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. Abstract

The United States currently faces two serious economic problems:
declining productivity growth and rising unemployment. Both problems
have escalated in recent years. And both problems will need to be
solved in order for our counfry to return to the economic prosperity of
prior years. Many business leaders, educators; and government officials
view education as a key to solving both problems;‘ Increasing education
is thought both to increase productivity at the individual and societal
levels,-_and to reduce the incidence of unemployment;“ Yet both notions

babOth the efficacy of education are simplistic and have been challenged
on both conceptual and empirical groups. This paper discusses the
nature of these two economic problems, examines their relationships with

.education, and reviews the assumptions and challenges underlying these

relationships.
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The decliuning growth of labor productivity has been a major
ecot;omic concern for some time. Productivity grew.steadily and rapidly
threughout much of this certury, helping the American econcmy to prosper
and cchieve a favorable competitive pdsition on the world market. This’
trend began to change in the mid 1960s. Since that time, the growth
rata of labor proddctivity has declined at an accelerating rate.’ During
the last few years of the 1‘."7.08, ‘pvroductivit:y actually declined for the

first three-year period siace national productivity data were first
collected in 1929. |

There are two important economic reasons for reversing this trend. -

First, only through increases in productivity can workers' wages rise

B without spurring inflation or increasing labor's share of input costs.
Past demands for wage increases in the private sector have often been
tied to increases in productivity. Recent declimes in productivity-.
growth has limited the growth of real wages\and thus slowed the growth

i in the standard of living. Second, productivity differ’entces ‘among
industrialized countries help determine differences in competitiveness
in the world market. The United States is generally more productive
—tiran other industrialized countries, but the size of this relative
advantage has diminisled in recent years. This situation threatens our
country's ability to increase exports a’ a way of stimulating economic’

growth. '

The problem of rising un\employmen't: is a more recent econumic
concern. Unemploymeat has always risen during economic downturns. But
during the 19703. and early 1980¢, economic growth :h‘as been much more
uneven than in previous decades. In addition to its cyclic nature,
levels of unemployment have been steadily rising in each successive
recession. By the end of 1982, 12 nillion workers were unemployed, the
highest number since the great depression year of 1933.

Tie economic conseqﬁences of rising unemployment are severe,
particularly for certain social groups: families headed by minority
males, families headed by females;', and the young. Ri"sing. unemplo_yfﬂent:

increases the number of families living in poverty and, consequently, it

.
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increases inequality in the distribution of income. Finally, the
unemployed require welf.are and other social support programs, further
straining already burdened government budgets and hampering efforts to
reduce deficits., | |
Education has long been viewed as a way of increasing productivity
and reducing unemployment. Early studies »f U.S. economic growth found
that the rising education levels of American workere contributed
significangly to the high economic growth rates experienced over the
post-war period (Denison 1979). Many of the education and training
programs started during Pre'sident Johnson's Great Society era were
founded on the belief that improved -levels of education could " help the
d1sadvanLaged help themselves out of poverty (Levin 1977). |
Yet recent declines in product1v1ty growth and increases-in
unemp loyment question these conventional views. Both .of these recent
trends have occurred at a time when the educational attainments of the
American labor force--the employed and the unemployed alike--have
continued to rise. Some critics argue that raisitig the education level
of American workers can o longer increase product'ivity because _{obs are
not- structured to utilige-fully workers' educational skills. 1In fact,
an increasing numl:er of workers—--particularly college graduates--—are
underemployed. in their jobs, which may contribute to higher levels of
workers dissatisfaction, absenteeism, and turnover that may have a
negative affect on productivity (Rumberger 1981). |
The aducational attainments of the unemployed have risen even more
dramatically th‘an those\of the employed workforce. The aver;a\ge._
education level of the unemployed no longer differs significantly from
that of the emp loyed work force (U.S. Bureau of Labor Statistics 1981,
p. A-10). It is now hard to argue that the unemployed lack educational
"skills. This realization prompted the gover rnuent to pro‘nde jobs for
the hard-core unemployed rather than simply education "and training
(G1nzberg 1980). .
The relationships between education, product:1v1t:y, and unemployment:

may be much more complicated than many people believe. The purpose of |
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this paper is to exi)lore these relationships in detail--the conventional
views, the evidence used to support them, and challenges to them. The
paper will flrst add ress the problem of declining product1v1ty growth

and then the problem of rlsmg unemployment.

Education and Productivity

Productivity measures the economic output pr‘oduced by the primary
factors of productioﬁ——labot,/ capital, and land. . Labor productivity is
the most common productivity measure; _ it represents the amount of
economic output produced by a unit of labor input, either wbrkersi or
labor hours. Total factor productivity is a less common measure: it
refers to the amcunt of economic 0ut‘put: produced by all the primary
factors of productlon, expressed in total factor cests. s

Interest in improviug productivity has existed for some time. As
early as 1950, unious t1ed their demand for wage increases to increases
in labor productivity (Natmnal Research Council 1979, p. 26). Business
leaders were less resistant to such demands because they do not increase
unit labor costs. Government officials have maintained an interest in
improving productiQity in order to keep the United States competitive in
/

Toere is also widespread interest in the study of preductivity.

the world market place.

