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Chapter 11: The Employment Market

An earlier chapter analyzed the employment relationship in
terms of demand and supply analysis, both from a classical and a
more modern economic perspective. It was noted that one of the
characteristics of the real world labor market was its tendency
not to "clear"” (not to equate demand and supply) in the classical
meaning of that term. And, one of the reasons for the labor
market’s departure from the classical model was seen to be the

cost of employee turnover.

One element of demand and supply analysis was also discussed
in the last chapter, as part of a general discussion of
conflicting employee-employer interests. Specifically, the
determination and scheduling of labor hours was reviewed. Again,
a simple classical view of the 1labor market proved to be
insufficient; hours determination involved not only individual
employer and employee preferences but also externalities across

employers, and -- again -— problems of imperfect market clearing.

In this chapter, there will be further elaboration of demand
and supply analysis,; relying heavily on empirical information.
Just who succeeds in the labor market and who does not? How do
employees and employers find each other? What do is meant by
"unemployment” and how does it affect the employer—-employee

attachments of those who are employed? The goal is to provide a



realistic picture of the employment market and suggest HRM

implications.

Discussion of those issues will serve to introduce two key
questions of the next chapter: Under what circumstances will
employers and employees "invest” in the employment relationship
through training and skill enhancement? And how does individual
investment in education affect job search and success in the

labor market?

Previous chapters héve drawn repeated on data from the
monthly "Current Population Survey" (CPS) for information on the
labor market. The CPS provides a wealth of detailed data on
individuals in and out of the 1labor force, based on a sample
survey of 59,500 households. As noted in chapter 1, three key
statuses are determined for noninstitutional individuals of
"working age" (defined as 16 years and older): 1) employment, 2)
unemployment, and 3) not in the labor force.? The 1labor force
is defined as the number of individuals in the first two
categories. Hence, the third classification 1is the residual

population, those who are not employed nor unemployed.
I. Employment.

Each of the three statuses is more arbitrary than its label

might seem to imply ‘at first impression. Fdr examble, someone
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who 1is actually working for economic gain at the time of the
survey should clearly be counted as employed.= People who are
not working in the external commercial setting are not considered
as employed, even though they may be engaged 1in worthwhile
activities. Thuss volunteers, homemakers, and students (without
jobs), are not recorded as being employed. But, not all
individuals who think of themselves as having a job (and, hence,

as employed) are actually at work.
i. Nonworking Workers.

Table 1 shows that on average about 5% of nonagricultural
employees in 1986 were, in fact, not at work during the reference
week of the monthly survey. Of these '"nonworking workers,"” over
half were on vacation, obviously a seasonal activity which is not
spread evenly over the entire year. The remainder were idled due
to illness, bad weather, indugtrial dispute, or what are termed

"other" reasons.

Exactly what these other reasons were 1is not reported.
However, employers commonly grant leaves for jury duty,
bereavement, maternity, and military service. Less common are
leaves for paternity and adoption. In addition, employers will
sometimes grant (often unpaid) leaves for such personal reasons
as alcohol or drug rehabilitation, educational pursuits, work in

a political campaign, or social service work. In one. survey, a

3



Table 1

Persons With a Job But Not at Work, 1986
{Nonagricultural Workers)

With a Job But Percent of Wage
Not at Work as and Salary
Percent of all Workers not at
Civilian Work Being Paid
Reason Employees by Employer?
All Reasons S5.3% S6%
Vacation 3.0 71
Illness 1.2 42
Bad weather .1
Strike/lockout .1 -->25
Other .9
lExcludes private household workers. Ninety percent of those

with a job but not at work were non-household wage and salary
workers.

Source: Employment and Earnings, vol. 34 (January 1987), pp. 156,
193.




few employers even cited serving a jail sentence as a reason for

unpaid leave.™®

A little more than half of those people who had jobs but
were not at work were being paid for their absences, mainly
workers who were on vacation. However, the converse observation
is also significant; about half of wage and salary workers who
are not at work are viewed as employed -- and seen by themselves
as having a job -- even though they are receiving no payment from
their employers. This view of the employed workforce is
symptomatic of the stakeholder attachment of workers to their
jobs which we have stressed throughout this volume. An
individual can bhave a job yet not be working. American data
collection methods, and the way individuals answer CPS questions

about their employment attachments, reflect this employee stake.
ii. Insufficient Hours.

