November 18, 1977

Discouraged

The President this week unveiled the
latest version of the Humphrey-Haw-
kins bill, setting the magic 4-percent
jobless-rate figure as the goal to be
reached within the next five years.
This action seems certain to raise again
the guestion of what level of un-
employment js compatible with a re-
gime of stable prices and full utilization
of resources. Is it 4 percent, the figure
reached in the mid-1950's era of full
employment and stable prices? Or a
shade helow 5 percent, as the Ford
Council of Economic Advisers claimed
on the basis of all the changes in labor-
force structure that have taken place
over the past several decades? Oris it
close to today’s actual figure of 7
percent, as former CEA Chairman
Herbert Stein recently claimed on the
basis of the shortages that are now
cropping up in certain job categories?

This array of figures suggests that the
full-employment jobless rate can be a
rather mushy concept. Indeed, any at-
tempt to measure joblessness can be a
complex and difficult task. To take an
important case in point, consider the
problem of “discouraged” workers —
the large numbers of hidden un-
employed who want work but don't
actively look for a job because of a
belief that their search would be in
vain.

Some observers argue that the num-
ber of discouraged workers should he
added to the recorded unemployed
to provide a clearer picture of labor-

market conditions. About one million
people are now considered to be in
this category, so including them with
the recorded jobless would raise the
official unemployment rate from
roughly 7 percent to about 8 percent
of the labor force. Because that figure
wolild indicate a substantial level of un-
used resources, many analysts argue
the need for stimulative measures
{such as a major tax cut) to raise the
level of aggregate demand and thus
create jobs for more workers, includ-
ing jobs for those now too discour-
aged to look for work,

Offsetting factors

The procedure of adding the number
of discouraged workers to the re-
ported unemployed may dramatize
the probiem of unemplayment, but
how accurate a picture does it pro-
vide of the actual situation in the labor
market? The picture becomes
clouded because of different forces
operating on the labor market, espe-
cially in periods of a worsening econo-
my. There is of course the "discour-
aged worker” effect — the tendency
for some workers not to enter (or re-
enter) the market, and for others to
leave the market, when job search ap-
pears too costly and difficult. But there
is also the "added worker” seffect —
the tendency of some individuals to
enter the labor market or to remain in
it longer than they would prefer, often
because of economic necessity when
other family members become

. unemployed.
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In this situation, the observed labor
force is affected by the net flow of
workers — the added workers who
temporarily enlarge the labor force
and the discouraged workers who re-
duce its size. An argument thus could
be made against adding the discour-
aged workers to the observed labor
force without at the same time
subtracting the “added workers.”
Otherwise, the actual size of the labor
force could be exaggerated, thus
confusing the measurement of
unemployment.

How many discouraged?

A separate question concerns the
number of discouraged workers who
would remain outside the labor force
even under conditions of full employ-
ment. Some analysts argue that this
problem of hidden unemployment
could be eliminated or greatly re-
duced if measures were taken to
stimulate aggregate demand. In this
way, an adequate number of jobs
could be created for those who wish
to work but have sought vainly for
jobs. According to this line of thought,
the hidden unemployed represent a
sizable reserve of unused resources,
which a stimulative-demand policy
could help efiminate without inciting
undue inflationary pressures.

it should be noted, however, that
large numbers of potential workers
have remained discouraged even dur-
ing periods of over-full employment,
when inflationary pressures mounted
amid substantial shortages of trained
workers. In 1967-69, for example,
there were 657,000 discouraged
workers on the average, and the num-
ber was guite similar (679,000} in 1973,
another year of labor-market tight-
ness. In contrast, in the 1975 recession
year, the number of discouraged
workers increased to 1,082,000

These numbers show that the discouir-
aged-worker problem increases
substantially during periods of weak
labor markets. However, roughly two-
thirds of such workers remain discour-
aged even under conditions of full
employment, when any efforts to
stimulate overall demand would be
most fikely to aggravate inflationary
pressures. Even so, if the past is any
indication of future behavior, the cur-
rent number of discouraged workers
could be reduced by about 300,000 if
the economy were operating closer to
the full-employment level.

What type of policy?
The bulk of the hidden unemployed
appear to be unaffected by cyclical
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changes in aggregate demand. Some
are unemployed for seasonal or ~fric-
tional” reasons — but their short-term
spells of joblessness are not generally
matters of policy concern. Many of
these workers enter or re-enter the la-
bor force at will, and find jobs within
reasonable periods of time. Indeed,
the survey responses made to the Bu-
reau of Labor Statistics indicate that
most such workers intend to enter the
job market within a short period of
time.

At the same time, a significant portion
of the hidden unemployed are jobless
for structural reasons - for example,
individuals who were formerly em-
ployed in declining industries or in
declining areas of the country. These
people may not be helped to any ex-
tent by broad policy measures de-
signed to expand the total number of
jobs in the economy. Instead, specific
tailor-made programs may be needed
to create productive jobs for such
structurally-unemployed individuals.
Rose McEhattan
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