Scholars and ‘academics from a variety of disciplines have studied the
causes of productivity growth and have tried to identify the factors
contributing to the recent productivity slowdown. Industrial

psychologists have concentrated on factors influencing. individual

productivity within the workplace. Business scholars and -organizational

sociologists have concentrated on the role of management and the
structure of the firm. Economists have concentrated on the factors of

production, primarily labor and capitai.

The study of productivity can focus on several units of analysis.
Productivity can le assessed for the economy as a whole in order to make
comparison: over time or with other countries. Product:1v1ty can also be

assessed for entire industries or dlfferent flrms within industries.



Finally, productivity can be assessed for a particular firm, units
within the firm, or individual w°rkers~. Most work thus far has
concentrated on productivity for the economy as a whole and on
individual differences in productivity. Intermediate levels of analysis
have been hampered by a lack of suitable data. .
While the basic concept of productivity is straightforward, actual
measurement and analysis of productivity is quite problematic. At any
level of analyS1s appropriate measures of inputs and outputs must be
used. For most sectors of the economy, the value of final goods and
services sold in the market represents a suitable ‘measure of output.
For other sectora, such as government, there is no market measure of
economic oucpu;, malking it difficult to geVe}Op ,‘armeasure o_f
productivity, Ec"onomic output varies over time due tb changes in factor
inputs and changes in productivity: economic output per unit of input.
Changes in factor inputs should account for changes in quality, such;as

educatmn, as well as quantity. /

Recent trends in the growth of labor product1V1ty have prompted
4increased concern and renewed research activity. The United ‘States
enjoyed a high rate of productivity growth in the post-war period. From
. 1948 to 1964, output per hour in -the private business sector iticrea;aed
at h average rate of 4 percent per year (Table 1). From 1964 to 1973,
\the average growth rate slowed to 2.8 percent per year. And from 1973
to 1981, labor productivity grew by less than 1 percent per year.
' Duritig a three year périod?-1978 to 1980-~1labor productivity acﬁually
declined. Other measures of productivity show §imilar trends. :
:dvanced industrial country has experienbéd a slower gr:-owt:h rate in.
labor productivity,during the major part of the 1970s cbmpared- to
egrlier periods. Although the United Stat:v'es produces more economic
dutput per worker' than these .otherl countries, other economies haQe
experienced higher growth rates in productivity than the U.S. And their
recent slowdown in labor productivity has been less than in the U.S.

For example, the economic output per worker in Japan increased by 7

2 | 9

This alarming trend is not confined toithe United States. Every
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percent per year between 1950 and 1960, compared to 2 percent in the
United States (Table 2). Between 1973 and 1979, the average growth rate
in Japan slowed to 3.4 percent per year, while in the U.S. it wasr.3
percent per year.

In the last three dezcades, the productivity of the Japanese
workforce has increased from 15 percent to 66 percent of the U.S. rate.
Other countries have experienced similar, though less spectacular,
increases. These re:lative gains in labor productivity signal‘a'
deterioration in the campetitive advantage of U. 8. in the world market.

It is little wonder that American business leaders and government
officials are worried. ) _

Observers have sugg\‘ested a wide variety ‘of explanations to account
‘for the recent slowdown in product1'.1ty growth. Unfortunately, many
more explanatious have \been of\fered than solid empirical evidence to
support them.. One of t\pe mosgt compré\hen31ve analyses of the
productivity slowdown has beén»con ucted by Edward Denison (1979, 1982).
Denison has analyzed the sources of U.S. economc growth for many
years, using national economic \)u put data that have been comp11ed since
1929.- Denison's figures provide a convenient means for reviewing the
various causes that have been offered to account for the recent slowdown
in productivity growth. -

Although Denison's estimate.; of labor productiv'ity are computed
somewhat differently than U.S. Labor Department estimates, they reveal
similar trends, Between 1948 and 1973, output per employed worker in
the nonresidential business sector increased at an average annual rate
of 2.5 percent., The growth rate of produétivi.ty did fluctuate during
this period, with productivity growth beginning to slow after 1963.
Since 1673, "h'dwever, average productivity has act‘ually.declined
slightlys” The growth(rate changed-by 2.7 percent per year, compared to
the earlier per1q_d.' Again there has been some fluctuatlon in this
trend, with the bigg“gst single drop occurring in 1974, ‘ ‘\ } _

Growth rates depend on changes in the to*al factor input's\ as well-

as changes in the ‘iutput"produced per unit of input: Thé\ former
- [y



reflects changes in the quality and quantity of the primary inputs in
production--1labor, caoital and land. For example, an acceleratad
reduction in hougq worked and a.,slower rate of growth m capital
'contributed to/the slowdown in product1v1ty growth. Some observers
claim _tﬁe.slowdown in capital growth and 1ts utilization have had a more
severe impact on productivity growth than Denison shows (e.g. Baily
1981; Thurow 1980). Denison (1982, pp. 8-18) review . the evidence to
support these claims and concludes that most are 'inappropriate.”

The changing cdmpotsit&on of the work force, with increasing
proportions of youngl workers and females, also tends to reduce
productivity g;owth. Y2. this trend has contirued for some time and
therefore accounts for Vcty little of the recent slowdown in growth
rates. Altogether, changes in total factor inputs explain only 14
percent of the total deterioration in ptoduct1v1ty growth.

