of value of housing sub- income -1,916

>
sidies and school lunches to -Further reduction in poverty

cash tncome an(%i food stamps -281 deficit if value of housing sub-

Work force participants in 6,241 sidies and sghool lunches added

poverty counting in-kind aid as to cash income and food
< stamps -530

income (1FI Including In-Kind

Ad) - Poverty deficit of familics 10,379
‘ with workfprce participants
/ ' when in-kind aid valuc includ-

/' ed with cash income (IFT In-
/ cluding In-Kind Aid Deficit)
r'// ' )
// v
/ . 0
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The Burdens of Hardship .

<

Hardship, like unemployment, is most likely to affect

women, minorities, younger and older workforce par-
ticipants, persons with limited education, workers in blue-
-collar and service jobs, and residents of nommetropolitan

areas and large central cities. As a general rule, the burdens -

of hardship are even more maldistributed than the burdens
of unemployment. ‘

Sex .

The incidence of unemployment among femaleworkforce

parti¢ipants was only slightly above that for males. In con-
trast, females were 1.4 times as likely as males to have Inade:
quate Family Earmngs and Inadequate Family Income,
while the incidence of Inadequate Individual Earnings was
1.9 times higher among women than amdng men. Though
males were much more often primary breadwinners, the sex

differemtials in hardship rates were substantial, and- far:

greater than the differentials in unemployment rates, for
males and females with similar support responsibilities.

s — ‘ Experienced ~
Average some
annual unemploy-
unemploy- ment during
. ment year HHE IFE IF1
Males 5.1% 15.5% 17.5% 9.7% 5.2%
Females 6.8 16.1 32.4 13.4 7.1
Males family heads
(No wife in .
workforce) 34 9.8 9.7 13.8 6.2
Female family
heads 5.2 204 298 334 220

Q!
<

-
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Race

Black workforce participants were 1.7 times more likely
-than whites to experience unemployment during the year,
and they were 1.5 times as likely to have Inadequate In-
‘dividual Earnings. But the black IFE was 2.5 times that of
whites, while blacks were 3.4 times as likely to have Inade-
quate Family Incomes. Similarly, Hispanics were half again
as likely as whites to experience unemployment, but the IFI
incidenée among Hispanics was 2.4 times that among whites.

Experienced
Average some
annual unemploy-
! unemploy- ment during ‘
ment year HE IFE IFI
Whites TS5 14.7% 22.9% 9.8% 4.8%
Blacks 12.2 24.2 34.6 241 16.4
Hispanics 8.3 - 22.0 28.5 16.0 15.5

Age “ :

The incidence of Inadequate Individual Earnings was
twice as high among workforce participants age 65 and over
as among those age 25 to 44, and the incidence of Inadequate
Family Earnings among older workers was 5.4 times that
among prime age workers, although income transfers
equalized the IFI rates. Teenagers were three and a half times
as likely as prime age workers to have Inadequate Individual
Earnings. '
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Experienced
Average some
annual unemploy-
unemploy- ment during
ment year IIE IFE IFI
16-19 16.1% 26.5% 59.4% 15.2% 9.2%
20-24 9.0 25.5 30.8 12.7« 8.0
25-44 4.5 14.9 16.9 8.4 5.7
45-64 31 9.1 17.5 9.2 4.2
65(«rrdovcr : 34 5.8 357 4501 4.3 ‘
L]
R 4
Education, . ° v
The incidence of hardship declined significantly with in- .

creased educational attainment. High school dropouts were
2.6 times more likely than college graduates to experience
unemployment during the year, but the IIE, IFE and IFI
rates for dropouts were, respectively, 3.7, 4.3 and 5.5 times
those for college graduates.

Experienced
Highest some
educational unemployment
attainment during yesy HE IFE IFl >
Students . 20.3% 54.7% |6.2%' 8.0%
Dropouts 22.0 346 215 121
High school graduates,
no further education i5.9 21.3 8.9 4.7
Post-secondary education
(1-3 ycars) 13.0 16.2 7.6 38
College graduates 8.5 9.4 49 2.2

( | s .
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.
\

Occupation ' I B

’

The - incidence of unemployment .among -operatives,
laborers, farm and service workers was 2.8 times the in-
cidence among professional, technical, managerial and ad-
- ministrative workers, butthe IIE, LFE and IFI rates were

3.4, 2 9 and 3.5 times as hrgh T
.
Experienced V
Average some
‘annyal unemploy.-.
unemploy- ment during : - :
‘ ~ ment year IIE IFE IFI
Professional, . ' ’
technical and . o A
managerial 2.3% 7.1%  10.2%. 5.6% 2.6% _
~ Sales ' , 39 10.8 294 108 4.4 .7
Clerical T 46 124 213 8.5 4.4
Craft and kindred 4.5 17.3 11.5 7.5 4.3
" Operatives . 7.7 . 220 1%6 10.1° 5.6
Laborers 108 274 ° 352 166 © 9.7
Farm workers .38 T11L0 58.4 257 15.7
Service workers 7.1 '+ 168  44.8. 202 ".10.9
Location.

Workforce participants resxdlng in nOnmetropolltan areas - -

.

had the same probability of expei %;,F g unemployment as
those in metropolitan areas, but th€if¥ghances of having In-
adequate Individual Earnings were tWO-flfthS hlgher while
the rates of :Inadequate Family Earnings and Inadequate
Family Income’ were half again those of metropolrtan-area
workers. The unemployment incidence in central cities of
SMSA'’s with over one million population was 1.3 times the
incidence in surrounding suburbs; the large central city IFE
and IFI rates were 1.8 and 2.3 times those of suburban areas.

" 5‘ £
Y, u._'](




fae

65

L. WD -

Hardship of Labor Market Problems ,
“‘ ) . . . : 17
E“xp‘enenced Severe ‘
Average some . hardship incidence -
L . annual unemploy; ' _
o unemploy: ment during I
o ‘ment ~year | IIE IFE IFI
_ Metropolitan areas, ©  5.8% - 15.7%  21.4% 10.1% “5.4% . e
+  Central cities 7.1 176 = " 230 131 1.7
Suburbs ° ‘ 5.0 . 14.3 - 20.1 8.1 4.0
Nonmetropolitan Lo § o
areas o 5.7 15.7 29.8 139 + 7.3
- 4
) ' Hardship Trends
" The 1974-1980 Shifts

. The ircidence of Inadequate Individual Earnings declined .
noticeably over the 1974-1980 period; the incidence of Inade-
quate ‘Family Earnings declined modestly, while the in- .
cidence of Inadequate Famlly Income actually increased.

Compansons between the low unemployment years, 1974
and 1979, and the high unemployment years, 1975 and 1980,
are the best indicators of these multi-year, trends. The severe
hardship I1E dropped by 1.6 percentdge points between 1974
and 1979, and 1.4 percentage points between 1975 and 1980.

. The IFE rate fell by 0.2 percentage points in the first period
. and 0.4 percentage points-in the second. The IFI rose by 0.5
percentage pomts between 1975 and 1980

ol

- . 4
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IFI counts and the severe hardship IFI..
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N . 1979. _ 1980 1980-
) 1974 1979 1974 1975 1980 1975 1974

Severe 'i-iardship ’ - _

'NE ’ 25.8% - 24.2% -1.6% 29.1%  27.7% -1.4% 4+ 1.9%

IFE 116 . 11.4 0.2 13.2 12.8 04  +12
IF1 . 6.1 6.0 01 69 1.2 +0.3 +1.1
Intermediate '
Hardship
IIE 35.3 350 - -0.3 38.4 379 -0.5 +2.6
“IFE " 149 14.7 0.2 16.8 - 164 0.4 +1.5
IF1 9.2 9.0 0.2 10.3 10.4 +01 412
Moderate . LT . *
Hardship . . .
IIE 44.3 4.0 | 03 +.46.6 4713 - +0.7 +3.0
IFE 18.5  18.4 0.1 20.9 20.5 0.4 +2.0

IF1 12.8 12.3 -0.5 14.3 14.1 -0.3 +1.3

The moderate vand intermediate hardship IIE and IFE

" totals increased relative to the severe hardship totals, while

the moderate and intermediate hardship IFI totals declined
relative to the severe hardship IFI. For instance, the severe,

" moderate and intermediate hardship IFE rates all -dropped ‘

0.4 percentage points between 1975 and 1980, so that both
the intermediate and moderate hardship IFE counts increas-
ed in propottion to the severe hardship IFE count. The pat-
terns were reversed in the casé of the IFI, where the severe
hardship incidence rose 0.3 percentage points between 1975
and 1980; while the intermediate hardship IFI incidence rose
by 0.1 percentage points and the moderate hardship IFI in-
cidence declined by 0.3 percentage points, thus reducing the
differential between the moderate and intermediate hardship

1

The Unraveling Safety Net

for the Working Poor s

The incidence of Inadequate’ Family Income did not
decline between 1974 and 1979, and actually rose between
1975 and 1980 because of the declining effectiveness of the
safety net for the working poor. The impact of nontransfer

.
Pn, .
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earnings supplements increased significantly over the period,
but the diminished impact of cash transfers more than offset
this favorable developmeht. For instance, nontransfer earn-
ing supplements raised 16.2 percent of the IFE out of pover-
ty in 1975 compared to 19.5 percent in 1980, an increase of
3.3 percentage points. Yet transfer and nontransfer earnings
sipplements combined lifted 47.3 percent of .the working
, poor out of poverty in 1975, but only 44.0 percent in 1980, a
decline of 3.3 percentage points. Among workforce par-.
" ticipants who would havé been poor in the absence of cash

° transfers, 37.1 percent-were raised out of poverty by cash

benefits received in 1975, compared to only 30.4 percent in
1980. - : :

This drop occurred despite a slight decline in the real net-

-~ of-transfer IFI average deficit between 1974 and 1979, as
well as between 1975 and 1980. It was not explained- by
changing workforce composition or work experience pat-
terns. For almost all subgroups in the workforce, there was a
noticeable drop in the poverty reduction impact of transfers.

‘The effectiveness of the safety net diminished as well for
the nonworkmg poor. Yet the slippage was greéater among

~ the working poor. For instance, 50.7 percent of all persons in
households with no workforce participants in 1975 were
lifted out of poverty by cash benefits compared to 49.1 per-

~ cent in 1980. This 1.6 percentage .point drop compared to a

6.7 percentage«point drop in the proportion of otherwise
poor families with at least one workforce participant who
were lifted out of poverty by cash transfers.

S

Hardslup OVer the Buvmess Cycle

Hardshlp rises.in recessions and declines during periods of
econqmic g;bwth (Chart 7). The annual unemployment, 11E
and IFE rates were highly correlated over the 1974-1980
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perrod although there was a lesser correlatron between the
unemployment and lFl rates - .,

Correlation between

Correlation between percent workforee ~
average annual experiencing
“unemployment rate unemployment and

~and hardship incidence hardship incidence
lnadcquatc lndrvrdual'

Earnmgs. ‘ ' © .92 91 ' ‘
Inadequate Family - . . '

Earnings = - .94 .87
Inadequate Family ~ : :

Income 78 : .69

However, the proportional fluctuations in hardship were
less severe than those in unemployment, since many of the
victims of recessions were alréady in hardship and their
situation deteriorated. In the 1974-1975 and 1979-1980
declines, the percentage increases in-unemployment were
greater than the percentage increases in hardship.

1979-1980

1974-1975 N
Absolute Absolute
increase Percentage increase Percentage
(000) increase- - (000) increase -
Average annual .
unemployment 2,754 - H 54% 1,485 25%
Persons experiencing . -
unemployment 2,568 14 2,942 * 16
1HE - 3,589 . 13 4,478 16
IFE 1,760 15 1,831 14
IFl 906 14 1,410 20

The standard deviation of the a\;erage annual unemploy-

" ment rate over the 1974-1980 period was 15 percent,of the

mean; the standard deviation in the IIE, IFE and JFI rates
were 7, 7 and 9 percent of their respective means.

EN
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The VlCtlms of Recesswn

Though recess:ons exacerbate conditions for those who
suffer continuing structural employment problems, they also
undermine the well-being of the more advantaged segments -
of the labor force who seldom face hardshxp under normal
circumstances. .