Not all workers who have jobs necessarily are working the
hours they wish. In 1986, almost 2% of those who usually worked
full time (35 hours or more per week) reported that in the survey
week they were working only part time in the survey week because
of "economic reasons."” These reasons involved insufficient
demand for labor by their employer to maintain full time work or

an inability to find a full time job.



For example, someone who normally worked full time on a S
day per week schedule would fall into this category ifihe/she
were suddenly placed on a 3 day per week schedule due to slack
work.  Also so-counted would be someone who was permanently laid
off part way through the reference week, since he/she would have
some work activity to report during that week. About one fifth
of 1individuals who normally worked part time in 1986 reported
that their part time status was due to economic reasons, i.e.,
they did not have the full time work they preferred.® As noted
in the previous chapter, employee frustration over differences
between their actual weekly schedule, and the schedule they would

prefer, can pose a human resource problem for employers.®

I1I. Unemployment.

The word "unemployment" is sometimes used in casual
conversation to refer to anyone who does not have a job. Yet
there are many people who do not have a job, and do not wish to
have one, e.g., retired persons. Historically, when empirically-

oriented economists have used the term "unemployment," they have

referred to people who do not have jobs but want to work, i.e.,

to people who are "involuntarily"” without employment. Yet
because the classical economic model seemed to preclude the
existence of involuntary' unemployment, arriving at a precise

definition posed a significant problem.



i. Involuntary Unemployment.

Economists have pointed out that in a formal sense,
unemployment involves an asymmetry between capital and labor.e
Normally it is expected that capital (the employer) hires labor.
Were there no transaction costs, however, workers could just as
well hire capital. Thus, unemployed auto workers might
hypothetically hire a car factory and go into business for
themselves if a factory owner refused to hire them. In such an
imaginary world, there would be little opportunity for
unemployment to exist.”? But the difficulties involved in an
entire factory workforce somehow coalescing itself and hiring the

necessary management and capital are self evident.

The fact that there 1is always some option for self
employment of unemployed workers, however, is one of the
objections by purists to the very concept of involuntary

unemployment. Perhaps the unemployed auto worker cannot really
join with other idle individuals to hire an auto factory, because
the costs of forming the necessary coalition are too high. But
he or she could always offer to cut their neighbors’ grass or
sell pencils or apples on street corners. Even though such
pursuits would pay substantially less than work in a car factory,
the unemployed auto worker still "chooses” not to undertake these

tasks, and therefore 1is "voluntarily" idle, according to this

view.



Still another objection that has been raised to the concept
of involuntary unemployment is that unemployed workers "ought" to
bid down the wage for jobs, in effect underselling incumbents.
An unemployed worker could —-- in theory -- enter a workplace and
offer to work for a few cents an hour below the wage paid to the
existing workforce. Economists with a pragmatic orientation have
long recognized that such offers would most likely be met with
employer responses that there are "no vacancies.” Yet the notion
that the labor market should operate like an auction market (even
though it does not) has proved to be an intellectual stumbling
block for some theorists. That employees refuse to act as if the
labor market were a classical auction as a sign by certain

theoreticians that their unemployment is not "truly" involuntary.
ii. Actual Measurement.

During the Great Depression of the 1930s --  when
unemployment was the most pressing social issue of the day--
such debates were quite common in the economic literature. The
views expressed then still persist in some circles today,
although they would probably be stated more elegantly than they
have been stated above. As the Great Depression continued,
empirically-oriented economists and statisticians struggled to
come up with a definition of unemployment that would permit

actual measurement. Ironically, howe?er, it was not until 1940



(when the Great Depression was almost over) that the predecessor
to the modern Current Population Survey was established to

monitor unemployment and other labor force characteristics.

Since 1940, the empirical approach to unemployment has beeh
to sidestep any attempt to classify people on the basis of what
the survey taker might have viewed as available alternatives for
them to unemployment. Since cut-the—-grass or sell-pencils-and-

apples alternatives are always available, no one would ever be

counted as unemployed using a strict version of such a
definition. And any 1less strict version would be inherently
subjective and indefensible as a labor market indicator.