The change in the amount of output produced per unit of inpyt
accounts for most of qthe‘change in -total labor productivity. Denison
has identified several parti‘cular‘: factors that have contributed to the
slowdown. Improved resource allocation——chAanges in the di\stribixtion of
workers among sectors of.the e“conomy,-—h’elped contr:ib.ute‘;i to the decline.
The movement of labor from farming to nonfarming activi.!ties contributed'
to productivity growth during the 1948- 73 period because nonfarming
activities are generally nl)re productwe. But this movement all but
stopped during recent times, removing one important source of
pro&uctivity growth. '

Some observers claim that empioynl.ent growth in the service sector,
where average productivity is lower Vthan'other sectors of the economy,
has further contributed to the productivity slowdown (e.g., Thurow 1980,
p. 86). But Denison (1979, p. 142.) and others (National Research
Council 1979, p. 155) argt;e that service im.iustrlies vary wiw in' their
average productivity level and.that, altogether, this trend has not
contributed much to the productivity slowdown. .

Changes in the legal and human enviz\*\qnment have also contributed to

produ_ctivity slowdown. These include increased regulations for reducing

. - ar



pollution and improving workers' health .a;s....well‘ as_the igcfeaaed costs
of fighting crime. Denison estimates these changes made only a small
contribution to the productivity slowdown. Others claim that they made
a larger negative impact (e.g., National Rescarch Council 1979, p. 159;

Christainsen and Haveman 1981). e e .

Changes in the economies of scale and irpégular factors, such as
labor disputes and the intensity of demand, also contributed to the.’
productivity slowdowa. But these factors, too, account for only a small
proportionl: of the slowdown, -although others again claim tﬁat their
contribution is greater than Denison shows (e.g., Nadiri_apd 3chankerman.

1981; Tharow 1980, p. 86).

The.~'/biggest: factor contributing to the slowdown is the residual,
what De'\nison ’]_.abuels "advances in kn‘owledgve,énd“ not elsewhere
classified.”"” The former component captures "the g;in in measured 6utput

l B . . . P - |
that results from the incorporation into production of new knowledge of

i)

any type--managerial and organizational gzé well as technological®
(Denison 1982, p. 22). , ’ f

The residual alone accounts for almost tWO—th1r\.s of the change in
product1v1 ty growth between the carher post-war permd and more recent
times. The change in the s1ze of this residual fn:st prompted Denlson

(1979, p. 4) to remark that its cause remamed a "mystery." As he

recently clarified:

By this I did not mean that no one had a hypothesis as to the
cause. Quite the Opp081te! There as.a surfeit of alleged
causes, not a scarcity. In my concluding chapter [Denison
1979, Chapter 9] I stated, analyzed, and evaluated 17
dxffe rent causes that had been advanced by varicus cobservers
as the cause of the slowdown., None in my opm\ion were
demonstrably able to explain more thaa a small \ar"--lf
any--of the slowdown. (Denison 1982, p. 23) \

\

In his more recent paper, in light of further evidence, his original

conclusion still holds.

iz



Denison acknowledges that a variety of factors may have contributed
to the recent slowdown. He groups them 1nto seven areas. Two have to
do w1 th the relationship between business and government, one w1thc’?ihe-
legal and human. environment, and one congtitutes a residual category.
//'I‘he first three represent areas frequently addressed by other observers

" of th]{s problem:

1. Changes'in personal characteristics of workers that I
[Denison] have not measured, esptially how hard they work.

2. Changes in the. extent to which the allocation of
individual workers among individual jobs and of capital among

individual types of capital departs from ‘that wh1th would -
‘'maximize national income. :

1

3. Changes in the gap between actual production technlque and
best technique that results from obstacles imposed by
governments, labor un1ons and others outs1de the firm.
As Denison goes on to point out, "the main problem the presence of the
resldual series presents is ne1ther conoeptual amb1gu1t'y nor stat:1st1cal
1naccuracy «+..but inability to allocate the combined . crontrlbutmn cf
these several d1sparate influences among them" (Denison 1982, p. 23).
| " Many scholars have focused on .the’ __.1ast area, addressmg obstacles
within firms in add’ition't‘o the factors listed"":Dy Denison. Good.j
industrial relations-~-between wo‘rkers, management"‘ and unions--—are -
clalmed to increase productivity in firms. (Marshall 1981, p. 1513 Nelson
1981 p. 1044). Changes in ‘traditional organ1zat1on of work, such as
those that further workers part1c1patlon 1n dec1s1on—mak1ng, are also
claimed to 1mprove product1v1ty (Marshall 1981, P. 158; Rosenberg. and
Rosenste1n 1980) Good management plays an 1mportant role as well
(Hayes and’ Abernathy 1980). » ' i
While evidence exists to support th‘ese‘: claims, it is muc_h-more
difficult to show that chlanges"in these and -oth_.er_,fa_ctors were
responsible for the recent slowdown in aggregate prioduct'iv‘ity growth. "
As Denison correctly states, the slowdown in lal?or product1v1ty growth"yf
‘may have been accompanied by a host of other trends in factors
supposedly linked to product1v1ty, but suc_h- n,\assoclatlon does not

establish cause and effect, __
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In general, since ecénomic output results from a number of input
factors, it is difficult to ascértain what causes a changé in the output
associated with any particular factor such as labor. As a recent review
of productivity conducted by the National Research Council (1979)

cautions:

...one cannot infer from a rise in output per employee-hour
that employees are more skilled or that they are working
harder than they were in the previous period: either or both
may be the source of the rise in product:ivit:y in whole. or in
‘part, but need not be. The entn‘e rise could be attributable

to an increase J.n capital inputs, to higher rates of capacity - :\//

utilization, y or to technological change. It would even be \

possible to Have a techno]\.ogmal change-that raised output per

employee- hour that, at'the same time, reduced the level of

skill or d1ff1cu1ty of work required of employees (pp. 19-20).
/ i

Out of all the factors that Denison explicitly accounted for in his
analysis, only one made a positive contribution to the change in growth
rates from the earlier to the more recent period: educat:mn (See Table
3). The contribution of education to productivity growth increased from
the firs t.to the second period because of the continued growth in the
educat:mnal ctt:a;.nments of . ;the American workforce:

Educational background decisively conditions both the types of
work a person is able to perform and his proficiency in any
particular occupation. A continuous |upward shift in the
educational background of the American labor force has
upgraded the skills and versatility of labor and contributed
‘to the rise in national income (Denison 1979, p. 42).

In order to measure the contribution of education to productivity
growth, Den180n ‘and other practitioners of growth accounting need to

identify product1v1q\d1fferences among workers with different levels of

veducat1on. . As DenNson (1979, p. 44) states, "such information can be

e

. e . N . - )
inferred from data on earnings." B t even with adjustments for other
factors that influence the relationship between education and earnings,

such as race, sex, and experiencle, this inferrence is based on the

© ~,assumption that:
’

'In a perfectly competitive labor market, such differences
reflect the marginal productivity of schooling. To the extent
“~ that labor markets are mnot competitive, the resulting esti-

23
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mates of growth from this source are biased, although the size
and direction of the bias are difficult to determine without
further analysis (Natmnal Research Council 1979, p. 147).

This assumption is based on neoclassicajl economic theory, the paradigm
that underlies much of the regsearch on produc£1v1ty.

Proponents of this view have offered several explanat1ons of how
education enhances productivity. Welch (1970, p. 42) suggests that

. . s . i
there is an allocative effect to education, meaning that "increased

education may enhance a worker's ability to acquire and decode .
information about costs and productive characteristics of other inputs."
Similarly, Schultz (1975) argues that education enhances a worker's
"ability to deal with disequilibria." oOthers claim that education
enhances productivity because it is complementary to other inputs (such
as cap1ta1) in the firm or because it enables workers to adapt to
technolog1ca1 change (Nelson and Philips 1966; Gr111ches 1969; Welch
}970)
"7 Little direct evidence exists to ‘support these claims, however.
The one exception is the case of agtflcult_ure (Jamison and Lau 1982).
Other empirical evidence contradicts these viewe. Some shows that
workers' earnings are not proportional to marginal nrOdnctivity
(Gottschalk 1978; Medoff and Abraham 1981). Differences in earnings ‘
associated with more direct measures of skills, such as standard1zed
test scores, are much smaller than those associated with education
(Young and Jamison 1974; Meyer and Wise 1982).

Research on education and productivity has thus far been unable to
explain\l the serious decline in productivity. Richard Nelson (1981),
a major review of research on productivity, calls for an expanded
. approach: '

It is my belief that ‘research, guided by ‘the neoclassical
paradlgm, has reached a stage of sharply diminishing return,
with many important questions still not resolved adequately.
Further, a sizable portion of research on productivity growth, /
while perhaps initially- undertaken to widen and deepen the
gimple neoclassical model, has identified phenomena and
relationships not treated adequately, or even denied, by that'
theory (p. 1032).
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Alternative frameworks challenge the neoclassicalxéssumption'that
differences in market earnings reflect differences in productiwity.

" Thurow (1975) develops one competing framework: a job competition mode Ly
where marginal pi‘od\‘ucts and earnings are associated with jobs, not
individuals. Individuals are allocated to,availogig%jobs based on an
array of personal charactef/istics," such as education, that suggest to
the employers the "cost of tro"ining'. those individuals in the skills
necessary to perform their jobs. Because this ollocation is based on
available supplies of both individuals and jobs, workers may possess
more educational skills than their jobs require. Other views of the
labor market, such as screening theory, endorse this notion (e.g.,
Taobn{an and Wales 1974). Recent evidence suggests that an increasing
number of workers are finding jobs for which they are overqualified .
(Rumberger 1981). Further evidence suggests that this excessive\
education is rewarded at a lower rate than education generally, implying
that "overeducation" may have a detrimental effect on productivity
(Duncan and Hoffman 1981). | ‘ ‘