——ane age (25- to 44-year old) workers were under-
represerited among those in hardship in 1974, accounting for
29 percent of persons with Inadequate Famlly Earmngs com-
paged to 40 percent of the workforce. Yet 43 pércent of the
1974-1975 increment in the IFE were prime age workers.-

* —Male family heads were also underrepresented among
those in hardship, accounting for 40 percent of the 1974
workforce but only 27 percent of the persons in families with
‘below-poverty earnings in -1974. Nevertheless, they ac-
counted for 40 percent of the 1974-1975 increase in the IFE.

-—-Workers who had completed some post- -secondary
education accounted for 28 percent of the workforce but on-
ly. 14 percent of the persons in families with below-poverty
earning in 1974. They represented 25 percent of the reces-
sionary increment in the IFE count.

—Whites, who consututed 89 percent of the 1974
workforce but only 76 percent of the IFE, accounted for 92
percent of the 1974-1975 IFE increase. '

In the 1979-1980 recession, the sampe patterns prevailed but
were generally less pronounced, as suggested by the ratio of
.each advantaged subgroup’s share of the recession increment
of the IFE divided by its share of the pre-recession IFE.
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Share 1974-1975  Share 1979-1980

IFE increment IFE increment
‘ Share 1974 IFE Share 1979 IFE
Male famil,y heads - - 1.47 1.15
Workforce participants ;
who had completed some
post-secondary education ARR L) 1.27
W hites o 1.21 . 1.04
Prime age workers (25- to
44-year olds) i 1.47 . 1.58

Poliey lmplicatidns

The Remedies y

To significantly alleviate labor market-related economic
hardship will require a combination of macroeconomic and
targeted structural measures, combined with expanded in-
come transfers for the working poor. Full employment and
increased minimum wages are ne“cessary but far from suffi-
cient. Less than a fourth of the 1979 unemployed were in
families with inadequate-earfiings, only one in seven were in
poor families, and just a third of individuals with inadequate

arnings were.in families with below-poverty earnings. Thus,
§eductions in unemployment or increases in the minimum

- wage which would reduce the incidence of Inadequate In-

~dividual Earnings would also affect many who were not-in |
hardship., Any disemployment effects from increased

.minimum wages would be concentrated among those at the

end of the labor queue. Regressions using 1974-1980 annual
data suggest that a 10 percentage point increase in _the

" legislated minimum wage (as measured relative to the real

value of the minimum wage averaged for the 1967-1980
period) was associated with a 1.9 percentage point reduction

- in the I1E rate, a 0.6 percentage point drop in the IFE rate

and a 0.3 percentage point drop in the IFI rate. Since the

)
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ratio of the legislated minimum.divided by the average real
minimum ranged only from 94 percent in 1977 to 102 percent

. in 1978 or a swing of 8 percentage points, this wa$ not a ma-

_jor factor in hardship trends. A | percentage point decline in
average annual unemployment was associated with a 1.2
percentage point drop in thé 11E, a 0.5 percentage point drop
in the IFE and a 0.3 -percentage point drop in the IFI.

Projecting 1982 hardship levels based on this simple

regression model for 1974 through 1980, and assuming, most °

plausibly, that unemployment will average 9 percent in 1982
and inflation will erode only 5 percent from the unchanged
legislated minimum wage, the 11IE rate will be 30.7 percent,
the IFE rate, 14.2 percent, and the IFI rate, 8.0 percent (or
even higher, as retrenchment in transfer benefits is greater
than the 1970s downtrend). These projected levels for 1982
would contrast unfavorably with the 1979 lows of 24.2, 11 .4
and 6.0 percent, respectively. Even if unemployment
mlraLulously dropped to a 7.0 percent level for the ‘year, re-
quiring a massive recovery in the summer and fall of 1982,
and even if inflation declined to a 2.5 percent annual rate,
the IFE would remain at 13.0 percent, almost the same as in
1975—while the IFI would be 7.2 percent, in contrast to 6.9
percent in 1975. .

all workers were provided minimally adequate in-
dividual earnings, hardship would not be eliminated and
transfers would still be needed to alleviate deprivation
among workforce participants and' their families. The IFE
would have been reduced by only 36 percent in 1979, and the
IFE Deficit by 41 percent, if the earnings of all persons were
augmented up to the minimum wage equivalent for all hours

“of availability. If all people living:in families with below- .

poverty earnings in 1979 were provided employment at the
usual wage for any hours of forced idleness, and their earn-
ings were then increased by 10 percent,’56 percent would
have remained with Inadequate Family Earnings, and they

"
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would have needed $22.1 billion in earnings supplements to

reach thespoverty level. Thus, targeted manpower programs

providing minimum wage employment or marginal earnings

improvements would not eliminate the need for income
transfers. o

. Allocation and Targeting

The use of hardship measures to allocate and target
resources intended for the unemployed and underemployed
from low-income families would yield a substantially dif-
ferent distribution among geographic areas and population
segments than the current method of allocating and targetnng
based on unemployment shares or unemployment and pover-
ty shares. Nonmetropolitan areas would benefit substantially -
- and so would the southern states. The nonmetropolitan area
~share of the IFE tally, averaged' for the 1974-1980 period,
was nearly two-fifths higher than the nonmetropolitan area
share of average annual unemployment, and a fifth above
the nonmetropolitan share of poverty and unemployment,
each equally weighted. If funds were allocated based on IFE
shares, -the suburban rings of metropolitan areas would have
received a fourth less than if unemployment shares were the
determining factor, or a tenth less than if equally weighted
unemployment and poverty shares were used in allocation.
The West North Central, South Atlantic, East South Cen-
tral, West South Central, and Mountain states would have
received a fourth more under an IFE-based allocation than
an unemployment-based allocatfon, and a tenth more than
under a poverty and unemployment share basis.

If resources were allocated according to need, and need
were determined on the basis of the IFE share rather than the - -
unemployment share, family heads (both males and females)
would have received greater priority. Also, there weuld have
been much more emphasis on helping older workers and less
on youth employment. problems. Dropouts would -have
received far more attention.
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-

Winners
Share of
Share of poverty and IFE"
nnemployed  unemployment share
Male family heads 18.8% 17.7% - 24.5%
Female family heads 6.9 1.9 15.2
" Unrelated -individuals 14.1 24.2 26.4-
Dropouts ’ 388 * 42.0 399
45 and over 16.5 29.4 36.2
- - Losers
. . Share of
Share of . - poverty and lFEP
unemployed = unemployment  share
Wives T 197% 17.6%  14.1%
Other family - .
members 40.5 28.7 19.8
High school ' : )
graduates 38.4 30.7 . 30.2
Completers of some a
post-secondary o , .
education 22.9 17.1 18.1
16-19 . 266  197. 7134

20-24 : 23.1 - 185 17.1

Adding A Third Leg to Social Statistics

These assorted finding's. challenge much conventional
wisdom about how many and who are suffering as a result of
labor market pro%ms. The same conclusions might be
reached by careful analysis of the detailed and disaggregated

labor force and income data, but the hardship measures pro-
+ vide a systematic integration which provides new perspec-
tives to the public and policymakers who have not been able
to piece together the hodgepodge of existing statistics. Those




76 Hardship of l.abor Market Problems
who do not like what they 'see from the hardship perspective
may argue that the measures distort reality because of the
value judgments, assumptlons and technical problems im-
plicit in the measures. It may be difficult to accept that sp
many millions of Americans are unable to support
themselves and their families even when they are lucky
enough to find"and hold jobs, that there has been little or no
progress in aleviating hardshlp over recent years, that the
burdens of labor market-related hardship are even more
maldistributed than the burdens of unemployment, that the
greater public concern with cyclical rather than structural
problems may be misplaced, that a rising tide will not lift all
boats, and that welfare and workfare must continue to
overlap if hardship is to be"alleviated for those failing in or
failed by the labor market. It may be equally difficult to ad- -
mit that the unemployment and poverty statistics, which are
the feundation of public policy and public understanding,
are peot effective in perhaps their primary applica-
tion—measuring who and how many suffer as a result of
labor market problems. It is certainly no easy task to learn
an entjrely new nomenclature, or to adjust and supplement
libraries of econometric studies and esoteric analyses which’
are based on the assumption that unemployment rates are a
good proxy for labor market-related hardship. It is a for-
midable challenge to fine-tune the hardship measures and to
modify the underlying survey instruments and approaches in
order to improve the accuracy and reliability of hardship
statistics. Yet if we are seriously committed to understanding ~
and alleviating the welfare consequences of labor market
problems, then the unemployment and poverty statistics
must be supplemented by new measures developed to in-
tegrate earnings, weork experiencé and income data in a
systematic way, recognizing the complexities of varying
Lamily status, labor force attachment and patterns of work
experience. Social policies must, then, be redirected in light

of these new perspectives. v
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In the specific area of productivity data and ape , Sim-
ple labor productivity measures for the econga owen for
the major sectors) are no longer sufficient, hanging
patterns of availability and cost of varidys #iputs—and

especially in an economy which has moved away from a
century-long dependence upon industrial equipment driven
by cheap energy. Measures which relate output patterns to
the inputs of labor, materials, energy and capital are deemed
essential. These must be codpled with sound analyses of the
realities of “‘tradeoffs’’ of the input factors which have (or
could) contribute to improved efficiency and/or lowered
cost—of production and of the finished product.

Productivity measures must reflect today’s realities of do-
ing business. Most of the great strides in productivity gains
over the past century have come from technological im- -
provements and discoveries—the path to greater output per
hour (labor productivity) is through new technologies to in-
vestment in new plant and machinery and on to more effi-
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cient labor. While 1t is true that 1mprovements in mdustnal. '
orgamzatron and- behavior, as well. as. enlightened
management-labor relatronshlps “also contribute to gains in.

‘productivity, the main engine of productr”y improvement
is through caprtal ' L :

v People are said to be ““inquisitive, acqursltlve, and lazy >?

. They are “‘inquisitive’’ and search out how to do their work ° o
" better and more efficiently. ’l;hey are ‘“‘acquisitive’’ ‘as they

-

. like'to acquire the tools to do their jobs better. And, they are - :

‘“lazy’’ in the sense that they would rather have machines -

sweat and toil than themselves. Productivity gains are not
~“achieved by people working harder, but by giving them the

- tools to work more eff1c1ently and by glvrng them the incen- -

. tives to do so.

Labor prodUctrvrty is a partlal productrvrty measure and, '

as such, does not reflect the role of capital and the interac-

. tion between labor and capital. To quote the Buréau of

Labor Statistics (BLS) in the, boxed-item of the}r penodrc .

“Productrvrty and Costs’’ report, ‘ o

Although the productivity measures relate output to;.'
the hours of all persons engaged in each sector, they do

fiot measure the specific contributions of labor, capital,

- or any single factor of production. Rathér, they reflect

the joint effects of many influences, including new
technology, capital investment, -the level of -output,
capacity utilization, energy use, and managerial skrll as
well as the skills and-efforts of the work force.

The ‘use of" partlal productrtuty measures. is - appropnate,
depending upan the circumstances and their use. For gaug-

. ing the’efficiency of use of all resources, be it at the national
level or at a company, productivity measures which include
all inputs are the appréprlate ones to use.

The making of policy, be it employment inflation or out-
put, requires emy{;rcal measures whl_chv correctly reflect our

“
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economic . conditions. Such measures will always include
some degree of error, but the critical factor is that their
trends should be as free from systematic biases as possible.
This study will review several aspects of productivity

measurement since such measures represent one of the main .

economic indicators of our economic well-being: the need
for total factor productivity measures; the impact of ®ur
changing economic structure; the divergence between hours .
worked and hours paid; and the undermeasurement of labor
in the real estate sector. Before embarking on the analytical
sections, it is useful to review why productivity is so impor-
tant.

1. The ‘“‘Big Picture’’ _
~ The United States—and the entire free-world community
of -nations—is presently in a revolutionary situation. Unfor-
" tunately, too few leaders of industry, academia or the
government recognize this fact and its significance. for. the
future. Specifically, in the late 1960s the-U.S. was still the
- world’s leader in world trade, in standard of living, in
science and technology, in the world’financial community,
and in productivity. By the end of the decade of the 70s, due
to a variety of errors of omission and commission together
_with events outside control-of our natlonal leaders we were
‘in the unenviable posmon of: ” :

N s ’
'

'-——Sqffenng three recessions in a single decade, with the
terminal one (1980), in the judgment of some experts, conti-
nuing through 1981 and the first half of 1982.

—A complete catastrophe in prc;ductivity growth, with a
. slowdown followed by actual declines in output per hour in
1978, 1979 and 1980 (and only about 1 percent rise in 1981).

