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Abstract

This paper surveys recent research on how to measure labour market activities
such as unemployment and labour force participation. The conventional approach to
distinguishing between unemployment and non-participation is to use a priori reasoning
and self-reported survey responses about current activities, specifically availability for
work and job search. In contrast, the research surveyed here employs evidence on the
subsequent consequences of current activities, in particular on transitions among labour
force states. This general approach appears to be a promising method for bringing
evidence to bear on these difficult measurement issues.
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Measuring Unemployment and Structural Unemployment

This paper deals with the definition and measurement of unemployment, and the
relevance of this broad conceptual issue for structural unemployment. It summarizes and
discusses the implications of ongoing research on this topic with Stephen Jones of
McMaster University (Jones and Riddell 1998a, 1998b, 1999a). Our overall assessment
at this point is that we are making some progress on the difficult issue of how best to
define and measure concepts like unemployment and labour force participation. | will try
to lay out our reasons for this belief in sufficient detail that you can make your own
assessment of whether this claim is convincing.

The question of how best to define unemployment has long been controversial.
The nature of the controversy is easy to describe. We frequently see statements in the
press and other media that the true amount of unemployment is much greater than the
“official” measure provided by Statistics Canada. Just recently a report from a left wing
think tank claimed that Canada’s jobless rate is nearly 18 percent, rather than the official
rate of 7.8 percent, when one includes the unemployed, under-employed and discouraged
(Robinson, 1999). Less frequently — and usually from right wing think tanks — the
opposite claim is made — that many of those officially classified as unemployed are not
really serious about finding work and should be excluded from such measures.

To some extent these differences in opinion reflect differences in the underlying
purpose of the unemployment rate. The way one measures unemployment is likely to be
different if the unemployment rate is intended to be a measure of the overall state of the
economy than if it is an indicator of the extent of hardship in the economy or if it
measures the degree of excess supply in the labour market. But the differences in
opinion go beyond differences in objectives. For the purposes of this discussion I will
presume that the principal objective of the unemployment rate is to provide a measure of
the extent of unused labour supply, that is a measure of the number of individuals who
are attached to the labour market but not currently employed. Even if you accept that this
is the main purpose of our unemployment measures, there are important differences of

opinion on how to implement this concept.



To a considerable extent the controversy arises because there is no clearly correct
answer. We don’t have much disagreement about how to identify those who are
employed. The problems arise because of the many “grey areas” involved in separating
the non-employed into two groups: the unemployed and out-of-the-labour force, or
participants and non-participants. The principal criteria used to make this distinction are
availability for work and job search. But what precisely is meant by being available for
and searching for work? And what should be done about those who state that they want
work but are not currently searching? As stated by one U.S. Presidential Commission on
the Measurement of Employment and Unemployment, “ When should a person not
working but wanting work be included in the labor force and thus counted as being
unemployed? This constitutes the most difficult question with which the Committee has
had to deal.” [President’s Committee to Appraise Employment and Unemployment
Statistics, 1962, p. 49]

These difficulties are illustrated by the fact that different countries have adopted
different ways of operationalizing broad concepts such as “availability for work” and “job
search”. For example, Australia and the United States require “active job search” for
classification as unemployed, while Canada and most other OECD countries include both
“active” and “passive” searchers among the unemployed. The difficulties are also
illustrated by the fact that within the same country there have been changes over time in
key procedures. For example, “discouraged workers” were classified as unemployed
prior to 1975 in Canada and prior to 1967 in the United States, but are now treated as
being out-of-the-labour force in both countries. | will return to these two examples —
active versus passive job search and discouraged workers -- in what follows.

In the past the question of how to distinguish between unemployment and out-of-
the-labour force has been addressed primarily using a priori reasoning. For example,
most countries use job search rather than a weaker criterion such as the desire for work
for classification as unemployed. The reasoning is that those who search are displaying
by their behaviour their strong attachment to the labour force. Those who say they want

work but are not searching are not providing enough evidence of their labour market



attachment. After all, anyone can claim that they want work. If they are serious about
this claim, why are they not taking some action to find work?