Instead, those being questioned in the CPS tell their own stories
in the form of answers to specific questions.® A working-age
person is counted as unemployed if he/she meets one of the two

following criteria:

1) The individual was available for work during the
survey week (except for temporary illness) and had looked

for work during the past four weeks, or,

2) The individual had not 1looked for work because
he/she was on layoff status from a job or was waiting to

start a new job within 30 days.



Criterion #1 -- under which the vast majority of the
unemployed are captured -- measures unemployment by a self-

expressed desire to work as evidenced by some job searching

activity.” The issue of whether the individual could have found
a job if only he/she had searched more diligently 1is not
considered. For example, someone who had received a jOQfoffer,
but rejected it as unsatisfactory, would still be counted as

unemployed.

The CPS survey taker does not dismiss the offer-rejecting

individual as being too "picky"” and, hence; not really
unemployed. As will be seen below; such rejections of offers
(including "self offers" of grass cutting) may be entirely
rational responses of 1individuals. Much depends on what

alternatives the job seeker may expect to uncover by continuing

to search for other job offers.

Still another reason for avoiding subjective judgments about
the diligence of job search is the notion of queuing. Suppose
there are 90 jobs available and 100 job seekers. Ten of the job
seekers will end up as unemployed, because of the labor demand
insufficiency. But 90% of the job seekers will be successful in
finding work. Had one of the remaining ten been more aggressive
in search, he/she mmight have among the successful 90%. But

someone else would simply have been elbowed out of the 1line and



wound up as unemployed. When all 1is said and done,; ten

unemployed individuals will remain.

Criterion #2 recognizes the potential 1linkage between
employer and employee during spells of non-employment, if the
employee has an expectation of returning to his/her old job.
Formal layoff systems are particularly common in the union
sector, but can also be found in nonunion employment. In effect,
criterion #2 recognizes that it may not "pay” an employee who
believes he has a new or old job "lined up” to search for some
other interim job during a spell of non-employment. Indeed,
because of the costs of turnover, workers on lay off who do
search for temporary alternative jobs may be rejected by
potential employers on the grounds that they will probably quit

when their old jobs resume. Why hire someone who will soon be

quitting to work for someone else?

Since, by some definition, all unemployment can be dismissed
as voluntary, there is no perfect approach to measuring
unemployment. Thus, for example, the requirement under criterion
#1 that those seeking work must cite a search activity within the
past four weeks is clearly arbitrary. It could just as well have
been set at three weeks or eight weeks. The "looser" the
criteria, e.g., eight weeks rather than three weeks, the higher
will the absolute number of unemployed be in any given survey

week.®? However, any plausible measure of unemployment will
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produce the same general cyclical responses, i.e., more
unemployed in recessions and less in booms. Thus, most
industrialized countries have adopted some variant of the U.S.

approach to unemployment measurement for their own economies.2?

iii. Job Losers.

Perhaps the most common public perception of an unemployed
person is someone who has lost a job. Such individuals in fact
make up only about 40-60 percent of the unemployed as defined in
the CPS, depending on the stage of the business cycle. Times of

high unemployment and job scarcity are known as periods of loose

labor markets. Job losers become a larger proportion of the
unemployed —-— not surprisingly -- during recessions, when the
labor market 1is loose. Their importance in total unemployment

falls during booms, when jobs are plentiful and the labor market

A

is termed tight.

Table 2 1illustrates the dominance of job losers in the
cyclical fluctuations of unemployment (as opposed to the absolute
number of unemployed people). The unemployment rate is defined
as the proportion of the labor force which 1is unemployed; i.e.,
as E/(E+U) where E = the number of employed persons and U = the
number of unemployed persons. The job loser component accounts
for much of the variation in the overall unemployment rate

between busineés cycle peaks (denoted "P" on the table) and

P!



Table 2

Civilian Unemployment Rates by Reason for Unemployment

1973 1975 1979 1986
(P) (M) (P)

Total 4 .9% 8.5% 5.8% 7.0%
Job losers 1.9 4.7 2.5 3.4
Job leavers .8 .9 .8 .9
Re-entrants 1.5 2.0 1.7 1.8
New entrants .7 .9 .8 .9

Note: Details need not sum to totals due to

Source: u.S.