In the neoclassical view of the firm, employers ars assumed to
organize production in order to maximize profits given avallable
technology and market prices. Economists acknow]..edgeA that capltal may
not be fully utilized at any point in time and have deve1o§ed}a measure "
of cap“acit:y utilization. But they do not acknowledge that skills of
workers--so called human capital——also may not be fully utilized in the’
firm. Yet organizational theorists and industrial psychclogists have
long argued that a variety of other factors may intervene and prevent
full utilization of workers' education and training (Rumberger 198?).
These includé the way work iﬁ.organized and particularly the
relatlonshlp between the characterlstlcs of workers andlﬁhe
characteristics of their jobs (Vroom 1964; Dunnette and Flelshman‘19q2)

¢ _In_summary, .analysis_ of productivity based on_the neoclasllcal_,__,m
model of compétltlve labor marketcs has thus far failed to account for
the recent slowdown in productivity growth. In this frafwork

increased educatlon contributes to Product1v1ty growth which 1s

. . } -
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reflected in earnings differences amon.g workers with different
educational attainments. Yet empirical evidence fails to support this
assumption. Moreover, alternative views of labor markets and the
operation of firms suggest that the education embodied in workers is not
always utilized effectively. Effective utilization depends upon a
number of ~other factors, such as the way v’vork is organized. While
ev1den}:e lsuppor:ts s\ome of these alternative views, they have not been

linked directly to the recent productivity slowdown. That linkage
awaits, further research,,

\ ! ». Education and Unemployment

S~ ) =

Unemployment remains one of this country's most pressing economic

pfoblemé. The unemployed suffer individually from being unable to
sustain their own economic'well-being through work. Collectively, they
rerpresent an unused and wasted écongmié resoure. By not workiry, the
'unemployed not only £ail to con’tr‘ibute to government revenues through
taxes, they require government assistance in the form of unemployment
and welfare payments. The eco;lom"'i.c“_plight of the unemployed has
worsened recentlsv because fewer have received unemployment benefits
(U.S. Congressional Budget Office 1983, p. 89). Unemployment is a
social problem as well: the unemployed demonstrate higher incidences of
‘stress, crime, and illness than the population as a whole (Bremner
1976).

Slnce the Great Depression in the 19308, the government has made an
expllclt commitment to promote full employment in the economy. The
first statement of this commitment wa/s in the 1946 Euployment Act: .

The Congress hereby declares that it is the continuing policy
and responsibility of the federal government t6 use all
practical means...for the purpose of creating and maintaining _
...conditions under which there will be afforded useful
employment Opportun1t1es...for those able, w111mg, and
seeking to work (as quoted in Stern 1982, pp. 12-13).

This commitment was reaffirmed in the 1978 Full IlimploymentiAct:, better
known as the Humphrey-Hawkins Act. /

[
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The government's commitment to full employment has often been more
idevoligical than real. This commitment has also conflicted with other
economic goalé, particularly the goal of reduéing t‘hev high levels of
inflation that have plagued the economy since the early 1970s. While
the two problems mﬁy not be causally related '.in the long run, in the
short run the measures used to fight inflation help increase the rate of
unemployment (U.S. Congressional Budget Office 1983, p. 99). On the
other other hand, efforts to lower unemployment may tend to raise
inflation. Some econoﬁists_have thus defined the "natural®unemployment"
rate\as the threshold level under which unemployment may tend to
increase inflation (Sawhill and Bassi 1980). The natural rate of
unemp loyment, which was in the range of 3 to 4 perceﬁt in the 19508 and
1960s, may be as high as 7 pércent in the 1980s (U.S. Congressional
Budgeg\ﬁ)ffice 1983, p. 84). In other words, if irflation rates are to
remain é:: acceptable levels, 7 percent or about 7 ﬁllion persons in
1982, will have to do without jobs.

The incidence of unemployment has steadily increased in the post
World War II period. Although unemﬁloyment has always fluctuated due to
the c¢yclical nature éf economic ;ctivity, the averﬁgé“ievelof'
unemp loyment has tended -to increase in.recent years. Unemployment in
th®f decades of the 19508 and the 1960s averaged less than 5 percent,
while in the 1970s it averaged over 6 percent (Figure i). By the end of -
1982, unemployment stoofi at 10.8 percent or 12 milliom péfsons, the
highest rate since 1940. Moreover, since the mid 1960s, the lowest
unemployment rate achieved after each upward swj.ng‘ of the economy has
been higher than the rate achieved in the previousgcycle (U:S. President

1983, Table B-30). It is this accelerating trend in the average level

of unemp loymeht that suggests this current problem is much wore serious
than existed in the previous 4 decades. .
Not only is\._'::;imemployment a problem for the economy generally, it is
barticularly sévere ‘for some social groups. Younngor.kers and
minorities have always experienced a highér unemployment rate than white

adults (Table 4). Women who maintain their own families are also more

N,
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likely to be unemployed than other workers. Another alarming trend 'is
that these differences have increased in recent times. For example, the
unemployment rate amo}ng blacks and__gther‘minorities wes only 2
percentage points higher than the natZonal average in 1948, but by 1982
this difference had increased to almost 8 percentage points. A similar
trend has occurred\| among youth. The burden of unemployment has thus
become even more unequal in recent t1mes.