—Rampant inflation; throughout the decade, with an in-
crease in the late 70s to levels higher than in any former
peacetime period.
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—Unprecedentedly high interest rates, whrch stubbornly
refuse conventional ‘‘cures’’; and these rates in turn virtually
assuring the collapse of the major construction s&ctor and
catastrophic declines in the sale and production of other ma:
jor consumer durables, particularly automobiles.

—Rates of unemployment higher than in any span siftce
the ‘“Great Depression’’ of the 30s.

. —Tremendous loss of our ‘‘normal’ international

¢

markets for manufactured goods, accobmpanied by a ma- .

- jor—and growing—invasion of the U.S. domestic market by

imported manufactures, thus contributing to unemployment

- and the virtual cellapse (present or almost certainly assured

for the near future) of major, mhture U.S. industries.

—Persistent, very large adverse balance of payments. -

As a result, the U.S. has lost its former lead in the export

" of manufactured goods, and its role as the financial

bellwether-or leader of the Westetn rndustrral world’s finan-
cial community. : o~

R

Due to the. aboVe combrnatron of" factors (not the least of

" which 'was our extremely weak comparative prod‘udtwrty

growth performance) and including the apparent inability of
U.S. leaders (of. rndustry, labor and government) to work -
together to maximize expOrts many of our basic industries
were either already moribund or very ill indeed; and the U.S.
living standard had already fallen to a ‘measurable degree.

© 2. Total Factor Productwrty Measures

The need for productivity measures that tnclude the role

- of capital as well as laborhas long been recognized by the

economic community, especially Profegsors Kendrick,

Jorgenson, Denison, and Griliches, among other productrvr- «

ty - researchers.’ Until recently; only labor prod ivify

,measures have been compiled and published ona regular

<
3

@
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‘business economy and six sectors. Since 1980, the American’ 2

Productivity Center (APC) has been maintaining and
publishing total factor productivity using Professor Ken-
_drick’s approach.? The APC “‘Multiple Input Productwnty’
Index’’ program covers-the private business economy, six
sectors, and thirty segments. Further, the APC measures of
output and labor hours are consistent with the BLS
measures. : '

Total factor productivity measures have been periodically
published since the late 1950s. Yet, it wasn’t until 1979 that
the Rees Commission, under the auspices of the National
Academy  of Sciences,’ recommended the continuous
availability of productwnty measures Wthh also include the
role of capital: B

Measures of multifactor productivity show
changes in the use of all measured inputs per unit of
output. Measures of output per -worker hour may -
increase only because inputs of capital or in- -
termediate goods have been substituted for labor
inputs. Thus, measures of productivity, which are
more complete measures of changes in productive
efficiency, generally rise less rapidly than measures
of Jabor productivity.

In any measure of multifactor productivity,
weights are needed to determine the shares of the
various inputs in the aggregate input measure.
These are ordinarily determined by the share of

" total input value in some base period. The panel

. recommended that BLS experiment with combining
labor and other inputs into alternative measures of
multifactor productivity.*

The BLS has taken up this recommendatlon and is plan-
ning to publish total factor productnvntwmeasures for’ the
private business and other major sectors by the end of 1982..

]
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It is understood that their measure of capital and their ap-
proach to adding up the inputs will differ from that used by -

the APC.

It should also-be recogqi zed that by including capital in
productivity measures adds™to the problems of measuring
output and labor, (see Table I). The measurement of capital
stock presents more difficulties than measuring output or
labor hours, yet the approaches taken to measure capital are
consistent and theoretically sound. Such measures, then, are
appropriate in capturrng broad trends in total and partral
productivity.’ .

Labor productrvrty measures have been telhng a rather

!glaomy story of the progress of the U.S. economy since

'1965. Before 1965, labor productivity for the private

business economy had been rising at an average annual rate

af 3.2 percent. -Between [965 and 1973, the growth rate fell
to 2.4 percent; labor productivity dropped even further
through 1979 to only a 0.8 percent rate. During the recession
years of 1979 through 1981, its rate again fell to 0.5 percent

rate, (see Table II).

As dismal as past economic performance is, measured by

labor productrvrty, the total factor measure is even gloomier.
1Its pre-1965 rate is some 19 percent lower than when only the
role of -labor is measured. Total factor productivity (TFP)
grew at an‘average A\6 percent rate, as compared to 3.2 per-
cent for labor productimigy; over the 1965-73 period, the TFP
‘rate was 1.8 percent. Betw 1973 and 1979, TFP was only
one-half the labor productrvrty»rate, 0.4 percent, and since °
1979 TFP has been declining at a 0.4 percent rate while labor
productrvrty has been increasing. Thus, when capital is in-
cluded in our measure of productivity, the performance of
the U.S. economy is worse.

It is expected that TFP measures should show slower

growth than labor productivity. When capital is substituted |

“

.

s
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Table 1 N
»* Share of Private Business Economy, - ',
Output and Inputs -,
‘o Selected Periods i
' .. (Percent) . :

: A. Output . S

* 1950 1965 1975 . 1981 N
Private business economy © 100.0 100.0. 100.0 100.0 -
Farm - N 5.7 3.8 33 3.1
Nonfarm nonmanufacturing , 63.6 63.7 66.2 66.1
Manufacturing - 307 0 32 5 30.5 30.8
‘Goods-producing sector 45.8 45, 9 409 40.6
Service-producing sector 54.2 54.1 59.1 59.4

. B. Labor Hours
Private business economy _ 1000 100.0 100.0 100.0 '
Farm 172 82 54 4l .
. Nonfarm nonmanufactdrmg 537 60.0 657 681
Manufauurmg : ' 292 31.8 289 277
Goods-producing sector ‘ 553 . 47.6° 41.8 403
Service-producing sector 46.7 52.4 58.2 59.7

. C. Total Capital Input_

Private business cconomy 100.0 100.0  100.0 100.0
. Farm . 18.7. 14.5 11.4 - 10.2
Nonfarm nonrr;anufacturmg 68.7 67.5 705 -71.4
Manufacturing . 17.3 17.9 18.1 18.5
Goods-producing sector 7 404, 38.1 344 336 ,
Service-producing sector 59.6° 619 . 65.6 ‘66.\4

X ~ -
-

Establishment Data & Productivity Measurements 83

]

S()UR(‘FS American Productivity Center; Pace University.

N()TE Goods producing includds manufaclunng, farm, mlmng, and contmcl construc-

uon segments. . . . :

Scrvuc producing includes transportation, communications, public utilitics, lradc finance

and 1nsurance, real cstate, and services scgment as defined by the Amcncap Productivity a
Center's Multiple Input Produmvny approach. o . B '
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for labor, output may rise, leading to an increase in labor:
productivity. However, measured TFP would not rise as
much since the increase in capital is also included in this
measurg. In this case, the rise in productive efficiency .
- measured by labor productivity is overstated. e

o

' Table I1 ,
- Labor and Total Factor Productivity
Private Business Economy
{Amual Percent Change, Selected-Periods)

Labor -~ Total Factor
> Productivity : Productivity -

[

g b Percent . ~* Percent
Period Rate Dec!ine Rate - Decline .

1948-81- 2.4% — ., 18% — ]
: 1948-65 3.2 —_ 2.6 g
N . 1965-73 2.4 25m 1.8 31%
; 1973-79 08 - 67- - .04 78 . ‘
. 197981 - 0.5 38 0.4 .200

SO R(‘l<S Kmerican Productivity (“cntcr' Pace Um'vcrsny

The Post-1965 . Slowdown The falloff in productivity
growth rates since 1965, as well as some likely causes, has
been well-documented elsewhere.® As exhlblted by Table II, :
both the partial labor productivity and TFP rates have con- - .-
sistently declined in each of the post-war subperiods: in this
case too, labor. productivity understates the slowdown. Be-
tween the 1948-65 and 1965-73 subperiods, labor productivi-
. =ty growth rates dropped 0.8 percentage points, or declined 25
’ peréent. In contrast, total factor productivity growth rates :
fell 31 percent. The 1973-79 subperiod exhibited an even - .
more severe falloff in its producuvnty performance from the
previous period, declining 67 percent. Again, the TFP rate
slowed down even mere, 78 percent.

~

/ ., .
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The moderation in productwnty rates Contmued after
1979, but much of this poor performance can be associated

wnth the two (or possibly one)srecessions, the last of Wthh;
we are still experiencing at the time of this writing. It should

be noted, however, that the rétent year-to-year performance

of productivity is slightly encouraging. In 1981, labor pro-
ductivity reversed its decline of the previous years, and rose -

at a | percent rate. Total factor productivity also in¢reased
after several years of declines, at a somewhat milder rate of
0.4 percent. In measuring the post-1965 slowdown of pro-
ductivity, we again see that it has been much more severe
when gauged by the more inclusive total factor productivity
measure than when looking at labor productivity only.

3" The ( hanging Econqmlc Structure

The structure of the U.S. economy has been changing over
the post-World War II period, reflecting.changing tastes and
preferences, new technologies and products, altered resource
availability and costs, the-impact of taxes and other govern-
ment economic and social policies, as well as increasing

foreign competition. A5 the economy shifts from a goods-

producing to a more service-producing economy, these shifts
alone would affect measured productivity.

For example, in 1950 over 17 percent of all hours worked
were in the farm sector; by 1965 the farm sector contributed

only 8 percent to total private business labor input. Much of -°

this shift in labor was to the service-producing sector. Such a
shift would affect measured productivity even if within each
sector productivity did not change.

Table 11 presents the shifts in the U.S. private business
economy over the past 33 years. In terms of output, there
" was hardly any change in the economy’s structure between

1950 and 1965; about 46 percent of output was ‘from the \

goods-producing sector and 54 percent from - service-

’
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producing industries: (There was a slight shift from the farm
sector to manufacturlng ) Between 1965 and 1975, the
economy incurred a.substantial change in its structure. Dur-
ing this tumultuous 10-year period, the goods-producing sec-

. tor’s share of output dropped to 41 percent, a decline of §
- percentage points. The U.S. economy became more service-

oriented, currently producing about 59 percent of output.
Further, the manufacturing industries’ contrlbutlon dropped
back to its 1950 share of 31 pertent.

Examination of the chdnging proportions of labor and
capital inputs among the major sectors of the private
business economy tells the same story: the U.S. is an increas-
ingly service-oriented economy. As of 1981, 60 percent of

~ labor’s efforts and over 66 percent of the capital stock is

devoted ta service-oriented activities including transporta-
tion, communications, public utilities, wholesale and retail
trade, finance, insurance, real estate, and business services.
The farm-sector’s claim on resources dropped dramatically
between 1950 and 1975, but has now stabilized. (The shift
from farm to other activities is now over and has been for
many years.) Manufacturing continues to cldim resources
very much in the same proportions in 1981 as it did in 1950.

The Impact of Services. The question then is how this shift
from goods- to service-producing industries has affected
measured productivity. Many of the more serioys problems
in measurmg real output and capital inputs are associated
with the service-producing sector: defining and, measuring
real output, and defining and’ measuring real capital stock;

.even measuring labor inputs for the service-oriented in-

dustries is more difficult. We will see that the real estate sec-
tor is a case in point. Basically, most of services deal with in-
tangible types of dytputs: financial advice, the sale of a
house, accounting gervices, even economic consulting. It is
very difficult to define what is the output of a particular ser-
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vice. It is even more difficult to measure price changes in '
order to deflate the output data.

Some analysts have attnbuted “a proportion of the
slowdown in productivity growth to the shift from the
““more productive’” goods-producing to the ‘‘less produc-
tive’’ " service-producing lndustrles One reason many
analysts consider service industries to be less productive is
that output measures may be underestimated, leading to
downward biased productivity measures. In order to ex- -
amine this question, our measure of total factor produgtivity
for private business economy was recalculated, hold@}the
proportion of output, labor and capital inputs at their 1965
levels (see Tables I and I1I).

The impact of the changing ecé)nomic‘structure on total

factor productivity is exhibited by Chart I. Between 1948 and
. 1965 there is a marked difference in the trends of the variable
structure total factor productivity (VS-TFP) and the con-

- stant structure total factor productivity (CS-TFP). After that
period, there is very little difference in their respective
trends. The growth rates of TFP bear this fact out (see Table
1V); between 1948 and 1965, VS-TFP grew at an average rate
of 2.6 percent, some 12 percent lower than the 2.9 percent
rate of TFP when the structure is held constant. Over the
post-1965 subperiods, the rates of growth of both VS-TFP

and CS-TFP are almost exactly the same."