Bureau

Statistics, bulletin

Employment and Earnings,

Labor
ec2l17
vol.

Statistics,
(Washington:
(January 1987),

rounding.

Handbook

1985),
170.

of Labor



troughs

force re—-entrants and new entrants

work but

fluctuations.

The
little
influences.
business cycle
factor tends to
other

On the

times will find

unemployed longer) than during good times.

(denoted

did not

unemployment

fluctuation

"T") ., In contrast, unemployment rates for labor
(workers who began to seek
have jobs in the immediate past) show milder

rate for job leavers (quitters) shows

since it is affected by two opposing

People with jobs are less likely to quit them during

troughs, since alternative work is scarce. This

lower the trough unemployment rate for quitters.

hand, workers who do quit despite the bad

those
it harder to find new jobs (and thus will remain

And that factor tends

to raise their unemployment rate.

iv.

Unemployment Duration.

Fear of job loss is an important factor in the lives of many

workers.
employers,
firms.
security,

attractive to

This
and --
Other factors

i.e.

potential job

fear, in turn, affects their relationship with

therefore the human resource policy of

held constant, an employer who offers job

a reduced possibility of 1lay off, 1is more

applicants and incumbents than one

offering only uncertain prospects of continued employment.
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Unemployment is feared, in part, because of its potential
duration. One source of information on unemployment duration is
the monthly CPS. Those persons who are identified as currently
unemployed by the CPS are asked how long they have been in that
condition. The average response has varied from 8 to 20 weeks,
depending on the business cycle. During periods of high
unemployment, the duration recorded rises relative to its level
in periods of 1low unemployment. The 1long duration during
recessions reflects the fact that in loose labor markets, finding

a job is difficult and the search for work must be extended.

Two points should be noted. First, these reported 8-20 week
responses reflect interrupted spells of unemployment. That is,
those responding are currently in the midst of being unemployed
and many will remain unemployeq for additional weeks. If the
crude assumption 1is made that the average respondent is half way
through his/her spell of ungmployment, then the unmeasured
completed spells will be double the 1length of the measured
interrupted spells. Thus, average completed spells -- spells of
unemployment after which the worker has found a new job or has
dropped out of the labor force -- can be taken to be roughly 16
to 40 weeks in 1length, again depending on the tightness or

looseness of the labor market.

Second, analysts of labor market phenomena have noted that

these long' durationsb can _hide‘the fact that many unemplaoyment
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spells are much shorter than the average spell. When a’person
enters unemployment, he/she often leaves that state qgickly,
perhaps within a few weeks. But some people have very long
spells which drive up the average. Thus, the median inteyrupted
spell of unemployment reported has been 4-10 weeks in length,
compared to the B8-20 weeks of the average interrupted spell.2=
Thus, an alternative view of unemployment duration ié;to ask
how long someone who becomes unemployed can expect to remain in
that conditiqn. ‘If the analysis is confined only to "new
entrants”" into unemployméht, the estimated completed spell should
be shorter fhan if‘ all currently unemployed persons are
considered. This feature 1is due to the fact that long-term
unemployed will be disproportionately represented in the CPS

sample of currently unemployed individuals.2>

Estimates of expected unemployment spells for the newly
unemployed suggest durations ranging from &6 weeks during the
period of very low unemployment rates in the late 1960s to 15
weeks during the deep recessions of the mid 1970s and early
1980s .1« For those with concerns about HRM policy, i.g., the
readers of this text, the important question is what is the

average duration of unemployment that can be expected by a job

loser who becomes unemployed. It 1is that group which is most
likely to represent attitudes of current or prospective

emﬁloyees. : -



Some information on unemployment duration for job losers is
available. In 1986, for example, 22% of job losers (other than
those on layoff status) reported interrupted spells of
unemployment of 27 weeks or more, compared with only 10% for
other unemployed persons.:> A '"typical"” worker whose job is
permanently terminated can expect to experience several months of
unemployment and possibly -- particularly in a period of
recession —— a spell extending beyond a year. Thus, despite the
limits of available data, it appears clear that the possibility
of unemployment (and attendant income loss and uncertainty) is an

important shaper of employee attitudes and motivation.