Government e:\lmates :nay understate the severity of the
unemp loyment problem.i To be counted as un'empiosved by the government, a
worker must have act1ve1y looked for work during the preceedmg four
weeks, Those who have quit looking for work and have thus mthdrayn
fro. the labor force are not counted as unemployed. 1If thesel 8o calle\l
"discouraged'" workers had been counted in the labor fo*’ce, they would
have increased the unemployment rate from 5.4: percent to 6.8 percent in
1973. Some workers are workmg part—time when thcy would rather work
full-time and others are worl‘c.ing for wages that keep them below the
poverty level. Including these so call "'underemplovedb" workers would
have raised the unemployment rate in 1973 to over 16 percent (Clogg
1979, Table 2.1). St111 other workers may be underemployed because they
work in jobs that are subject to frequent layoffs or in jobs for which
they are overc.iuali’,fied (U.S. Commission on Civil Rights 1982, Table

2.1). . More comprehensive meast\;res' of underemployment feuggest that beth

the quantity and the qualtty of jobs 1n the economy: should be con91dered

in discussions of adequate employment opportunltles. »
The causes of unemployment are not easily unders tood. As in the
case of product1v1ty, it is much easier to obserVe trends Ain other
factors supposedly related to unemploy\nt than to show that these
factors actually. cause the observed trends. - Nonetheless, economists -
have identified several categories of unemplQyment that are associated
w1th different causal factors. The firs category is cyclical
unemployment—-the unemp loyment due to depressed economic act1v1ty‘l - The
Congressional Budget Office (1983, pp. 92, 102) suggests that about 5 of

the 11 percent unemployment rate in 1982 was due to the current economic

N ,
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recession. -The remaining 6 percentage points was due to two noncyclical
components: frictional unemployment (3-4 percentage points) and
structural unemployment (2-3 percentage points).

Frictional unemployment is caused by workers voluntarily leaving
jobs and by workers entering or reentering the labor market (Sorkin
1974, p. 10). Frictional unemployment is generally not a major concern,
since some individuals will always be looking for work at any one point
in time. Because youth and women, who have constitut‘ed an increasing

. share of the labor market’in the last 30 years, are more likely to enter
and leave the labor market, the rate of frictional unemployment has
tended to increase over time (U.S. Congressional Budget Office 1983, p.
102). ' ‘

. Structux"ai unemployment is due to a mismatch between t.he skills and
abilities of workers and the requirements of jobs (Sorkin 1974, p. 13).
This includes geographic dislocations and workers who .a're displaced
because of plant closings. Structural unemployment impacts certain
workers more than others. Young pe0p1e, for example, experience higher
rates of unemployment in good economic times as well as bad. Structural.
unemp loyment may grow in the future as more and more workers lose their
Jobs and as the economy experlences an acceleratlng rate of mdustnal _
and geograph1c restru¢tiring (Bluestone and Harrison 1982; Sheingold
1982). ' | o

bTo'«t'-'he extent that unemployment _ particularly gtructural
iunemp loyment,,: is due to workers' haV1ng 1nadequate skills, then
\educatlon and tra1n1ng can play a role ‘in reduc1ng it. Workers with
n\lo;re school1ng have always en_]oyed lower unemplo_yment rpt_es‘ than v_rorkers
with less schooling. For example, college graduates had "ad -unemployment
rate that was one-third the national rate in 1950, while.persons who did
no\t comp lete high school had a rate 20 percent higher than the national

rate (Table 5) .A,:_,__._'l:_h,i,sc,_,,r,_e; la tive advantage has remained over the last

were\relatively worse off in 1979 then in 1950.

three decades. 1iIn fact, workers with less than a high Bc'hoo/l education

ccording to neoclassical economic theory, education develops the
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skills and abilities~—human capital--that make workers more productive
in the workplace. T\h"u«s raising individuals' education will improve
thei'r~ prospects for finding and msintaining employment. While workers
with more education have a relative advantage in securing the available
jobs in the labor market, raiéing the educaf:ion level of the lablor force
as a whole may do little to reduce unemployment because workers with
more schooling may s1mp1y displace workers with less schoolmg (Thurow
1975). 1In other words, its not simply the absolute ‘level of schooling
"that 1mproves a worker's likelihood of securmg employment, but the
level of schooling relative to other workers.

Whl}e the relative unemployment rate of workers by schooling level
has chaﬁged very little over the last 3 decades, the absolute level of
.schooling of both the employed and unemployed has continued to increase
(Table 5). In 1950, mos’t unemp loyed workers had not completed high
schooling. By 1979, ‘hOVWever, the majority of'unéhﬁloyed workers had
compie ted high school and almost one ‘out: of five unemployed workers had
comple ted at least one year of éollege." Thirty years ago, the average
education level of the unemployed as 81gn1f1cant1y lower than the
employed workforce. But over this permd the educ=tion level of -the
unemployed workforce has grown faster than the educ..?’.~ mn level of the
employed workforce. By 1971 the median educa_tlon level of the
unemployed was no longer different s.tatist‘:ic':'ally from that of the.
employed work "Vforce (Deutermann 1971, p. 31). ;Thus;«-increased education
levels alone may do little to reduce unemployt;:ent; |

This vealization has changed the focus of many government sponsored
educatlon and training programs. The federal 'g'overnme'nt's massive
educan.‘on and training programs of the 1960s were gu:.ded by the premise
that improved education and training would nelp reduce poverty and

unemp loyment, primarily among the disadvantaged“(Levin 1977; Gitizbei'g

_V*1980).#_,-Yet _despite the billions of dollars poured into thesc programs, ‘

many of Whlch were dlrec"ed specifically toward minority and
disadvantaged groups, unemployment ‘has reached record levels. And these

targeted groups continue to experience higher relative rates of

2]
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unemp loy;ment:. While government education and training p;ogtams will
always piay -an important role in providing important job skills, their

focus has been enlarged. to provide directly for jobs (Ginzberg 1980).