During this earlier 1948-65 period, the proportion of out-
put changed but little (see Table 1); the same is true in regard
to capital input. The significant changes occufred in the pro-
portion of labor hours; labor hours in the goods-producing
sector declined almost 8 percentage points, from 55.3 per-
cent in 1950 to 47.6 percent in 1965. Of course, the service:
producing sector gained this amount. Between 1965 and 1975
the goods-producing sector again lost share, about 6 percent,
dropping to 41-.8 percent.

L]
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Table 111 ‘

Proportion of Private Business Economy |

. . Output and Inputs .
: as of 1965 '

|

Output Labor Capital \

Manufacturing *.325 318 a9 |
Food . 032 .031 017 3
Tobacco ~ .005 ..001 .002 |
Textiles .010 .016 .007
Apparel .011 .021 .003
Lumber ‘ 011 012 .003 ’
Furniture ’ .005 .007 002 -

Paper ‘ , 011 012 01i
Printing and publishing .018 .017 .005

» Chemicals ' . .020 .016 -.020
Petroleum .008 .003 011
Rubber .009 .009 004
I.eather .003 .006 001
Stone, clay and glass 012 011 .008 N
Primary metals © 030 .022 .029
Fabricated metals 024 025 .010 .

‘Machinery excluding electric .034 .032 .016
Electrical machinery .025 .028 009 .
Transportation equipment .044 .034 .017
Instruments .008 .008 .003
Miscellaneous manufacturers . .005 .007 .002-

Nongarm nonmanufacturing .541 .524 .619- ‘
Mining o .022 012 . .043 |
Contract construction .075 .064 .012 |
Transportation .051 .050 .070
Communications .023 015 027
Public utilities .027 .011 .061
Trade .203 .255 077 ) .
Finance and insurance .049 .04] - .015
Real cstate .061 T 012 .193 ,
Services 127 .140 176




. Chart I ) h
Total Factor Productivity
Variable Structure Versus Constant 1965 Structure ' -
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- Table IV
Total Factor Productivity and Related Indexes
. by Major Sector
(Selected Periods, 1948-1981)

. . * Average Annusl Rates of Change
T 1948-79 194865 196573 197379 1979.81

A. Total Factor Productivity
I. Variable Structure

i

» Private business cconomy 1.8 2.6 1.8 0.4 0.4
), Goods-producing sector 2.2 31 2.2 T 0 0.2
Service-producing sector 1.3 1.8 .4 0.5 0.4
Manufacturing industry 2.0 2.6 2.3 0.8 0.4

o ; 2. Conatant Structure
Private business cconomy 2.0 2.9 1.9 0.4 0.4
3 Goods-producing sector 2.5 3.8 2.4 0.4 0.4
Service-productng sector , 14 1.9 1.4 0.6 0.2
. Manufacturing : 1.8 24 O 22 _0.6 -0.5

‘ . B. Labor Productivity

) v, . ‘ . 1. Variable Structure
Private business cconomy 24 3.2 2.4 0.8 0.5
Goods-producing sector 2.8 3.8 2.6 09 1.0
Service-producing sectof 1.9 2.3 22 0.7 0.3
Manufactuning 2.6 3.0 2.8 1.5 1.0

2. Constant Structure, 1965 . .

Private business cconomy 2.0 29 1.9 0.4 -0.4
Goods-producing sector . 31 4.4 2.9 0.9 0.7
Service-producing sector 19 2.4 2.2 0.7 03

Manufacturing 1.8 2.4« 2.2 0.6 0.5

1
»

. €. Capitai Productivity
1. Variable Structure

Private business economy 02 .« 08 0.1 05 23
Goods-producing sector . 03 1.0 0.7 -1 31
Service-producing sector 0.2 " 0.8 000 0.1 1.5
-, Manufacturing 00 0.9 0.3 1.5 4.2 ‘
) 2. Consgant Structure, 1965
Private business economy 03 - (').‘) 0.2 08 23 . i
Croods-producing sector 03 1.1 07 43 3.6 }
Seryice producing sector 04 0.7 0.1 03 4.2 |
Manufacturing 02 07 02 .17 43 |
|
|

o 0.

B ’ )
: .

.
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Table 1V (continued) -

/‘”by‘iﬁr Sector
lected Pérjods, 1948-1981)

Total Factor Productivity and Related Indexes

»~ " Average Annual Rates of Change

Private business economy
(Goods-producing sector
Service-producing sector
Manufactuning

Private business economy
Goods-producing sector
Service-producing sector
Manufactunng

>

Private business economy
(oods producing sector
Seryice-producing sector
Manwacturing

Private business cconomy
Goods-producing sector
Service producing sector
Manufacturing

-

Private h\mncs" cconomy

Goods producing sector

Service producing sector
hcturing R

e

Private Business economy
“Goods producing sector
Service producing sector
Manufaoturing

SOURCES Ahxjcnn Productivity Center, Pace University

4

ERIC

Aruitoxt provided by Eic:

Tre 194879 194865 19873 197379 197981

.

~

33
2.8
36
33

09
00
17
08

0
053
1.6
0.6

11

28

18
13

28
24
11
11

91

D. Real Output
1. Variable Structere
3.6 RRY 2.7 0.6
3 32 1.7 0.9
lé6 4. J4 1.7
40 4 21 1)
2. Contant Structure, 1965
33 r )6 2.4 0.2
34, 30 1.4 13
3.8 4.2 33 1.5
3.7 3.8 1.8 1.3
F. Labor Input
1. Variable Structure
04 14 1.9 0.1
04 06 08 18
12 21 27 | 4
1012 06 23
2. Constant Structwre, 1965
& o 16 01
09 0.1 « 08 19
1.1 2.0 2.6 11
09 " 11 04 2.5
F. Capital Input
. 1. Variable Structure .
28 17 31 Jo
24 298 ~2.9 21
11 49 13 13
11 17 16 10
2. Constant Structure, 1965
26 14 2.8 26
2 22 27 24
28 4.1 . 29 27
RN 16 NS 29

L
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This significant gain in the service-producing sector’s
share. of labor hours is reflected in the differing growth rates
of variable structure labor productivity and constant struc-
ture labor productivity. During each of the four post-war
subperiods examined, when the structure of output and
labor input are held constant, the rates of growth of labor
productivity are significantly lower. And the divergence in
their respective growth rates increases as we approach the
1980s. Thus, the shift from a goods- to a service-oriented
economy has had a significant impact on labor productivity
throughout the 1948-81 period, but not significant after 1965
when productivity is measured using the total factor ap-
proach. : AU -

Again, we see the importance of including capital in the
measure of productivity. -Interestingly, there is little dif-
ference in. capital productivity growth rates between the
variable and constant structure measures.

Qutput and Inputs. Table IV also presents the impact on
output and labor and capital input growth rates for all tgree
series; and for each subperiod, when.the structure is held -
constant, the growth rates are lower than in the variable
structure case. This result is expected since an economy nor-
mally shifts output and resources to industries which are ex-
periencing greater growth in demand. Further, higher pro-. -
ductivity growth industries tend to have slower rising prices,
which €ncourages increasing démand-and output, and higher
profit margins, which also encq,urages and attracts more
resources.

- Translating these increases in output, labor and capital in-
to faster-rising productivity depends upon their relative
growth rates. As we saw, the major divergence was in regard
to labor productivity, the difference in output growth rates
(1948-65) was only 0,1 percentage points, yet labor input
declined at a 0.1 percentage gate when when the structure

”
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‘was held constant as compared to an actual (variable struc-

ture) use of 0.4 percent per annum. The divergence in capital
input growth rates over this same period was also minimal,
0.1 percentage points. Here, too, we see that the strong shift
in labor explains the divergence in labor productivity growth

-4 - !

'Within-Sector Shifts. Shifts of output and inputs within a
sector will also impact ifs measured productivity growth
rates. Apparently shifts within the goods-producing sector
had a substantial impact on total factor productivity growth
rates over the 1948-65 subperiod, 3.1 percent'versus 3.8 per-
cent for the variable and constant ‘structures, respectively.
After that period, the differences are much smaller. Much of
this difference in the early period can be attributed to shifts
in labor among the goods-producing sectors. Since there is
only a small difference in manufacturing VS-TFP and CS-
TFP growth rates, most of the divergence within the goods- -
producing sector must be due to the shift from farm to non-
farm labor in the early post-War period.

Within the serv1ce-produc1ng sector, thefais yery little di
ference in growth rates of VS TFP and CS-TFP. ent-

ly, there have been only small ShlftS-Of labor and output and
capital, within this sector.

-Rate, Level and Interaction Effects. Gains in productivity
can be separated into rate, level and interaction effects. The
rate effect is the growth in productivity due to within-
inidustry productivity gains. The level effect is due tq shifts in
the composition-or structure of ‘the economy, - holding
within-industry productivity constant. The interaction effect
is a result of the interaction between the rate and level ef-

fects.

The estlmates of constant structure growth rates presented

* above are approximations of the rate effect. Unfortunately,

thgre is no.approach available to decoinpose total factor pro-

25
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ductivity into rate, level and interaction effects. However, it
is possible to do so for labor productivity.” Using a 60-sector

disaggregation, Beebe and Haltmaier estimate the rate and
'~ level effects for selected subperiods:*

Decomposition of labor productivity
(Annual rates of change)

1948-65 1965-73 1973-78
Private domestic -
economy
Total 324 2.54 - 1.00
Rate ' 2.79 2.22 0.93
Level 0.45 0.33 . 0.10

This table indicates that the level effect accounted for 13.9
percent of the rate of productivity growth between 1948 and
1965, 13 percent over the 1965-73 period, and 10 percent
over the 1973-78 period. In order to isolate which sectors ac-
count for the level effect, Beebe and Haltmaier use a two-
sector approach, isolating each sector in a separate calcula-
tion. Their findings are that farmipg accounts for most of
the level effect, especially in ttg earliest subperiod, 0.41,
0.18, and 0.05, for the three subperiods, respectively. Our:
constant-structure approach agrees with their findings.

H

4. The Hours Paid Bias L

The BLS establishment survey known as the Current .
Employment Statistics Survey (709), has three major prob-
lems in regards to productivity measurement: )

1. Self-employed and unpaid family workersare excluded. -
In the BLS sector estimates and the APC sector/industry
estimates of productﬂivity, self-employed and unpaid family
workets are included, albeit using indirect-methods. In con-
trast, direct industry estimates would be based on imputa-
tions by sector of self-employed and unpaid family worker

¢ \
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employment, using estimates from the Current Population
Survey. At least this source of bias is addrgssed.

2. Average hours estimates cover only production workers
in mining and manufacturing, and all nonsupervisory
workers in other industries. Generally, in (calculdting total

tion would bias our productivity measures, if any. The trend,
has been towards working less hours per week, at least until
the early 1960s. This trend applies to both supervisory and
nonsupervisory workers. More likely, these estimates lead to
a cyclica] bias in that production workers’ hours are'lowered
during business downturns, but nonproduction personnel
hours generally stay the same.

3. The major problem is that the establishment survey
measures hours paid instead of hours worked. Hours paid
includes vacations, sick-leave, holidays, coffee breaks, and
the like. If the difference between hours paid and worked
had stayed the same since 1948, prdductivity trends would
not be affected, and only productivity levels would be biased
downwards. -

But in reality the trend has been towards more hours that
are paid but do not represent work. Evidence on this trend is
sketchy but very convincing. In 1966, 83 pergent of total
compensation was for working time (a!l nonagricultural in-
dustries, see Table V). By 1970 this figure dropped to 81.9
percent, and to 76.7 percent by 1977, the last year'such infor-
mation was published. During this same period, pay for
leave excluding sick went from 5.2 percent of total compen-

, sation to 6.1 percent. Other evidence indicates that between

4
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1965 and 1976, the maximum allowable vacation of plant
workers rose from 3.3 weeks per annum to 3.9 weeks, and
from 3.6 weeks to 4.1 weeks for office workers.®

This problem was addressed as early as 1976 by the Bureau -
of Labor Statistics.'® They .recognized the impact this bias
has on productivity measurés and they attempted to rectify
for the lack of hdurs worked data. After reviewing the
several employment surveys conducted by the. federal
government, they recommended that the Current Employ-
ment Statistics Survey be expanded to include hours worked
information."' ’

Table V
Percent of Total Compensation
by Type of Activity
All Industries

’ . Selected Years
: (Percent)
Activity T 1966 1970 1974 - 1977 *
Total 100.0 100.0 100.0 100.0
Pay for working time . £3.0 81.9 78.2 76.7
Pay for lcave
(excluding sick) 5.2 5.6 6.0 5.1
Vacation 3.1 33 34 34
Holidays 1.9 2.1 .23 2.3
Employer expenditures  ~ ' i
Sick leave : 0.6 0.7 0.7 0.8
( -
Wages and salaries ] Y
(Gross pay) ' 89.9 89.0 86.3 84.6
Supplements to W&S 10.1 11.0 13.7 15.4
W&S less pay for working - 6.9 7.1 8.1 7.9

Q

SOURCE: Handbook of Labor Statistics, Bulletin 2070,'U.S. Department of Labor, Table
112, “‘Employce Compensation; Privaie Nonagricultural Fconomy, Selected Years,
I266-77," December 1980, pp. 108-318. )

.
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In their approach to defining what comprised hours work-

ed, 'they had several somewhat competing uses in mind, in-

: cluding labor megotiations and productivity measurement.