Debate over the best way to tabulate and present the issue
of unemployment duration is best left to specialists and to other
books. From the human resource management point of view the key
issue is whether unemployment 1is a significant concern of
employees (ands therefore, to employers). The argument here is
that it is, and that workers -- who are 1likely to be averse
toward the risk of gnemployment—related income loss —-- will be
anxious to avoid layoffs. Thus, the degree of job security
offered by an employer is a key attribute of the total package of

working conditions.



v. Income Losses, Employee Attitudes, and Employer Policy.

Sometimes it is argued that unemployment no longer is a
serious problem for families since the advent of greater female
participation in the labor force has produced the "cushion" of an
extra earner in the household. But evidence from the CPS
suggests that even with two-earner (husband-wife) families, very
substantial drops in family earnings can occur if one family
member becomes unemployed, especially if the unemployed member is
the husband. A very rough estimate would be that if a two-earner
family (husband and wife) experiences unemployment of the
husband, family wage income will drop by two thirds. If the wife

becomes unemployed,; the drop will be roughly one third.2e

There 1is no doubt that two-earner families and the
availability of unemployment insurance (discussed below) has made
unemployment a less severe problem than it was,s say, in the
1930s. As will be discussed below,; unemployment insurance will
typically make up a little over 40% of 1lost weekly wages after
layoff, but its payments usually terminate after 26 weeks. Even
with the advent of unemployment insurance, the income shocks
related to unemployment are still sufficiently large so that
employees will want to avoid them. Employees will value
privately developed internal human resource policies that offer
protection from unemployment resulting from fluctuations in

econamic conditions. And they will be attra;ted to proposals in
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the external political setting that require - such internal

policies to be adopted.

The threat of unemployment, as noted in a previous chapter,
also may have a disciplinary effect. A worker dismissed for

inadequate or improper performance can anticipate a period of

difficulty in finding a new job. Thus, fear of unemployment may
discourage worker activities likely to be disapproved by
management.

For example, in the union sector, strike activity tends to
diminish during periods of high unemployment. During the first
half of the 1980s, when 1labor markets were generally loose,
absence rates (including those attributed to illness and injury)
fell markedly. Apparently,; workers felt 1less secure about
"calling in sick" or being absent for other reasons. And
employers felt more secure about taking measures to control

absences.*”

vi. Job Security as a Fringe Benefit.

Table 3 presents evidence on the risk that an employee in a

particular occupational group will experience some unemployment

during the course of a vyear. In 1984, the average monthly

unemployment rate for all workers was 7.4%. Yet, 17.4% of
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Table 3

- Percent in the Labor Fdrce.éxperiencing
and Unemployment in 1984

2
R

Percent Experiencing Unemployment

All who worked or looked
for work 17.4%

All who worked 15.3

Executives, administrators,
managerial 6.5

Professional specialty
occupations 7.0

Technicians and related
support 10.0

Sales occupations 13.2

Administrative support,
including clerical 11.1

Protective services 11.1

Other services except

private household 19.4
Mechanics and repairers 12.9
Construction trades 34.5

Other precision production,
craft, and repair 14.4

Machine operators,
assemblers, inspectors 24.9

Transportation and
material moving 23.9

Handlers, equipment
cleaners and helpers 30.3

Source: Shirley J. Smith, "Work Experience Profile, 1984: The
Effects of Recovery Continue,"” Monthly Labor Review, vol. 109
(February 1986), p. 41, 42.



individuals who were in the labor force at some time during that

year reported experiencing one or more spells of unemployment.

Even when confined only to individuals who actually had jobs
during 1984 (as opposed to those who loocked for work but never
had a job), the table shows the probability of experiencing some
unemployment was 15.3%. The median spell of unemployment for
those who had jobs; but were also unemployed at other times
during 1984, was about three months in duration. Almost a fifth
of those who had jobs at some time 1in 1984 reported that they

were unemployed more than half the year.2®

Moreover, Table 3 suggests that job security has aspects of
a fringe benefit. It is known that jobs which pay higher wages
also tend to offer higher fringe benefits, e.g., an electrical
engineer is more likely to have a pension plan than a janitor.
As job classification rises in the occupational (and pay)
hierarchy of Table 3, the risk of having experienced unemployment

decreases markedly.