Summary and Conclusions

The problems of declining productivity growth and rising
unemployment have become severe in the last decade. Experts have
suggested that both problems are caused by a numbar of factors, but fail
to agree on the relative -importance of these factors. There is more
agreement that the current economic recession is a major- cause of recent
high unemployment rates and has played a part in slowing .productivit:y
growth. Yet the decline in productivity began years before the current
economic downturn which suggests other causal factors. '

In general, education has not contributed to the growth of these
problems, but rather has been an important factor helping to curb them.
Yet rising 'education levels may have contributed to the slowdown in
productivity as an increasing number of collegze educated workers have
become underemployed and possibly less productive in their jobs.

The government not only faces the .challenge of improving
pfod'ixctivi ty growth and reducing unemployment. The Full Employnient and
Balanced Growth Act of 1978 actually sets é number of economic goals (as
outlined in Sawhill and Bassi 1980, p. 162):

-reducing unemployment (4 percent by 1983)

-reducing inflation (3 percent by 1983), provided rthe
achievement of other goals is not impeded

-achieving balanced growth and gains in productivity and real
. income :

~improving the balance of trade

—achieving a balanced federal -budget

While inflation has been reduced over the last year, largely because of

‘the current economic recession and falling 0oil prices, the other goals

—“——hawie-ireen—far—moreféflus~ive s : S
In order to achieve any particular economic goal, it may be.
necessary to sacrifice another. For example, the high interest rates

maintained by the Federal Reserve Board during the initial stages of ‘the
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current recession helped to curb demand and reduce inflatiom, but they
also contributed to the economic slowdown and puished the unemployment
rates to higher levels. Some"v{:"economi-sts and government officials
believe t\haﬁ it may be necessary to live with an unemployment rate--—the~‘
"natural \\u‘nemployment rate"--of 6 or 7 percent in order to keep
.uflation m check. |

-

Many ekperts and gov,ernuient officials believe that the key to
achieving these goals, particularly to improve pt“b?iuct‘ivity.and lower
unemp loyment, is to stimulate economic growth. In-the initial étages of
economic recovery, slack eéonomic resources—-labor and capital--will be
more fu11~y\uti1ized_ to respond to increased economic demand. - This
increased activit‘y should "increase labor productivity. Continued demand
for goods and services will then force the expansion of business, the
h1r1ng o:.f more workers, and hence the lowering of unemployment. Yet

"even wi th .a projected economic growth rate of 3 to 4 percent per year,

both the Cauncll of Econdmic Advisors and the Congressional Budget
Office project that unemployment rates will remain over 9 percent until
at least 1985 and possibly as high as 7 percent until 1988 (U.S.
Pretudent 1983, p. 144; U.S. Congressional Budget Offlce 1983, p. 7). |

Wh11e a high rate of sustalned economlc growth will no doub:

‘improve productivity and help reduce ungmployment:, a high rate of growth
. may be 1mp0381b1e to ach1eve. ‘Mu‘ch depends on the 'vofld economic
climate, 1nc1ud1ng the pr1~ce of 0il and world-wide economic demand,
factors that are beyond the control of the United States. It _18 11ke1y
that the United States-may, never exPeriencé .the same high rate of growth

as it enjoved in the 19508 and 1960s. Future economic growth could

~increase by only 1 or 2 percent, an out look held by many European

‘governments, - R

There arvre alternative strategles for 1mprovmg product1v1ty and-—:. _
emp loyment, but again some strategies may improve one at the expense of

the other. For example, labor productivity may be increased by further
capital inve‘stment,‘bu:t- much of that investment may be used to displace V

workers and thus raiISe‘ unemployment. Companies might use further

23
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capital spending to relocate plants from one region of the country to
another, which only changes the geographic distribution of unemployméﬁg
and may, in fact, raise aggregate unemployment‘(Bluestohe ng H\arri/son
1982). ' |
Rather than relying on increased 1ev(éls of ecop'omic growth’ and
capital investment, some observers believe that government officials and
business leaders should conllsider how to better ‘(t:t'.ri\lize the capital and
human resources that curreatly ?xis_t (Cérno}, Shéarer, and Rumberger
1983). They point out that ‘productivity"could be greatly improved
simply through better management techniques and an improved wo;'king
environment {(Hayes and Aber‘nathy 1980; Marshall 1981; Stern 1982).
Existing production techniques could also be modified that would émploy_}
more labor, better utilize the existing skills and education of workers,
and still maintain p’rofitabilit:)"“(Carn,oy and Shearer 1980; Levin
forthcoming). ) . _ |
Just as education has not contributed significantly to declin’ing
productivity and rising unémployment:, it is unlikely to play a major
role in overc‘oming ﬁ;tx‘ese ptobllems..' There will always be a social as
well as an economic néed to improve the level and quality of education
received by the citizens of this country, eSpecially.' among the most
disadvantaged members. Tﬁis improvement may help solve some of our
current economic problems, but much more depends on how éffectively

these human resources are utilized in our economic system.
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Table 1