They finally recommended the use of the concept ‘‘hours at

work,” which they defined as ‘‘all time duripng which an

employee is necessarily required to be on the employer’s
premises, on duty, or at a prescribed work place/’"?

In addition to regular working time where the
employee is engaged in productive activity, hours at
work thus include short rest periods and coffee
breaks, standby or ready time, downtime, portal to
portal pay only if paid, washup time only if paid,
travel time from job site to job site within the work-
ing day, travelhaway from home if it cuts across the
working day, and paid training periods during

- working hours. Hours at work exclude normal
travel time from home to work, unpaid wash time, ,
and lunch time . . . the major items exclyded from
hours at work are vacations, holidays, and-
absences due to sickness or personal or civic
reasons.'’ ‘

About 90 percent of paid but not at-work time is due to
vacations. This definition does in¢lude some nonwork time
which would be better excluded for productivity measure-
ment purposes, but these items represent a very small pro-
portion of nonwork time.

L7y

For illustrative purposes, estimated total hours paid for
the nonfarm sector were adjusted to an hours worked basis.
The' adjustment is based on the evidence given in the BLS
Report.'* This table indicates that hours worked were 95.2
percent of hours paid in 1952, and declined an average of 0.1
percentage points per annum through 1966, the same annual
percentage point decline as presented in Table V. Taking the

1952 figure of 95.2 percent as a benchmark, we assumed
Jy
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through extrapolation that hours worked were 95.6 percent
of hours paid in 1948, and 92.3 percent in 1981. (All in-
tervening years were linearly interpolated.)

Labor productivity and total factor productivity were
calculated using adjusted hours worked labor input. Chart 11
shows the trends in the hours worked and hours paid
measures of total factor productivity (assuming both
measures are equal to 100 in 1948)..1t is clear that the hours
paid measures are an underestimate of TFP, and that this
bias increases over time. '

The differences in rates of growth for the nonfarm sector
are not very large, no more than 2 percentage points (see
Table VI). But over long periods of time, small percentage
differences in growth rates lead to substantial differences in
levels. For example, if it is assumed that total factor produc-
tivity using hours worked and hours paid measures ‘were
equal in 1948—as was done for Chart 11—hours paid TFP
would rise 61.8 percent by 1981 (at a 1.5 percent rate) and
hours worked TFP, 71.2 percent (at a 1.6 percent rate). The
gap between these two measures widens steadily over time
and reaches 5.8 percent by 1981.

Using hours paid rather than hours worked leads to an
“understatement of both the /eve/ and the rate of growth of
total factor productivity and labor prodhctnvnty While this
conclusion implies that the productivity problem facing the
U.S. economy is not as bad as has been measured by current-
ly available data, we still must conclude that_since 1965 pro-
ductivity gains have slowed down substantially and that since
1973 they have been nonexistent.

Stafford and Duncan report that their survey ‘‘shows that
the divergence between hours worked and hours paid ac-
counts for as much as one-third of the productivity
slowdown.”’"? Further, Norsworthy ef al. report that the rate
of change in the ratio of hours worked, to hours paid for the




ERIC

Aruitoxt provided by Eic:

Establishment Data & Productivity Measurements

Chart 11
. Total Factor Productivity .
Hours Paid Versus Hours Worked
Nonfarm Business Economy
1948-1981
4 (1948 = 100)
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private nonfarm business sector was -0.06 percent from 1952

~ to 1965, -0.21 for 1965 to 1973, and -0.12 from 1973 to

1975.'¢

They conclude that the results are ‘‘not striking’’ but that
there ‘‘is a small, persistent but variable decline in the ratio
of hours worked to hours paid.’””'” Neither we nor Nors-
worthy attribute a significant proportion of the decline in
productivity to the divergence between hours worked and
hours paid. However, we are in agreement that the BLS
should continue with their plans to expand their survey to in-
clude hours worked.

Table VL -
Total Factor Productivity
Nonfarm Sector

A. Growth Rate}, Selected Periods

Subperiod : Hours Paid Hours Worked*
1948-81 1.5% 1.6%

1948-65 2.1 - 2.3

1965-73 1.5 1.6

1973.79 ' 0.2 0.4 .
1979-81 -0.6 -0.4

oo
B. Percent Difference in Hours Worked
and Hours Paid**

Total Factor . Labor

Year Productivity Productivity
1965 3.3% 3.3%
1973 4.5 A 5T
1979 sso 7 7.0
1981 5.8 7.5

—

SOURCES The Amctican Produstivity Center, Pace Umiveraty
*For dhustrative purposes only

** Assumes that both measures equal cisch other in 1948

t
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5. Underestimate of Labor in the Real Estate Sector

There is evidence that the Current Employment Statistics
program underestimates labor hours in the real estate sector,
Traditionally, much of the effort in this sector is by in-
dividuals working on a commission basis and on their own
time. The establishment survey apparently underestimates
the amount of labor effort by nonpayroll personnel and, as
such, undercounts the number of employees.

Information provided by the National Association of
Realtors (NAR)'* indicates that the BLS survey is only cap-
turing approximately 16 percent of the total labor force in
this sector, Wthh implies that a more correct estimate of real -
estate labor is about six times the pubhshed figure. Another
source of underestlmauon is the average hours paid (worked)
per “week. "Currently, only nonsupervisory workers are
covered, and real estate is not broken out from the broader
finance, insurance, and real estate sector. Therefore, this
estimate of average hours must be used in calculating total
real estate labor hours.

Table VII presents employee information provided by, the
NAR.'"" About 84 percent of the total workforce is made up
of salespersons, and only 16 percent are in-office personnel.
This number appears to be fairly stable over the 1976-81
period. ‘Unfortunately, no data is available prior to 1976 SO -
no trend can reasonably be mferred

The BLS estimates that nonsupervisory workers are paid
for an average of 36 hours per week. Real estate salespersons
average over 40 hours according to NAR surveys, and
brokers over 50 hours per week. Here, too, we have a rather
significant understatement of employee activity in this sec-
tor. »

Finally, the distribution of gross income indicates that
some 13 percent goes to cover payroll-type costs, and 45 per-
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cent to commissions, adding up to total labor costs of 58 per-
cent. This proportion is way below estimates of labor’s share
of total factor costs as compiled from the Bureau of

g Economic Analysis. In 1978 the APC has calculated that
labor compensation; after an imputation for self-employed
'is added on, was only 8 percent of total factor costs, way
below the ﬁgure |mpl|ed by NAR data.

The data provnded by the NAR are compelling. Two fac-
tors ar highlighted which signal likely labor measurement
) problems for the real estate sector:

1. The level of real output per hour for the real estate sec-
tor is almost 40 percent higher than any other nonfarm
nonmanufacturing sector. (In 1979, output per hour
was $27.42—in 1972 dollars—as compared to $19.76 for
public utilities.)

2. Labor’s share of factor income is the lowest of all non-
farm n0nmanufacturing sectors. (In 1978, real estate’s
labor share was 8 percent, about one-fourth the 36.5
o pcrcent labor share of the public utility sector.)

Unfortunately, the data provided by the NAR survey
would lead to hour and employee estimates which are
unrealistically high. Using their data and adjusting BLS
estimates of the number of employees-and average hours for
rcal estate, we would derive estimates of aggregate hours of
13.6 billion and empleyment of 6.4 million workers. Even
though these estimates are not acceptable, the NAR survey~
results do indicate that there is a substantial underestimate of -
labor effort in the real estate sector.

~
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Table VII
Real Estate Sector K
Labor Characteristics - .
Selected Years ' X :
Lo ’ 1. Employment by Type i
(Petcent of workforce)
' 1976 1978 1981
Salespersons . . -82.2% 84.0% 84.6%
In-office nonsales personnel 17.8 16.0 15.4
Toal ' 100.0 100.0 100.0
1, Distribution of Hours per Week
) st 1978
n . Percent Percent Percent Petcent
N under 40 40 & over. under 40 40 & over
- Salcspersons 298 70.2 9.2 .60.8
Brokers h - B * 17.9 82.1
~ ]
v . 1981 ' 5
T * Percent Percent
. - under 40 40 & over
Salespersons 459 54.1
Brokers - . 2313 76.7
- 3. Average Hours per Week '
1978 1978 1981 '
Salespersons 47 ’ 45 41 .
Brokers . s $1
BI S FIRED 36 9 64 363
. 4. ‘Distribution of Groas Income )
(Peseent)
) 1978 1978 1981
Pavroil type costs 14 1%, 13 1% 13.2%
Commissions 4 0 450 46 0 .
Total labor costs LV ] 8.3 592 :
Other costs (occupancy, g
communications, advertising,
sales promotion, cic ) 41 9 417 40 8
Total all costs . 100 0 100.0 100

SOURC FS Natonal Assoctahon of Realtors, The Amerian Productivity  enter; Pace
Uinivervity . .
a Realtor associates, salesper.ons and brokers .

b Nonsupervisory worker, Finance, Insurance, apd Real I-state

ARy
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6. Conclusion and Recommendations v . '
In the specific fleld of employment and hours data, as
_generated by the Bureau of Labor Statlstlcs several conclu-

sions are apparent: - _ L o

1. To properly capture garns in productrve effrcrency, the
role of capital must-be included at the sector level and in-
‘termediate materials and energy inputs should be added if
measuring productivity at more detailed levels. Because of

o substrtutlon among the varjous 1nputs lszor productivity
measures are br'ased upwards. e \ . ’

[

2. The shift from a goods- producrng to a serv1ce-or1ented
economy had a srgnrfrcant effect on measured productrvrty
in the eaftly part of the post-World War II era, but has not
affected productivity growth rates since 1965 If productivity
_is measured by:labor productivity, there: appear to have been
labor-shift effects since 1965, but these effects are incorrect.
“.The shift to more servrces has not contributed srgnrfrcantly‘
‘to thé post-1965 productrvrty slowdown

' 3 The current Jpractice of estrmatrng hours paid rather = -

than héurs “worked by the Bureau of Labor Statistics
srgmfrcantly biases productivity growth rates downwards.
Whrle the bias is significant, it does not account for the
post 1965 productrvrty slowdown.

* 4. For some sectors—especially the real estate sector—the -
 true‘aggregate of hours devoted to gainful endeavor and the
nur’nber of persons involved in generating the value-added
- “‘output’’ for the sector is seriously understated by the BLS
exclusion of “non-office sales personnel.””. This exclusion
undoubtedly exerts some effect in a number of the service in-
p dustrres but is especially serious for real estate.. According to
-, the Natronal Association of Realtors data, not less than
three fourths of the total number - of persons gainfully
employed by the. industry (and probably an even larger

k
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percentage of the hours actually worked) are non-office sales
personnel paid for either entirely or very largely on a com-
mission basis. With this exclusion, the computation of a
meaningful productivity level (output per, hour) is'not possi-
‘ble; and with an output per hour trend based on perhaps 20-
to 25 percent of the total human resources 1nput ‘the valldrty
1s 1ndeed questrortﬁble ’

»

The techmcal problems rev1ewed here are 1mportant but ) v
- should not detract us from'some basic economic problems '’
1facmg the U.S. economy. Our declining productivity perfor-
a " mance, whrch is clearly evident regardless of any biases in |
' estrmatron continues to erode our national vitality and inter-
national competitiveness. While the technical recommenda- ,
tions are clear—measure total factor productivity and®
measure hours at work— how we can'revive our economy’s_- ~
efficiency of operatron is.more difficult to fathom. o

"

“

As ‘matters stand, it is obvious that the U.S. industrial -
community of the future will inevitably be altogether dif- : J
ferent from that of the past. If we are to avoid the fate of na-
tions in the past who fell from the position of world leader-
ship to the status of thlrd rate or fourth-rate powers, we
must: . . :

’

*Develop new—-—and high- technology——rndustrles and ex-
pand them rapidly; CO

*Carry out wide-ranging actrons to maximize productrvr-

° ty, flexibility and general acceptance of,change and new ap-

. proaches in existing, mature industry; :

*Substantially increase diffusion throughout every seg-
ment of the industrial community of ‘‘best practrce ,
*Encourage development of the reqursrte new skrlls re-
quired for new’ high-tech industries and for the more
automated, robotized plants of the future in extant in-

dustries; ' ‘

o
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- . o

"‘Direct-improvemehts in productivity and general opera-

tional efficiency in the growing‘se@ce industry segment of -

the economy.