Thus, 30.3% of the "handlers, equipment cleaners, and
helpers" classification —— low skilled and 1low paid workers—-
experienced some unemployment in 1984 compared with only 6.5% of
"executives, administrators, and managers." This discrepancy is
not merely a blue collar/white collar phenomenon. Within the

white collar groupings, sales and clerical workers have higher
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risks of unemployment than (generally higher paid) managers: and
professionals. And in the blue-collar groups, with the exception
of the highly seasonal construction trades, skilled workers show

lower unemployment probabilities than unskilled workers.

Some of these discrepancies in proneness to unemployment
occur because employers, for reasons discussed 1in earlier
chapters, have more reason to hold down turnover costs of the
occupations in the higher paid groups. But some of the
difference is also due to the general pattern of offering to the
higher paid a variety of desirable job characteristics (including

employment security) along with the basic pay rate.

What type of employee would particularly value job security?
An important element in determining “tastes" for security is the
probability that it would be diffitult to find another job once
unemployed. Some research has been done on estimating these
probabilities.*® It appears that the monthly probability of
leaving the state of unemployment is lower than average for prime
age persons, i.e., persons aged 35-64, especially for males. And
it is interesting to note that managers and administrators have

particularly low probabilities.

Thusy; the estimates indicate that while the chance of
becoming unemployed for relative senior workers and for managers

is relatively low; if unemployment does occur, these workers face

19



an especially long (and perhaps painful) search before their
unemployment ends. Individuals who are knocked off a career
ladder may find it difficult to 1locate a job comparable to the
job which was lost. It may not be easy for a SO-year old
executive to pick up and find a new poasition. Thus, the data
suggest that relative security is offered by employers to persons
who would be especially hard hit by unemployment and who

therefore value protection from such risks.

Note that HRM policies which provide seniority-related
security and career ladders paradoxically may worsen the plight
of those employees who are dislocated. Policies wunder which new

entrants come in at the bottom of the ladder mean that dislocated

senior workers will be forced "to start all over again." The
possibility of having to face such a 1loss ——- a loss of the
employee in the stake 1in his/her o0ld job -- adds to pressures

from employees for HRM policies of seniority-related security.
The existence of "internal labor markets" —-- systems of promotion
from within and career advancement within the firm -- thus tends

to reinforce itself.

vii. Layoff Systems.

As already noted, workers who are on layoff status, but are
not seeking work, are counted as unemployed in the CPS. This

practice is followed on the grounds that since such workers have

20



a reasonable prospect of recall, job search for them might not be
rationél. From the employer p;rspective,' a - layoff system for
dealing with the ups and downs of product market demand offers
certain attractions. In a world of imperfect information about
employee characteristics,; rehiring a worker who has previously
been employed by the firm may well be cheaper than hiring a.new

employee "off the street."” The rehired worker has known

productivity characteristics; the new one does not.

Apart from purely information considerations, a rehired
worker embodies whatever investment in training and skill
upgrading the firm has previously provided.=° In contrast, a
new worker must be "brought up to speed" by the firm before full
productivity 1s achieved. Thus, the employer saves training
costs, as well as screening costs, by the use of rehires from a

layoff pool.

In a period of high unemploymené, the chances that a laid
off worker will find a new job before being recalled to the old
one are reduced. Nevertheless, an employer with a layoff system
will probably want to convey to workers who are being laid off
that recall may be expected, or -- at least -- what the
probability of recall may be. If a 1laid off employee is told
that he/she has a good chance of recall within a not-too-long

period, he or she is likely to remain available to the employer.
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It might be expected, therefore, that unemployment spells by
laid off workers will be shorter than those-of other job losers.
Labor market evidence bears out this expectation. Table 4 shows
that the length of (interrupted) unemployment spells of workers
on layoff status tends to be shorter than length of spells for

other job losers. In 1986, for example, almost half of all

unemployed workers on layoff status reported that their spells

had thus far been of 1less than S5 weeks’ duration. The
corresponding proportion for other job losers -- those not on
layoff status —-- was well under a third.