Average Annual Growth Rates of Economic Output, Employment,
Productivity, and the Unemployment Rate: 1948-82

1948-64  1964~73 1973-82

Economic output (real GNP) : 4.93 4.80 1.96
Employment ‘ 1.17 . 2.53 1.89
Prqductivity
1. Output/worker® 3.16 1.85 .01
2. Output/hour, business ‘ ,
sectorb ' 4.02 2.81 74
3. Output/hour, nonfarm
business sectorb 3.14 2.45 .55
} Unemployment rate ' 2.30 - .64 ©10.9

¥Real GNP per employed worker -
PGross domestic product per hour of all employed workers

Source i US\ ‘President (1983), Tables D-2, 29, and 40
i




Table 2

Productivity and Productivity Growth, Selected Countries:

1950 - 1979
Prodictivity? Productivity® Growth
. (average annual rate of
(as percent of U.S.) change)
1950 1970 1979 1950-60  1960-73-  1973-79
United States © 100 100 100 1.7 2.1 .3
Germany 37,3 71.3 87.9 . 4.8 4.3 3.1
France . 42.4  71.0 88.8 . 4.3 4.8 2.9
United Kingdom 53.4 51.4 59.4 2.3 - 3.0 1.1
Japan . 15.5 48.7 66.4 6.9 8.9 3.4
L
. ) . - //l’
i aReal Gross Domestic Products per employed person : ./'

Source: Marshall (1981), Tables 1 and 2 -

g
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Table 3

Growth Rates and Sources of Growth of Productivitya:

1948 - 1981
1948-73 1973-81_ Change
Sector national income : 2.46 - .22 -2.68
Total factor ihput .47 _ .10 - .37
Labor R 12 - = .01 - .13
Hours : ' , - .24 ' - .41 - .17
Age-gex composition - .17 - .21 - .04
Education ' .53 . .61 -08
Capital - .39 .18 - .21
Land | - .04 - .07 - .03
‘Output per unit of input . 1.99 - .32 -2.31
Improved resource allocation .37 .04 - =.33
-Iiégal and humdn environment - .04 - .21 : - .17
Economics of scale .42 31 - .11
Irregular factors - .18 =20 - 02
Advances in knowledge and other ' 1,62 - .26 -1.68

3National Income per employed person in the nonresidential business sector.

Source: Denison (1982), Table 1 ' ' v L




Table 4

Employment and Unemployment Rates, and Growth Rateé; by
Selected Demographic Characteristics, 1948 - 1982

Average Anﬁual T
Number Growth Rate
1948 1973 1982 1948-73 1973--82

Employment (millions of persons) - 58,

8.3 85.1 . 99.5 1.8 1.9

Both sexes, 16-19 years old 4.0 7.2 6.5 3.2 - 1.1
Males, 20 years old and over - 39.4 48.3 52.9 0.9 1.1
Females, 20 years old and oyer 14.9 29.5 40.1 3.9 4.0
Unemployment rate ) 3.8 4.9 9.7 1.2 10.9
Both sexes, 16-19 years old 5.2 14.5 23.2 2.3 6.7
Males, 20 years old and over 3.2 3.3 8.8 0.1 18.5
Females, 20 years old and-over 3.6 4.9 8.3 1.4 7.7
White » 3.5 4.3 8.6 0.9 11.1
Black and other 5.8 9.0 17.3 - | " 10.2

Women who maintain families m- -7.1 11.7 e—— 7.2

vSéurce: U.S. President (1983), Tables B-30, 31, and 33




Table 5 |

Educaiion Level of the Employed and Unemployed,.and Relative Unemployment
Rates by Education Level: 1950 and 1979

Education Level - Relative

: (percentage distribution) Unemployment Rate?
Education Level ~ Employed Unemployed ‘
i 1650 1979 1950 1979 1950 1979
Elementary: 0 - 8 years 41 8.7 51.% 11.2 124 126
High school: 1 -~ 3 years 19.4 14.9 23.7 32.0 - 120 200
.4 years 24.1 40.1 17.2 28.0 - 71 95
College: 11~ 3 years 8.1 17.9 5.0 12.3 61 70
' 4+ years 7.4 18.4 2.8 6.5 33 38 -
TotalA . ; 100.0 100.0 - 100.0 100.0 100 " 100

aRelative unemployment rate equals the absolute unemployment rate within egach educat_*on
level divided by the unemployment rate for all workers (x100).

Note: Figures are for all workers 16 years old and over.
Sout/ces. U.S. Bureau of the Census (1952), Table 9; U.S. Bureau of Labor Statistics '
(1981), Table B.
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Figure 1

Unemployment Rates for All Workers: 1950 - 1982
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Source: U.S. Congressional Budget Office (1983), Figure 25
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