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2, WHAT®S WRONG WITH EXISTING APPROACHESY

2.1 The Unemployment Rate Approach
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The unempliovmeni rate approach to mezsuring the state of

labour market has several weaknesses. 1t provides only &

labour force, thus ignoring discouragesd warkers and olher forms.

0f hidden unemployment’ . It also measures onily one aspeoi

underutilisation, ignoring te such &t
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recognising that it is insufficient to merely consider the
quantity of peoplie emploved. Consideration of the availability
of Jjob skills is important because an economy in which a 1ot aof
mismatching exists may be no better off relative te potential

Myrdal

i
X3l
Y

than an econamy with a3 lot of unemplovment. Indeed,
(19687 and Hauser {1974} have previousliy argued, underempliaoyment
has been of greater magnitude ithan actusl unemployment in

developing countries for gquite same time.

The weaknesses of the unemplovment raie aperoach have become miore
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ast decade which has seen greater attention given

W

acute in
to policies which reduce officia
new job opportunities. For axampie, the Ausirian Government
syccessfully disguised that couniry’s unemployment ??@ﬁ%éﬁ in the
period 1976-1988 by offering subsidies to empinvers to retain

¢

staff thevy would otherwisse have taid off*.
2.2 Aliternative Labour Market Frameworks in the Literature

Two frameworks are discussed® . Hauser's (1974, 1977) seeks ta
redress the weakness inherent in the unemplovmeni rate approach
when analyvsing developing countries by providing separale
statistics for underuti
af the forms of underemplovment. Tab
framework, which Sullivan (1978) and Clogg (1979 have applied
with some success to the USA economy. Although this framewnrk is

an improvemeni on the unemplovmeni raite aspevrozch, it has mnst of

]

the drawbacks aof thal aperoach. In particular it provides anivy

a headcocount measure of underutilisation and 1t is based on the



standard, narrowly defined 1:

extent of eazch individual’
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af the present proposal are a broader definition of the labour
force and the ensuing imporiance given to pecple marginally
attached to the labour faorce and greater atlention to desired
hours of effort.

Conceptually, ALUR is the ratic of “aggregate available hours ot
sffart less total hours oaf labour used® to “sggregate available

hours of effori’, expressed as 3 percentage. A srovisional
operatiagnal formula for ALUR is*?

&
ALUR = T o = W3 ow o 188X
=1 M
where H, refers to annual hours of offered work effort and Ha to
actual work effori undertakeny 1 = f,..c¢00,01 with M being the

number of people in the usually active population®®.

Defining Fy = Ha i A Ha e

we see that percon i’e ylilisation rate is Py For every person
who is Fully utitised, i.e. is working the number of hours they

wi§&¢ e Wil

person Py will be Tess than one (bul not less thai
The economy’s aggregate rate of underutilisation
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From the data collected for the ALUR statistics, a variety of

¥y

other statistics could be derived including the unemplovment

rate, Hauser’s statistics, and Maddison®s use of potential
indices; each of which would still be expecied to have a role in
play in labour market analvsis. As with exieting statistics,

disaggregated ALUR siatistics could be produced for targsted

the labour force such as married women, teenagers,

i
o
(]
v
ook
L3
o)
3
by

pider warkers, occupational categaries, industries and geggraphic
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egiong.
The monthly labour underutilisation statistic (MLUR) has the same
conceptual framework and aperational formula as ALUR. The main

is the itreatment of persons
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difference betusen fhe
who want to work within the next twelve months bui do not wish to

work within the next four weeks'®. In the ALUR
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sta
calculations, these people are regarded as being underuiilised
whereas for the MLUR calculations they are regarded as being

Fully uytilised,
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In deriving ALUR statistice, several prohlems need o be
recognised. Firstly, the calculastion of potential available

teutation is

elicit precise information on desired hours as well as actual

hours of work. In the present context, it would he conceptually



incarrect to use standard hours for preferred houre even faor
full~time workers. While the ALUR statistic would take on i1t:
minimum value at full emplovment, there is nathing in the

framewosrk which requires that this value be zerod it might well

tive aspecis are

oW

be a posifive value, especially when gquatit

properly accounted for*®.