The same kind of a priori reasoning is used to justify requiring “active” job search
for classification as unemployed, and thereby treating those using only “passive” search
methods — such as “looking at job ads” — as non-participants. Why should we consider
someone who only looked at ads to be serious enough about obtaining employment to be
classified as unemployed?

Stephen Jones and | take a different approach. Rather than relying on a priori
considerations — about which reasonable people may disagree — we ask whether such
definitional issues can be resolved on the basis of evidence. We classify individuals in
the same state if they display equivalent labour force behaviour. On the basis of a priori
reasoning, conventional methods may place red hats on some people and white hats on
others. But if the red hat types are indistinguishable in their behavior from the white hat
types, then under our approach they would be classified in the same way. By “labour
force behaviour” we mean their subsequent labour force status — the likelihood that in
some future period the individual will be employed, be searching for work, desire work,
or neither search for nor desire work.

What is the relevance of this approach for structural unemployment? At least two
aspects appear to be potentially important. First, the classic definition of structural
unemployment involves situations in which there are unemployed workers in one region
or occupation or skill category and unfilled vacancies in different regions, occupations or
skill categories. Such unemployment may result in job search, but if the workers are well
informed about the situation they face it is also likely to show up as desiring work but not
searching. Thus some of what we conceptually refer to as structural unemployment
appears likely to show up as non-participation rather than unemployment in our labour
force statistics.

The second way in which these measurement issues are relevant for structural
unemployment is perhaps less familiar. Because we do not have good data on job
vacancies, we often turn to other indicators in our attempts to distinguish structural
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duration of unemployment, with longer term joblessness being viewed as more likely to
be structural in nature. However, our measures of unemployment duration can be quite
sensitive to how we distinguish between unemployment and out-of-the-labour force. The
reason is that many spells of job search end in labour force withdrawal — as
conventionally measured — rather than employment. For example, consider someone who
loses a job, spends three months searching for work, stops searching for a month but
continues to want work, then searches for an additional two months before obtaining
employment. In our labour force statistics this would show up as two brief spells of
unemployment (lasting 3 and 2 months respectively) and one short spell of non-
participation (lasting one month). However, this is arguably a single six month spell of
unemployment more broadly defined. Thus if transitions between unemployment and
“near unemployment” are common, conventional measures of unemployment may give us
a misleading picture of the duration of joblessness among those desiring work.

Our first work in this area (Jones and Riddell, 1998a, 1999a) was based on
Canadian data over the period 1979-1992. We used a survey (euphemistically called the
Survey of Job Opportunities) carried out in March of most years and which asked non-
employed respondents who did not search for work whether they wanted work and if so
why they did not search. We refer to those who did not search but state that they want
work as the “marginally attached”. A subset of this marginal attachment category that has
received substantial attention is the discouraged worker group — those who state that they
did not search because they believed no work is available in their area or suitable to their
skills. Another subset that I will discuss subsequently is a group we refer to as “Waiting”.

The magnitude of the marginal attachment category is non-trivial. In Canada they
typically constitute a group about one-quarter to one-third the size of the unemployed
category. In other words, the unemployment rate would be about 25 to 35 percent higher
if we used a broader definition which includes those who did not search but state that they
want work. To illustrate the importance of these measurement issues in comparing
different countries, note that in Australia the marginal attachment category is two to three
times as large as the unemployed -- i.e. six to twelve times as large as in Canada. This

appears to be due to the fact that Australia employs a very strict availability for work



criterion. To be classified as unemployed in Australia, an individual needs to be actively
seeking work and available to start work within seven days. Similarly in the U.S. the
marginal attachment group is substantially larger than in Canada — about two-thirds to
three-quarters the size of the unemployed category, or about two to three times as large as
in Canada.