In addition to industrial restructuring toward services and

technology-oriented industries and improvements in “its
overall effectiveness, it appears essential that new and im-
aginative approaches be shaped for on-going collaboration
of the government, industry and labor to expand U.S.
fabricated goods exports in the world marketplace, plus ef-
fective action in exporting efficient, flexible U.S. ‘‘services,”’
including transportation, ‘communications, flnance and pro-
-fessional services. ,

Further, it appears hkely that the U.S. will also be

- able—as it must—to expand further its still-extant lead.in the.

production’ and export of agricultural products. Here, agam

new technologies (1nclud1ng _hydroponics, photosynthesis

and bloregulators) will be requnred to meet the needs of the

\ " twenty-first century and.to help assure,retention by the U.S.
of at least a relatively high standard of living.

4

~
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Longitudinal Labor Market Data :

~ Sources, Uses, and Limitations

Orley Ashenfelter . ‘
and ) )
Gary Solon -
Princeton University :

Until recently, most research on labor force behavior and
experience analyzed cross section data, which pertain to a
population sample at a single point in time, Recent years, -
however, have seen the development of several longigudinal
data bases, which follow the same individuals over multiple
points in time.

Two factors have contributed to the development of
* longitudinal information. One is that convincing research on
a number of public policy issues requires longitudinal data.
Indeed, without longitudinal data, some important research
issues cannot be addressed at all. For example, appropriate
public policy towards poverty, unemployment, and welfare
dependence rests partly on whether families’ or.individuals’
experience of these states is typically transitory or chronic.
Cross-sectional snapshots of the poor or the unemployed,
which focus on different‘individuals at different times, can-
not possibly reveal how many of those poor or unemployed
at one time remain poor or unemployed at later dates. Such
questions of state persistence necessitate longitudin?l track-
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ing of the same individuals. Still other issues previously ad-
dressed with cross section data can be treated with more
reliable research methods when-longitudinal information is
available. For example, longitudinal data have enabled more
thorough investigations of the effects of government training
programs on earnings and the wage impact of union status.

The second factor is/ that the cost of developing useful
longitudinal data sets-is no longer prohibitive. In'some cases,
computerized matching of existing administrative récords
can produce inexpensive longitudinal information. In other
cases, valuable longitudinal data bases can be-generated by

computerized matching of existing administrative'and survey

data. Even where the desired longitudinal information can
be collected only by initiating new surveys, the advance of
computerized data management systems has made
longitudinal data development Lﬁost-eft‘ecti\ke in the last 15
years. : ¥

The purpose of this paper is first to describe briefly the

‘major sources of longitudinal data and their relative merits.
The discussion then turns to a review of the types of analysis

for which longitudinal information has proven especially
useful. ‘

Sources of Longitudin_éil Labor Market Data

" lL.ongitudinal labor market data’ have been generated in
three main ways. The first is longitudinal matching of ad-
ministrative records on participants in government pro-
grams. The most prominent example is the Social Security
Administration’s Continuous Work History Sample

_(CWHS). This data set contains longitudinal earnings
" records for a sample of workers covered by the social securi- -

ty program. Another example is the Labor Department’s
Continuous Wage and Benefit History (CWBH), which con-
tains longitudinal information on the carnings, benefit ex-

[
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perience, and other characteristics of a sample of workers
covered by unemployment insurance. The Labor Depart-
ment has also assembled the Continuous Longitudinal Man-
power Survey (CLMS) data, which consist partly of ad-.
ministrative information on a sample of enrollees in pro- .
grams funded under the Comprehensive Employment and

" Training A'ct

Surveys are a second source of longitudinal data.
Longitudinal survy data can be collected either through one-
time retrospective surveys that obtain information on in-
dividuals’ past experience or through panel surveys that
periodically reinterview the same: ‘individuals. The latter ap-
proach is exempllﬁed by the National Longitudinal Surveys
(NLS) of labor market experience and the Panel Study of In-
come Dynamics (PSID). The NLS project, conducted for the
Labor Department by the Census.Bureau, ‘the National
Opinion Research Center, and Ohio State University’s
Center for Human Resource Research, has followed samples
of several age-sex cohorts: men of age 45 to 59 in 1966, men
14 to 24 in 1966, women 30 to 44 in 1967, women 14 to-24 in

- 1968, and men and women 14 to 21 in 1979. The original

sample size for each of the 1960s cohorts was about 5,000 in-
dividuals, and the 1979 cohort started with over 12,000 in-

" dividuals. The wide variety of information collected by NLS,

as Michael Borus [3] put it, “includes everything you always
wanted to know about lndlwduals that the Census Bureau
was not afraid to ask.”’

The PSID effort, initiated by the Department of Health,
Education, and Welfare and conducted by the University of
Michigan’s Survey Research Center, has collected since 1968
a similarly wide variety of information on a national sample
of families that overrepresents low-income families. As some
of the original 4,800 families have split and rearranged,
PSID has interviewed the originally sampled individuals’

new family units so that, desplte sample attrition, the sample

1!y
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has actually grown over time. -Other special. longitudinal.

surveys, described elsewhere,' include the Longitudinal
Retirement History Study, the National Longitudinal Study
of the High School Class of 1972, Project Talent, High
School and Beyond, and the NBER-Thorndike-Hagen
survey. : : o

Another important panel survey is the Current Population
Survey (CPS), the monthly national household survey by the
Census Bureau that produces the unemployment rate and
other régular labor force statistics. Although the CPS is

" usually viewed as a source of cross section and time series

data, it has a panel aspect as well. A household whose ad-
dress is selected for the survey is interviewed for four con-
secutive months, dropped from the survey for eight months,
and then interviewed for another four months before leaving

‘the sample for good. It is therefore possible to match the

survey responses of a household for up to‘m’_‘a 16-month period
(unless the household moves from the §€lected address, in
which case the household that moves in is interviewed in its
place). Compared to the NLS and PSID data, the CPS
longitudinal information spans a shorter period, contains
fewer variables, and does not follow movers, but it pertains
40 a much larger- sample and, unlike NLS, represents all
demographic groups.

A third source of longitudinal labor market data is the
series of negative income tax experiments conducted since
the late 1960s. Each of these experiments—conducted in
New Jersey and Pennsylvania, Seattle and Denver, lowa and
North Carolina, and Gary, Indiana—set up a pilot negative
income tax program lasting several years for a selected ex-
perimental group, and also observed a control group over

" the samé period. The main purpose was to compare the labor

I See Borus (3] and Kalachek {8) for more detailed inventonies of longitudinal data bascs,

» " 1 _: '11
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supply behavior of the two groups to estimate the likely work
incentive effects of a national negative income tax. The data
also can be used more generally to explore patterns of
welfare dependence and labor market experience among low
income families. '

&

Before considering the analytic uses of longitudinal data in
general, it is worth mentioning a few of the relative advan-
tages and limitations of different sources of longitudinal
_data. One important comparison is between administrative
and survey data. In cases where administrative files contain
the desired data-on the appropriate population, the advan-
tages of administrative data are considerable. To begin with,
longitudinal collation of data already collected in the process
of program administration is less expensive than generating
the data with new surveys. Consequently, longitudinal data
bases from administrative sources often include larger
samples than surveys can feasibly interview. Also, during the
* period of the sample’s program participation, administrative
data are relatively free of the problems surveys have with
nonresponse and sample attrition. In addition, information
from administrative records may, in some cases, be more ac-
curate than information elicited from survey respondents.
Survey data on income, for example, are sometimes
unreliable. A comparison by Herriot and Spiers [7] of CPS
and Internal Revenue Service data on earnings of the same
individuals showed discrepancies of at least 15 percent be-
tweep the two sources of earnings informmation for almost 30
percent of the matched sample. Despite the likelihood of in-

' . come underreporting in the IRS data, the CPS earnlngs data
tended to be even lower. Earlier matched comparisons of
CPS and census data, initial and reinterview census data,
and census and tax data found similar evidence of income
\ measurement error in surveys.’

2 Muller [12), Miller and Paley [13), and Pritzker and Sands [16).

Q /J 11:}
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. On the other hand, whether administrative files do contain
the desired data on an appropriate sample is a big *‘if.”” The
information collected for administrative purposes is typically
narrower than what is desired for research purposes. The
CWHS data, for instance, include only a few variables
besides earnings, and even earnings are measured only up to
the social security taxable limit. The sparseness of ad-
ministrative information has led the CWBH and CLMS pro-
Jects to supplement their administrative data with informa-
tion collected in interviews or questionnaires.

Furthermore, administrative data may not correspond to
the population of interest. The CLMS data, for example, are
insufficient by themselves for evaluating the impact of train-
ing programs on earnings because the data pertain only to
program enrollees. A proper evaluation also requires infor-
mation on a control group not enrolled in training programs.
Analysts of the CLMS data have resorted to CPS data
matched with social security earnings records to obtain con-

- trol group information.

In cases where some or all of the desired longitudinal data
must be gathered in surveys, it becomes important to con-
sider the merits of retrospective versus panel surveys. Of
course, obtaining longitudinal information retrospectively in
a single interview is less costly ‘than repeated interviewing.
The retrospective, single-interview approach also eliminates
sample attrition and yields longitudinal information more
quickly. Furthermore, retrospective data are less susceptible

to some types of response error. If, for example, a panel

survey respondent describes the same job differently in suc-
cessive interviews or if different interviewers code the same
job differently, the respondent may be erroneously recorded
as having changed occupations. This sort of error is less like-
ly to occur if the information is collected m a single inter-
view. .
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On the other hand, panel surveys are less subject to recall
error. A retrospective survey respondent that changed jobs
five years ago may fail to recall the old job or may forget
when the job change occurred. Furthermore, a retrospective
survey respondent’s recollections might be biased by subse-
quent events. Of course, just as- longitudinal data bases
sometimes contain both administrative and survey informa-
_tion, longitudinal surveys can fruitfully combine the
retrospective and panel approaches. Indeed, panel surveys
typically do collect information retrospectlvely for periods
before and between interviews.

Finally, where a panel survey has been initiated, an impor-

tant question is how long to continue the survey. This ques-
* tion has arisen recently with regard to whether the 1960s
NLS cohorts, originally” planned to be interviewed for 15
years, should be followed for another 5 years. The answer
depends partly on the advantages of having a 20-year, rather
than a 15-year, longitudinal history. Another consideration
is that continuation of an existing longitudinal survey is a
relatively inexpensive way to obtain current data. Even if the
new data will be used largely for cross section analysis, col-
‘lecting the data from an ongoing panel avoids the costly pro-
cess of selecting a new sample and developing a new data
processing system.

This advantage -is at least partly offset, however by the
sample attrition problem By 1981, all four of the- NLS
surveys started in the 1960s had lost at least one-fourth of
their original samples. Such attrition not only reduces sam-
ple sizes, but, if sample leavers differ systematically from
‘sample stayers, it also.might cause the remaining samples to
be unrepresentative of the corresponding populations. Even
in the PSID project, where sample sizes have grown aver
time because the survey incorporates new famlly units con-
taining original sample members, it is unclear how well the
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current sample represents any population ‘of interest.
Therefore, while extending panel surveys generates new data
economically, it may do so at a cost of prog&essively less

representative samples. This raises the difficult question of

‘when it is optimal to begin a new survey as opposed to con-

tinuing an old one

-’

Uses of Longltud | Data

Longitudinal data are particularly advantageous for three
types-of research: the measurement and analysis of changes
in individuals’ status over time, the analysis of intertemporal

relationships, and analysis that controls for unobserved

variables. Although this list of uses may seem abstract, ex-
amples of each type will show that these longitudinal
analyses often have considerable practical relevance. The ex-
amples are intended to serve as illustrations of the kinds of
research enabled by longitudinal data, not as an exhaustive
compilation of the findings of longitudinal research.