While it is envisaged that the ALUR calculatiens are to be based
aon the existing set of institutiaonal arrapgements, i1 is notl
assumed that the asggregate supply of hours from the ysyaily

n particular, the possibility that

Fex]
[

-

3

active population be fix

labour supply is responsive to. real wage changes must be
included. My own view is that the elasticity of supply Is very
tow, at least in the short term. In any event, this criticism i3
equally applicable fto all static labour market measures and it
does not detract from the usefulness of these measures &s
indicators of the state of the labour market in either the short-
term ar the medium ferm.

7

Measuring the incidence of gualitative underempioyment require

13
iy

greater dearee of arbiirariness than any other other aspect of

underutilisation'®. One of the features of Hauser 1is his attenmpt
to tackle this issue systematically. Maddison does no
this issue and the present proposal has thus far glussed over

this particultar measurement problem®S.

Accurate ALUR/MLUR statistics cannol be derivead from existing

e

abour force statistics for any country until statistics on the

usually active population are colliected and made available,
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including more precise information on both desir ac

hours and information on gualitative aspects of underutilisation

3.3 SHMLUR ~ A Very Partial Example:

While there are several obvious practical problems in

implementing the ALUR/MLUR preposal, there can be no doubt that a

consistently applied measure such as is formulated here
substantially improves on existing statistics. An interim, but
second best, measure which could be adopted with minimal
disruption to existing labour force surveys 1s an approximation
to MLUR in which no weight is attached to gualitative
underemplovyment. To produce this statistic, denoted SMLUR
hereaftert’, the only additional information fo be coilected is

e

precise figures faor desired gnd actual hours of work for all

membere of the broadly defined labour force. While not inciudin

qualitative aspects of underutilisation, SMLUR statistics would
ctill qive a more accurate picture of the labour market than is

rrantly presented.

SMLUR statistics can be estimated for Australia for September

1983, March 1984 and September 1984. An indication gf the value

0f such staticstics can be seen from Table 3, in which SHLUR
statistice are compared with several other labour market

ctatistics. It is apparent that concentrating only an the

nfficial labour force understates the extent of underutiiisation

even if underemplovment is taken into account. The figures

indicate that the extent of the undersiatement is considerable.



Table 3: SMLUR and onther Labour Market Statisticss sustralia,

SHMLUR
Offic
Hause
"Madd

Uneamp
disc

Unemp

mardg

Sgurcest

Mote:

September 1983, March 1984, and September 1984

Sapi March Sept
1283 1984 1984
16.3% 16.4% 14.1%
ial unempiovment ratle 16.2 DT B.4
r*s statistic 14.5 13.4 172.48
teon’ s’ measure 11.3 18.4 i8.2
Tovment rate, including 11.7 11.6 G B
guraged workers
Toyment rate, including 18.6 19.3 17.8
inaltly attached persons
411 figures are derived from ABS (1984a, 1984k, 1984c, 19844
ﬁ?!é i?ggﬁ} M ' .
Derivation of the SMLUR figures are given in Sopendiz A. The
Mauser and Maddison measures are explained in the text. The

Hauser measure presented here does notl capture invisible
underemployment and the '"Maddison” measure is not expressed
relative to a full emplovment level. For September 1984 the
hours figures were unavailable and the hours distribution
orevailing in March 1984 was assumed {alihough if the
September 1983 distribution was used, the same figures
resulied).



The table alep indicates that all three measures based an ithe
afficial labour force'® imply an improvement in the siate of the
labour market whereas the SMLUR figures indicate a move mix&é
reality. For the six months to March 1984, the improvement was
statistical rather than real, reflecting merely a Eeéégéri&utiﬁﬂ
of rather than a reduction in underutilisation. Importantly, ihe
final row in Table 3 indicates that if hours of supply are not
taken ints account underutilisation will be overestimated by

argund 2.5 to 3 percentage points, at least for the periad

discussed.