In order to implement our method we need to observe the subsequent labour force
activities of individuals who are classified in different ways in the current period. That is,
we need longitudinal data. To create a longitudinal data set with information on the desire
for work among non-searchers we take advantage of the rotation group structure of
Canada’s Labour Force Survey. Individuals who enter the survey remain in the LFS for 6
consecutive months. Each month approximately 1/6™ of the sample rotates out and a new
rotation group joins. Thus approximately 5/6th of the sample is common between a pair
of contiguous months. Because the SJO is a supplement to the LFS we are able to link up
most SJO respondents in March to their subsequent labour force behavior in April. In
discussing the findings I will focus on transition rates into employment because this is
most relevant for assessing the degree of labour force attachment. However, we generally
find that our rankings of the degree of labour force attachment are identical across
alternative destination states.

Figure 1 shows three transition rates — those from Unemployment as
conventionally measured (U in the figure) and those from two subsets of non-participants:
the marginally attached (M) and those who do not want work — a group we call the “Non-
Attached” (N). The principal message here is that the M category is quite distinct from
the remainder of those classified as non-participants. Indeed, if anything M appears
closer to U than to N in its degree of labour force attachment, as measured by the
probability of being employed next month. If we were to look at the transition rates into
other destination states, we would see a very similar story. However, it is also important
to note that the U and M groups are distinct (that is, their transition rates into employment
are significantly different from each other). The sample sizes underlying these average

transition rates are large and the associated standard errors are small.



What Figure 1 shows are average transition rates. In our formal tests of
equivalence we control for observable characteristics such as age, gender, education,
marital status, and region. The results are essentially unchanged from those based on
simple inspection of the sample averages and their standard errors.

The SJO asks those who want work why they did not search. We classify the
reasons given into four categories: Personal (which includes family responsibilities,
illness, and going to school), Waiting (which includes waiting for recall to former job,
waiting for replies, and has a new job to start sometime in the future), Discouraged
(believes no work available in region or suitable to skills), and Other. We find that the
Waiting subcategory displays very strong labour force attachment -- even stronger than
those classified as unemployed. Figure 2 shows the transition rates into employment
when the Waiting subset is separated from the rest of the Marginal Attachment category.
(These are denoted M(W) and M(NW) respectively.) According to this evidence we
would be inclined to classify the Waiting sub-category of M as unemployed rather than as
OLF, as is conventionally done. This conclusion continues to hold when we examine the
transitions into each of the destination states rather than the single transition rate into
employment shown in the figure.

It is important to note that this Waiting subset of M does not include those
classified as “Temporary Layoffs” and “Future Job Starts”. Statistics Canada’s Labour
Force Survey currently classifies as unemployed individuals on temporary layoff or with a
job to start within the next four weeks providing they are available for work. That is, job
search is not required for these types of situations. The Waiting subset of M identified
here does not include those classified as Temporary Layoff or Future Job Starts. Yet
when these individuals state that they are not searching because they are waiting for
recall, expect to start a job, or waiting for replies, they are clearly not dreaming. A large
fraction of them are employed a month later. One interpretation of this evidence is that
the conventional criteria for “Temporary Layoffs” and “Future Job Starts” may be too

rigid.



A second point to note is that once the Waiting subset of M is removed, the
remainder of the Marginal Attachment category is an intermediate state, distinct from
both U and N and approximately halfway between the two.

The final point to note is that the Discouraged Worker subset of M does not
appear to be distinct from those not searching for personal or other reasons. Despite the
substantial amount of attention often paid to discouraged workers in discussions of
hidden unemployment, there does not appear to be any reason to treat discouraged
workers differently from other non-searchers who want work.

This methodology can also be used to assess the United States procedure of
treating passive job searchers as out-of-the-labour force versus the Canadian method of
classifying passive job searchers as unemployed. This difference in methods accounts for
a non-trivial amount of the Canada - U.S. unemployment rate gap -- about 0.6 to 0.7 of a
percentage point at present. That is, the current Canadian unemployment rate would be
about 7.1 rather than 7.8 percent if U.S. definitions of unemployment were used. But
which definition makes more sense? Our analysis of this issue indicates that those using
only passive search methods (in this case those who only looked at job ads) are somewhat
distinct in their labour force behaviour from those using active methods. (Note that active
search includes those using multiple methods, which is quite common.) At first glance
this appears to provide some support for the U.S. method. However, the passive job
searchers are also clearly distinct from those who are not searching at all. In general the
passive searchers appear closer in their behaviour to active searchers than to non-
searchers. On this basis, the case for maintaining the restrictive U.S. methodology
appears weak.