Measurement and Analysis of Change

Cross section data can tell what proportion of the labor
force is unemployed or describe the distribution of wage
rates of family income at a point ip“time. In addition, time
series of aggregated cross section data are useful indicators
of general trends and eyclical patterns in unemployment,
wages, income, and so forth. Neither cross section nor time
series data, however, can tell how many of those

unemployed in one month find employment in the next.

month or how individuals’ wage rates or incomes change
over time. Only longitudinal data, which track the same in-
dividuals over time, can measure such changes.

s

An illuminating example is the gross flow data from the
CPS. These data show not only how many of one month’s
unemployed are employed the next month, but also the -
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magnitudes of all the other month-to-month flows among
employment, unemploymenl and nonparticipation in the
labor force. Furthermore, the underlying data on in-
‘dividuals’ Lhanges in labor force status can-be analyzed to
identify .the determinants and correlates ‘of transitions
among labor, force categories. For example, Barron and
Mellow’s analysis [2] of May &nd June 1976 dataon a samplc

of workers unemployed i mn May revealed that the probability
of becoming employéd by June was higher for males, those
who devoted more time to job scarch, and those with
relatively low reservation wages, and was ncgalch'ly cor-
related with receipt of uncmploymcnt insurance and length
of time unemployed.

While the CPS data on changes in labor force status il-
lustrate the usefulness of longitudinal information, they also
illustrate the importance of data accuracy in longitudinal
analysis. Woltman and Schreiner [18] have reported evidence
that many of the measured gross changes may reflect
spurious response changes of persons ) whose labor force ac-
tivity has not actually changed.c According to monthly

“average gross flow data for 1977, 48 percent of the CPS
unemployed in one month exited from uncniployment by. the
next month. In comparison, when the Census- Burcau
reinterviewed. subsamples of 1977 CPS respondents with
regard to the same month, 31 percent of those initially
measured as unemployed were measured in the reinterviews
as employed or not in the labor force. The high variability in
responses for the same period raises the 'disturbing possibility
that many, if not most, of the measured month-to-month
changes in labor force status may be comprised of response
changes that would occur even in the absence of any real
changes in status. This is not an indictment of the CPS data
in particular, but rather a general indication of the sensitivity
of flow data to measurement error and of the special impor-
tance of data accuracy when addressing the more delicate
questions often asked of longitudinal data.

12;, )
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Another example of the use of longitudiffal data for
change measurement is research on earnings mobility, Cross -
section datacan reveal what proportion of workers recgives
low earnings at a point in time, but to measure howmany of
these low earners stay low earners and how many /eave low-
_earnings status requires longltudmal information. Lillard
and Willis’ study [9] of PSID data examined the persnstence
of low-earnings status ameng white and black men. They
defined low earnings in a given year as earnings less than half
the median earnings of male workers in the CPS. They con-
cluded that, of the low-earning men in a given year, about 45
percent of the whites and 65 percent of the blacks would still
“bave low earnings the next year. McCall’s study [10] of
CWHS earnings records obtained roughly similar results, -
The similarity of the results from both survey and ‘ad-
- ministrative data demonstrates how the validity of one study’

can be assessed by comparison with another.’

A recurring question in analyses of change or persistence
in economic status is whether the observed degree of per-
sistence is due to ‘“‘population heterogeneity’”” or ‘‘state

- dependence.”’ For example, Plant’s study [15] of: welfare
‘dependence asked the important policy question of whether
the tendency of welfare families to stay on welfare occurs
~simply because the same factors that cause them to go on
welfare keep them there or whether, in addition, the ex-
perience of receiving welfare has some sort of addictive ef-
fect that induces continuing welfare depéndence. It is usually
very difficult to distinguish these two types of processes
because their empirical manifestations are so' similar. In
Plant’s study, however, separation of heterogeneity and
' -state deperldence was facilitated by the availability of infor-
- mation on both the experimental and the control families in
the Seattle-Denver negative income tax experiment. He con-
rcluded that the evidence of an addictive state-dependence ef-
fect was weak at best. He also discovered that, if he had used

o
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arbitrary statistical assumptions commonly employed in
analyses of nonexperimental data, he would have been mis-.
y .led into estimating a much_larger state-dependence effect.
Despite the difficulty of separating heterogeneity and state
dependence, researchers have continued to use longitudinal -
data to address this important issue in such areas as labor
“force participation decisions and unemployment.’ a

Analysis of Intertemporal Relationships

Longitudinal data are used not only to measure change in
individuals’ status over time, but also to relate individuals’
experiences or behavior at one time to other experiences or
behavior at another time. For example, an individual’s early
. labor market experience might affect his earning capacity in

later years, or participation in various gavernment programs.

might affect subsequent economic status. -Of course,

rresearch on such intertemporal relationships requires infor-

mation on the same individuals at different points in time,
' i.e., longitudinal data.

< One such use of 1ongitudinal data is Ellwood’s study [4] of
* the impact of teenage unemployment on later wages. He
analyzed NLS data on young men who finished school be-
~ tween 1965 and 1967 to relate their work experience in their
first four years out of school to their'wage rates in the im-
mediately following years. He concluded, ‘‘Early work ex-
perience has a sizable impact on wages. Controlling for in-
dividual effects, experience in the second, third, or fourth’
, year out of schoal tends to be associated with wage increases
* of between 10 and 20 percent a year.”’

_ Another example is Ashenfelter’s study [1] of the effect of
fegleral training ‘programs on the later earnings of program
** enrollees. His sample included 1964 participants in Man-

* 3, See, for example, Heckman and Willis [6], Heckman and Borjas (5], and Ellwood [4].

Q ' ‘ "1;’,
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power Development and Training, Act programs as well as a
comparison group of nonparticipants. He compared the two
groups’ CWHS earnings records from 1961 to 1969 to
estimate the earnings impact of program participation. He
concluded that training did increase participants’ earnings.
He estimated that men’s annual earnings were raised, on
average, by $150 to $500 in the period immediately following
training and by-.about half as much after_five years. For .
women, the effect appeared to lie between $300 and $600 and -
did not decline over time. .
Analysis Controlling

Jor Unobserved Variables

The third use of longitudinal data is in analysns controlling
for unobserved variables. Often in empirical cross section
research, the goal is'to estimate the effect of a variable X.on
a variable Y, holdlng other variables constant. Frequently,
however, some of these other variables either are very dif-
ficult to measure or simply happen not to have been collected
in the data base. The resulting omission of these unobserved

v ‘variables from the analysns may bias the estimation of X’s ef-
fecton Y. )

0.

An example is research on the wage effects of union
membership. Cross section studies have compared the wage
rates of union members and nonmembers with “Seemingly
similar characteristics and have found ‘that upion members
generally receive higher wages. Critics of these studies,
however, have argued that union members and nonmembers
may differ in ways not.observable to the researcher. It could
be that the union members, even if they had not been in +
unions, would have earned more than the nonmembers
Although thecross section studies typically do control for
years of schooling, work experience, and other measurable.
factors, the possibility remains that the estimated union-
nonunion wage dnfferentnal is due to other unobserved fac-

¢
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Longjtudinal data provide a way of controlhng for these
unobserved factors. If the effects of unobserved:

characteristics of the workers stay roughly constant over .

_time, one can estimate union wage effects by examining how
the same worker’s wages changg-when he changes union
status. If workers typlt:ally experience wage gains when they
become union members and wage losses when they become

' nonmembers, a positive union impact on wages will be

estimated. This estimation approach implicitly controls for -
unobserved fixed effects specific to individual workers by

focusing on wage changes of the same workers over time.

Mellow [11] psed this type of approach in his study ‘of
longitudinally matched CPS- data for two samples, ' one
followed over-1974-75 and the other over’1977-78. He found _
" that union membership is associated with about a 7 percent
wage premium, smaller than typically found in cross section
studies, but still significantly greater than zero. Mincer [14]
conducted a similar study with NLS and PSID data on white
. males and obtained similar results. .- . .

The longitudinal. union-nonurnion wage studies illustrate ﬂ'

some of the pitfalls of longltudl al analysis, as well as its ad-
vantages. First, thel tial approach may not necessari-
ly eliminate omitted-variables problems. Union joiners or
leavers may differ in systematic ways from individuals whose
union status does not change. For example, some individuals
might become nonmembers because they have been pro-,
moted to supervisory positions. For these individuals, union
leaving is correlated with wage gains due to a factor other
than changed union status. Other individuals may lose-union
membership because they are laid .off from union jobs.

These individuals may undergo wage losses due Targely to the .

layoff experience rather than to the ¢hange in union status.
Recognizing that such factors, if omitted, might bias the
estimated wage effect of union membershlp, Mmcer
separately analyzed the wage changes of union Jomers and
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leavers, those who stayed union members, and those who
stayed nonmembers among those who had quit their jobs
and those laid off. His results, it turned out, were not
dramatically altered. ln the PSID data, for instance, relative
to job stayers who stayed honmembers job qu’mers who
stayed nonmembers experienced an average wage gain of 9
percent, and job quitters who stayed members gained 10.6
percent. In contrast, job quitters who became members gain-
ed 17.2 percent, and job quitters who became nonmembers
ﬂgamed only 0.4 percent. These results—showing' especnally
large wage gains for union joiners and especially small gains
for union leavers—remain consistent with the flndlng of a’

positive umon -nonunion wage differential. »

A second problem is response error. Even in.a cross sec- -
tion analysis, misclassification of individuals with respect to
their union membership status tends to obscure whatever
wage dlfferences actually exist between tnion and nonunion
workers. According to the standard economeétric analysns of
measurement errors in an independent variable in a fegres-
sion analysis, the resulting bias in the variable’s coefficient is
proportional to the ratio of the measurement error variance
to the sum.of the measurement error variance and the true
population variance of the variable. In a longitudinal regres-
sion analysis, where change in a variable is the independent
variable, the bias from response error may be worse for two
reasons. First, the measurement error variance may be
greater because a response error in either of two periods can
cause an erroneous measure of change. Second, the popula-
tion variance of change in a variable is typically smaller than
the cross-sectional variance in the /evel of the variable.*

“In the case of change in union membershlp status, there is
indeed reason to suspect considerable measurement error.
Mincer noted that a disturbingly high proportion of those

4. This point 15 developed by Taubman [17].
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reporting changes in union membership status also reported
that they did not change jobs. Suspecting that many of these
JOb stayers had not actually changed union status, he
estlmated separate wage effects for job stayers and movers.
The mover results—such as. the ones mentioned above on .
workers that quit or were laid off—showed more distinct
union wage effects than did the stayer results, which pro-
bably were biased toward zero.by sesponse error. Slmllarly,
Mellow found virtually no union effect among workers that

.did not change occupation or industry. These results

highlight the need to give careful attention to response error.
‘when -analyzing longitudinal data, especially if the data were

obtained in surveys. They also demonstrate the additional

care in data.collection that may be necessary to obtain
answers to the more subtle research ‘questions posed of
lofigitudinal data. - .

a -

Summa'ry

b 1 N

Recent yearsnhave witnessed significant growth in the
ava;lablhty of longitudinal data on labor force experience
and - behavior. These data—which follow the same in-
dividuals over time through surveys, administrative récords,
or social experiments—have.proven extremely valuable for
three types of research: measurement and analysis - of
changes in individuals’ status over time (e.g., changes in

-employment status or income); amalysis of intertemporal

relationships (e.g., between participation in government
training programs and later economic success); and analysis
that must control for unobserved variables (e.g., the analysis
of union-nonunion wage differences). In some cases, the ex-
istence of longitudinal data.has opened up avenues of
research that simply could not have been pursued otherwise.
In other cases, longitudinal data have enabled the examina-
tion of previously untestable ‘analytical assumptions and -
consequently have increased the reliability of research find- -
ings.
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Despite its great adyanta‘ges, longitudinal analysis also in-
volves a gpecial problem. Many of the questions addressed
with longitudinal data are more ‘subtle than those asked of
cross section data, and their analysis is often sensitive to
response-error. This sensitivity implies first that researchers
should attempt to minimize response error in their choice of
data bases. In somie cases, for example, data from ad- -
ministrative records may be more accurate than survey data.
In addition, longltudmal analysts should examine their data
for evidence of response error and explore how response er-
ror might affect their results. The sensitivity of longitudinal
‘analysis.to response error also raises the question of whether -
longitudinal data collection efforts ought to devote more
resodurces to the rgducnon of such error.