Even though the SMLUR statistics presented are estimates, arnd
incomplete, they indicate the real need for improved labour

market statistics, & need which should be met by the collection

and dissemination of BLUR and MLUR statistics.
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Recent figures from the ABS (ABS 1984bL7 indicate that fthere
are around 750,806 hidden unemploved in Ausiralia, implivying
that the size of the labour force is unidarestimated by 9.5%

i

are ignored. Discouraged worker

¥y
L

if these individual

comprise only 14~15% of all hidden ynemployment .

This does not include workers on pald or unpald leave.

=

See Hauser (1979Y, p 5 and Standing (19

discussion of these pointe.

s a result the afficial unemployment rate did not rise above

2.%% uptil 1988: Pichelmann (19845,

Readers are urged to consull the primary sources for fuller
discuscinon of these proposals and the derivaltions gf the
figures presented here. For a survey of other proposals,. see
Standing (19783, chapter 2. See, also MacMahon and Eobkinson

19847 .

i.e. covering all empleved persaons, plusg unpaid family

enterprise workers, plus those unemploved persons who ars

actively looking for work.
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Compared to weekly and monthily

ILD (19832, p.X1.

]

i.e. not only discouraged workers but &il other categoriss 0

3

marginal attachment to the labour market.

¢
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12.

15.

16,

17,

Section 3.4 presents some preliminary estimates of ihe

monthly statistic and compares them with the other measures

putlined.

This is provisional as more work is regquired to refine this
mezsure to account for gualitative aspects of

underamplioyment.

The labour force categories used in this approach are given

in Appendix B.
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i.e. persons in labour force categories

see Appendix B

The statistic could be negative 1f sufficient emploved

persons were working longer hours than they desired.

This ic one explanation why estimates of this aspect of

underutilisation have rarely been altempted.

& pragmatic approach has been adopted here. In the absence

By

aof data with which to experiment, fthere ssems titile wvalue in

going bevond the itreatment of Hauser, Clogg, and Sullivan.

SMLUR ie an acronvm for Sscond best Monthly Labour

Underutitisation Raie.

as shown in rows 2 to 4 of the tabie.
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Appendix A: Backsrpund to the SMLUR calculald
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The SMLUR estimates pr

ARS (1984s, 1984b, 1984c, 1984d and 1984e). ihen using grouped

data, as is the case here, the fermula is reuwriiien as
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catagory ', and hyjs and h;. are, respectively, av

desired and worked in the jih category.

Ear SMLUR ealeulations, only in categories J = 1.
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average the gsame as the desired hours of the fully utilised
categary to which the underutilised person aspires. This means

that the relationships among the h's can be written as

8 < hya = by,

% {~ E"%:‘:ﬁ = §"$2a

g < %"‘é;;;.g < th’ == %“(ig;
8 ¢ has < hao = hig g
@ = hﬂ& < %'355» = %?‘ia
G = kg < haa = by,
B o= by, < hye = by g
2 = haa < hse = hzo
g = he g 4 ?‘wa = by g
% = %’%?.@ﬁ { gﬁﬁ@a = hz:@
@ = hita = higoa

B = hiza = hias

G = hiaa = heas

@ = hisae = heas

G = hisae = hises

1. The categories are defined in Appendix B.

o

2. Npte that for ALUR calculations, this statement is only irue

for categories 1, Z, and 13.



fependix Be Labour Force Status Categnriest:

working full time, fully emploved

J i

2 working part time., fully emploved

3. working full time, want more work

4, working part time, want more work

5. officially unemploved, waﬁ% Full time work

& gfficially unemplioved, wani part fime work

7 discouraged worker, want full time work

&, discoyraged worker, want &aft time work

@ marginally attached (oiher than 7 or 8), and avallable
to start work within four weeks, want full fime work

18. marginally attached (other than 7 or 83, and availszble
to start work within four weeks, want part time work

11+ as for 9, except not wanting to start within four weeks

12. as for 18, except not wanting to start within four wesks

13, other persons wanting full iiﬁe work, not actively seek-
ing work and not available to start wiihin four weeks

i4. as for 13, but wanting part time work '

1%. not wanting to work at aiil.

i.

These are the categories adopted by the ABS (1984a,1984b and
d d in the

iscu

i

I984cY in response to the ILO recommendations Se
text. The ABS dpoes nol consider categorises 13 and 14 in its

calculations of marginally attached persons.
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