I will conclude with a brief discussion of new projects that are currently
underway. One question you may be asking is: Are these findings peculiar to Canada or
do they hold more generally? A second natural question is: Given that Canada recently
made substantial revisions to its Labour Force Survey, do the findings based on the
previous LFS have any relevance in the current situation? The ongoing research is

intended to provide answers to both questions.



Until recently it was not possible to do this kind of work in the U.S. The reason is
simple. Although the CPS has included for some time a question on the desire for work
among non-searchers, this question was asked only of those leaving the survey that month
— i.e. those in the outgoing rotation group. It is thus not possible to follow the subsequent
behavior of these individuals. However, with the substantial revisions to the CPS in
1994, the desire for work question is now asked each month of all survey respondents. In
work in progress with the CPS data (Jones and Riddell, 1998b) we find that the marginal
attachment group — which you will recall is much larger in the U.S. — is an intermediate
category between the unemployed and the remainder of those conventionally classified as
non-participants. In this respect the findings are very similar to those obtained for
Canada.

The CPS data allows us to separate the M category into three sub-groups
according to their reasons for not searching: Personal, Discouraged and Other. Thus there
IS no counterpart to the Waiting sub-category in the CPS. We find no persistent
differences among these three sub-groups in terms of their transition rates into
employment. Again it appears that the discouraged worker category does not stand out
relative to others who state that they desire work.

Finally I want to briefly mention some preliminary findings from a project with
data from the revised LFS (Jones and Riddell, 1999b). Since January 1997 the LFS asks
non-searchers about their desire for work. Thus there are now monthly counts on the
marginal attachment group. We find that the M category continues to be an intermediate
group in terms of labour force attachment under the revised LFS. Interestingly, those not
searching because they are waiting for replies or waiting for recall continue to exhibit
behavior that is distinct from the rest of the marginal attachment category.? At the very
least this waiting group is a clear candidate for inclusion in any broader or supplementary

measures of unemployment.



CONCLUSIONS

Here is a summary of what | take away from this body of research.

1. There is substantial heterogeneity within the group we conventionally classify as OLF.
Some non-participants have very weak attachment to the labour force according to our

criteria, while others have much stronger attachment.

2. The desire for work among non-searchers conveys substantial information about the
degree of labour force attachment. Asking people whether they want work is not a
meaningless question; indeed the response conveys considerable information about
future labour force status. For “hard-nosed” economists who believe that a question
about the desire for work is meaningless unless one also specifies the remuneration,
working conditions and non-wage benefits associated with the job, this is perhaps the

most surprising finding.

3. Now that both Canada and the U.S. obtain monthly counts on those who desire work

this information may become more widely reported and discussed.

4. In Canada, the waiting sub-category of marginal attachment displays particularly
strong labour force attachment. This may indicate that our measures of temporary
layoffs and future job starts are too rigid. Even if this is not the case, the waiting sub-
category appears to be a clear candidate for inclusion in any broader or supplementary

measures of unemployment.

5. Discouraged workers do not stand out as a distinct group relative to others who are not
searching but state that they desire work. This result continues to hold even after we

control for regional labour market conditions at the level of the province.

2 |n the revised LFS there is no longer a category for those not searching because of “waiting for a job to
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6. The U.S. procedure of classifying those who use only passive job search methods as

non-participants does not appear well supported by this type of evidence.

7. This general approach seems to be a promising method for bringing evidence to bear
on the difficult questions of how best to measure unemployment and labour force
participation. We do not claim that these issues can be fully resolved on the basis of
this type of analysis alone. However, we do believe that this type of evidence can lead

to more informed decisions on these important issues.

start”.
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