The overwhelmlng usefulness of longltudmal data for the
analysis of many issues has been established by a conu.numg'
. succession of valuable studies. Because. collection of
._longitudinal data is still a relatively new endeavor, though,
several issues associated with their collection need explora-
tion. One important question is how to weigh the sample at-
trition problems of continuing an old panel survey against
the advantages of following the panel over a longer period as
well a§ the large fixed costs of initiating a new survey.
Similar questions pertain to the choice between retrospective
and repeated interviews. Finally, there exist important and
unexplored tradeoffs in"allocating survey resources between
interviewing more individuals and improving the accuracy of
~data on those that are interviewed. Some analysis and
perhaps even purposive experimentatiofl with alternative ap-
proaches to these issues should make the longitudinal data
developed in the next decade even more valuable than those
of the past decade.
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Summing Up
(based on selective hearing)

Sar A. Levitan
The George Washington University

As this conference was proceeding today, a horrible
~ thought occurred to me: Can you imagine the setback for
labor force and productivity statistics if anything were to
happen to the collection of experts in this room? Now that
we have completed a very fruitful and stimulating conference
without mishap, I remain the only obstacle to partaking in
the happy hour. Let me rush through with my comments,
hoping that they will not detract from the high' levél pro-
ceedings of the day. ’ : i

" First, I will summarize what'l heard here, even though it
may be based on my selective hearing.

Second, 1 will add some ,6B§qvations which I had hoped
would have been made by others. While our data system
should be designed to capture the net social impacts of
domestic policy changes, there is also a feedback effect.
Federal funding allocations and administrative decisions
reached by policymakers not only affect society, but they
also influence the workings of such public agencies as the
Bureau of Labor Statistics and the Census Bureau. The con-
cern is that the products of these fine statistical organizations
are facing deterioration.




128 Summing Up

Third, we should look at the system as a whole and not
just individual surveys. Clearly, data collection and publica-
tion are not ends in themselves. The question is whether the
entire data system helps policymakers formulate and
evaluate policies. In many cases, | belleve there are serious
gaps which we should span.

Parts of the System

Each of the speakers centered in on one part of the total
data system. Leon Taub made some thoughtful comments
about the Current Population Survey (CPS). He indicated
that the richness of the CPS data are adequate for meeting
the macroeconomist’s basic needs because total employ-
ment, unempioyment, and other aggregated data respond in
a predictable pattern to business conditions. Of course, like
any oth#r good researcher who makes a_living from
forecasting trends, Leon dlsplayed an understandable ap-
petite for a few more numbers; but speaking as a
macroeconomist, he gave the CPS a clean bill of healtﬁ.\He
did, however, have some reservations when he took off his
macroeconomist hat and put on his microeconomist
‘chapeau, which he also wears on occasion. On this level, the
data are not adeqtate fo solve many labor ‘market-related
problems. He suggested several directions for developing
further information, including counting discouraged
workers'in the unemployment totals, producing better data
for local labor markets, and measuring the impact of
changes in employment status on household consumption
patterns. , ~ .

After Leon’s suggestions concerning new data on labor
market effects, Robert Taggart picked up on this same sub-
~ ject? He showed how a great deal more knowledge and in-
sight about labor market operations can be milked from the
CPS for very little extra expenditure. He advocated the link--
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ing of March CPS data on individual and family income and
earnings with labor force status.

The question Bob Taggart raised goes to the heart of the
problem: To what extent can we continue to base policies on
concepts that were developed in the 1930s and which have
not been updated? Beyond numbers reflecting labor force
status, we need estimates that link income and earnings with
a person’s household status. Employment or unemployment
data do not measure economic hardship. Bob showed ways
in which income, household conditions, and labor force
status can be combined to produce estimates of. real
economic hardship that persisi to plague our society. I hope
the Census Bureau and the BLS will pay attention to these
newer concepts. :

Another part of our data system is the establishment
survey which supplies the base ingredients for productivity
measurements. Elliot Grossman and George Sadler were
highly critical of the productivity data that BLS derives from
the establishment survey. There was a time when the arcane

mysteries of productivity data were mostly of interest to a -

select group of economists and statisticians, but now they

make headlines. Politicians, media persons and even .

economists on the make are finding these days that a Sure
fire way to gain attention is to come up with some catchy\
plan t6 boost America’s slumping productivity. Lo\

Elliot and George ;\a've questioned not so much the
‘various riverboat gambles the United States has taken to get
on a noninflationary growth path; rather they have warned

us that we'may not have enough information—or the correct

data—to navigate the riverboat.” We most often have equated
the.overall changes in economic productivity with only labor
output per work hour. More recent concepts, including total*
factor productivity, consider the relationship between all in-
puts per unit of output. Unlike the older index, this concept

“

& v
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captures the substitution of capital and energy for labor.
Last year, total factor productivity growth was even lower
than labor productivity gains.

However, BLS experts warned us today that {otal factor
productivity estimates harbor many problems. Fo& example,
how should capital be aggregated, and how should capital be.
depreciated so that one has a net capital figure? Despite these
and other problems, BLS hopes to came out with productivi-
ty estimates that move beyond only labor productivity by
1983. 1 hope they do this because I believe that sound
analysis of Amerlca s growth problems will require data on
more than output-per-work hour data.

.

- Orley Ashenfelter and Gary'Solon next discussed the state
‘of longitudinal data and how this newer part of the informa-
tion system can enrich.our understanding of labor force .
operations. As Orley and Gary already pointed out, | wish
we had more data on the cost of these longitudinal numbers
because whlle they provide better ‘insights, they are also ex-
penswe l belleve we need {o know the comparative costs of
this data source compared with using the samq outlays in
enrlc.hmg the CPS

Also, for how long are these longltudlnal data good? For
example, if one starts a cohort of people between 45 and 59
in 1968, then how long should one continue the survey
before too many individuals meet their heavenly rewards?
The case for longitudinal data would be far stronger if we
knew more about their relative costs and benefits and how
we could design panels so that we would maximize the infor-
mation returns while we minimize expenditures. These ton-
cerns are vital in an era of strict budget.cutting of nondefense
spending. .

If I've learned any one message today, it is that we should:
., not rely upon any single number. Clearly, we heard that
message from Ken Prewitt of the Social Science Research
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Council. Ken spoke at lunch and did not have a formal
paper, but his comments on social indicators are impostant.
Social indicator data are derived from longitudinal surveys, -
such as the one published by the University of Michigan
covering 5,000 families, the Ohio National Longitudinal
Survey and from public epinion surveys. They illuminate
many significant’ developments that may not be captured in

our ?tr'laditional ~labor force numbers. Also, as Ken
noted—and this backs up the need for longitudinal data—a_ .
growing number of researchers and media analysts are in- .
terested in change over time and'not just a single snapshot
picture. Good labor market analysis should consider the in-
formation obtainéd from the emerging social indicators. '

 Media and Policy Needs

While we cannot rely on a single number, we'must
remember that when the network television ntws people
rcport monthly unemployment Londmons they cannot cram
that . many numbers into a 20- second ségmcm When
u emp10yment rises onec-tenth of a percentage point, to
almost 10 percent, all we hear is that this is-a record .
unemployment rate since the 1930s. Can the nctworks put
over the concept that a monthly risc of one-tenth of | percent
is not statistically significant? We need more than one
number, but reporters, just like cconomists, face
resource—in this cage time—constraints. The needs of the
media people mus#f be considered in forming our data
system. SN ' '

. Beyond the introduction of new concepts, such as
cconomic hardship and total factor productivity, is the
challenge to factor whatever numbers are generated into the
thinking of policymaker§ and the general public. We can in-
troduce the best new concepts, but without this education
process all they will do is remain unused and collect dust.

y .-;:;a__‘,m ‘ Ty , d
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Deterioration?

<
»

Each of the speakers was assigned’ to exami:ne one part of

" the total'system. While we concentrated on the major labor

~~~

‘ment and. Unemployment Statistics. Secretar

force surveys, it was beyond the § scope of the: fourepapers to
comment on recent developments in the general state "of
labor force data. As part of the budget reductrons for non-

-defense spending, the federal' government will' provide 20
‘percent less funding, for labor force and other economrc data

in fiscal 1983 than was spent in 1980. This maJor Jbudget

:reduction does not even include the impact of inflation. A

statistical system needs ideas but numbers cannot be pro-
duced, -analyzed and disseminated without- money. The
system therefore, faces serious deterioration. -

But beyond these funding problems there is a different
form of deterioration that may be even more serious in the
IOng run. Current federal .policy contributes not only to the
erosion of the existing data system, but also to the stifling of*
vital research and development that could lead to the in-.
troduction of new.contepts and. tethods. There is no better
way to destroy the exeellence of the total system.

[ call your attentlcm to g report that Secretary Raymond

‘Donovan issued, as requfred by law, when he commented on

the recent work of the National Commission on Employ-
Donovan

repeated again and again that——and this is a
“‘cannot in good conscience’’ recommend ny -of the Com- -
mission’s preposals that cost morey. I stg ped counting this
repeated refrain when I.ran out of my 10 fingers. Maybe
somebody here from BLS has count ‘exactly how many
times he said that. - ‘ :

Becretary Donovan s comments were quite different from -
the response of the previous Secretary of Labor Ray Mar-
shall. The drfference in how they made decisions was a great
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.as the actual difference in results. Six months after the Com-
" mission filed its report, former Secretary Marshall said he -
was ‘in favor “of counting discouraged workers as
unemployed. But rather than accept or reject the Commis-
sion recommendations, he indicated that he would await fur-
ther study by BLS before he would factor these findings into
his final decision. In opposition to this type of reasoned ex-
amination of the ‘Commission’s proposals, the present
Secretary of Labor just completely rejected anything that-
would cost any money. To make sound decisions.one should
examine not only the costs but also the benefits obtained
from a public investment. While the Reagan administration
presumably champions cost-benefit estimates, it appears to
have rejected using any sound cost- beneflt analysis in this
case.

This administration puts a great stress on volunteers, and
the Commission suggested a triennial survey of volunteers
because of their impact on GNP, and also’ because there
often are very few differences between the work performed
by volunteers and paid workers. The cost of such a survey
would be well under $300,000 based on BLS estimates and
updated for inflation. Public policy calls for more -volunteer
work, and yet we know next to nothing about the volunteer
workforce. Also, we know’ very little about the extent to
which volunteers use their experience to enter the paid labor
force. Despite the administration’s expressed concerns, the
Secretary of Labor rejected the recommendatlon for the
survey.

There are many' other examples that are similar to the
volunteer workforce data prgposals. A major tenet of the’
Reagan Administration is ‘reducing the role of the federal
government, by turning over many functions and programs
to the states and local governments and providing whatever
: aid the federal government gives to states and localities
through block grants to the states. However, state and local.

12y
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labor force data are often qunte poor. In fact, in many cases
the numbers are more guesses than reliable estimates within
acceptable margins of error. The Commission made many
suggestions  to improve state.and local data including a
* boosting of the CPS sample size. This would have yielded
‘reasonably reliable state data as well as sfatistically signifi-
cant data for key groups in the population. Instead of
boosting the CPS sample, it was cut down to 60,000 under
recent budget reductions.

8

There is a serious guestion concermng ithe quallty of the
. statisti¢s if the sample decreases or is even kept at the same
level given growing population shifts. For example, data on
Hispanics and blacks (and in particular black youths) need to
be improved. If ‘“New Federalism’’ is-to be more than a
‘slogan or a subterfuge for cutting federal aid, then state and
“local data need to be improved.

The damage that we are doing to the system cannat easily
be reversed. It seems that under this administration we are
going to have to live with deteriorating data which are not as .
responsive to, and Teflective of, real conditions. It took
many years to create this system, and it could lose the trust
of policymakers and the general public. This would hurt al/
of us, no matter where we stand on other 'social issues.

1 agree with Henry Clay that ‘‘statistics are no substltute
for judgment, » but it is irresponsible to design policies that
_are based only on sheer ‘ideology (be it liberal or conser-
vative) and gut feelings. Our labor force and productnvnty
" data systems could be very strong resources that help put
.America back on course. Yet given recent trends, I fear we
may be dismantling the compass and. lettlng the sextant grow '
rusty.
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