According to Table 4, the significance of layoff

unemployment for total unemployment is quite cyclical. At the
trough of the economic slump of the early 1980s, workers on lay
off accounted for 20%4 of all unemployed workers and over a third
of all job losers. By 19846, however, the proportion of all
unemployed workers who were on layoff status had dropped to 13%

as the economy recovered from the slump.

Formal 1layoff systems are more 1likely to be found in
unionized firms than nonunion, indicating that employee
preferences as well as employer preferences play a role in the
establishment of layoff rules and procedures. However, the issue

of formality may be misleading.
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Table &4
Workers on Layoff Relative to All Unemployed
and Job Losers, 1979-86

Workers on Layoff|Percent of Job Losers with
as Percent of the|lnterrupted Spells of Un-—-
Unemployed employment Less than 5 Weeks
Civilian |(-----—-——-———--n|————————————————
Unemploy- All Job Workers on Other Job
Year {ment Rate All Losers Layoff Losers
1979 S.8% 14% 33% S5% 34%
1982 ?.7 20 34 40 25
1986 7.0 13 27 48 =87

Source: Employment and Earnings, various issues.




Formality in the Gnion sector means layoff by reverse order

of seniority and recall by senio?ity; For reasons discussed iﬁ
an earlier chapter, seniority 1is likely to be a key issue for
unions,; due to their internal political structure. Thus, unions
will push employers to obtain seniority-related benefits

including job security and recall preference.

But an employer is likely to prefer to have more discretion
in choosing who is laid off and who is recalled. Generally, from
the firm’s perspective, the optimal rule is to lay off the least
productive employees first. Similarly, the firm will want to
recall the most productive workers in the layoff pool before
others are recalled. Nonunion employers; who determine layoff
policy wunilaterally, are 1likely to build ir more room for

managerial discretion.

Even with their more flexible layoff systems, nonunion
employers are likely to pay some attention to seniority.
Seniority is linked to employee loyalty; the most senior workers
have remained with the firm the 1longest. Under an implicit
contracting model, in which 1loyalty is rewarded, nonunion
employers might well give significant (although not determining)

weight to seniority in layoff/recall decisions.

An exception to this rule 1is possible when the value of

continuing the implicit contract declines. There is evidence
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that nonunion employers who are permanently closing facilities
and laying off wérkers— are less likely _to éive weight to
seniority than those making temporary layoffs. The formgr no
longer see a value in maintaining the implicit agreement, ;ince

the employer—employee relationship is ending. But the latter

still need to retain employee good will.=®=2
viii. Unemployment Insurance and Layoffs.

In theorys private insurance policies against the risk of
unemployment could be offered by insurance carriers to workers.
However, a large moral hazard problem would occur under a private
unemployment insurance system$ it would be difficult for a
private insurance carrier to verify that a worker who claimed to
be unemployed really could not find a new job. There might be
incentives for people who were planning to drop out of the labor
force to claim unemployment insurance benefits in a hypothetical
private system. The difficulties in defining unemployment might
also create an incentive for a private insurance carrier to

challenge excessively the validity of worker claims for payments.

Adverse selection problems would also arise. Workers who
knew that they were likely to be laid off would naturally seek
insurance. Of course, moral hazard and adverse selection present
difficulties for insurance carriers in other contexts. But as

these problems mount, the ability to offer insurance profitably
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declines to - the point where no policies — are _qffered.
Une@ployment insurance seems -to »bé ;such a case; therg”are;no
significant offerings of such insurance from private carriers,
nor was there even in the era before it was provided by

government.

The only private unemployment insurance arrangements of any
consequence which are found in the real world are the
Supplemental Unemployment Benefit (SUB) plans specified in some
union-management contracts. These SUB programs were described in
an earlier chapter. SUB plans are monitored by the employer, not
an outside carrier, and the employer’s operation of the plan is
monitored —— in turn —-— by the union. Opportunities for moral
hazard problems to arise on the employee or employer sides are

thus limited.

In the absence of unemployment insurance from private
carriers, society has chosen to rely on a state-run system. The
American unemployment insurance (Ul) system was established as a
joint federal-state venture during the Great Depression of the
1930s. Ul was an important component of the Roosevelt
administration’s New Deal social insurance arrangements, which

also included Social Security.

Generally, the Ul system operates today much as it did at

its inception. Its intent 1is still to provide benefits to
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workers laid off for economic reasons while they search for new

employment .22 The federal government imposes a payroll tax
whose revenues can be wused gognly to finance a state-run UI

programs 1f the state where the taxes are collected elects to

create one.

In principle; a state could refuse to have a Ul program.
But if i1t did, the state’s employers would still be taxed and its
unemployed workers would receive nothing. Thus, the federal
government effectively makes an offer the states cannot refuse
through its control of the tax system. As of 1987, the tax rate

for Ul was 6.2% on the first $7,000 of annual wage income.=>

Almost all wage and salary earners work for employers

covered by UI. (Self employed persons and unpaid family workers
are not protected). However, whether an individual unemployed

worker is actually eligible for benefits depends on his or her
work Hhistory. To establish eligibility, state Ul formulas
require minimum time periods of employment and minimum earnings
with an emplovyer. (Thus, new entrants and re-entrants to the
labor force are not eligible; even if they are unemployed
according to CPS definitions). Benefit payments are determined
by formulas specified in the state programs which are linked to
the worker’s recent earnings history. States impose a dollar cap

on their benefits which limit the operation of the formulas.
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As Table S shows, Ul benefits have averaged between 40-45Y%
of average weekly wages of nonsupervisory and production workers
on private, nonagricultural payrolls. The ratio has tended to
rise during business cycle troughs, probably because higher paid

workers in the cyclically-sensitive manufacturing industries are

laid off in such periods.®=« Since Hhigher paid workers are
eligible for higher benefits, their presence boosts the average
UI benefit.

Typically, state UI systems 1imit benefits to a maximum of
26 weeks. Thus; in severe recessions; the resulting long
durations of unemployment tend to cause unemployed workers to
exhaust their benefits before new jobs are found. However, until
the 1980s; Congress often intervened on an ad hoc basis,
providing funds for benefit extensions beyond the 26th week. In

the 1980s, however, a break from the earlier pattern occurred.

As Table S shows, the ratio of Ul recipients to CPS-measured
job—-loser unemployed persons fell from levels above 90% to below
two thirds. This shift resulted from a change in public policy.
At the federal level, a swing to a more conservative policy with
regard to social benefits associated with the Reagan

administration restricted Congressional generosity.

Congress was also influenced by the ballooning federal

budget deficit of the early 1980s caused by tax cuts and the
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Tab}e S T

Unemployment Insurance Coverage and Benefits,

1969-1985 !
Claimants Average
Receiving Weekly
Unemployment Unemployment
Insurance Insurance
Benefits as Benefit as
Civilian a Percent of Percent of
Unemploy- Unemployed Average Weekly
Year ment Rate Job Losers Earnings?
1969 3.5% 2% 40%
1971 5.9 ?3 42
1973 4.9 6 41
1973 8.5 91 43
1979 5.8 92 41
1982 ?.7 65 43
1985 7.2 63 43

tAverage weekly earnings refers to nonsupervisory and production
workers in the private, nonagricultural sector.

Source: U.S. President, Economic Report of the President, January
1987 (Washington: GPO, 1987), pp. 288-289, 2933 U.S. Bureau of
Labor Statistics, Handbook of Labor Statistics, bulletin 2217
(Washington: GPO, 1985), p. 803 Employment and Earnings, vol. 33
(January 1986); p. 166.




recession itself. (The UI program is considered part of the

federal government budget, even though it is largely administered
by the states). It was reluctant to undertake funding of
potentially costly supplemental Ul benefits. The upshot is that
by the mid 1980s, the federal-state Ul system was undoubtedly
less of an influence on both worker and employer behavior than it

had been previously.

Despite the decline in benefit eligibility, however, ‘the
presence of the Ul system still had the potential to affect labor
market behavior. Much of the research concerning the impact of
Ul on the 1labor market has focused on workers. It has been
argued that by providing a subsidy to job seeking, UI may prolong
the average duration of unemployment and, hence, raise the
overall unemployment rate.®® Also, it has been argued that the
availability of Ul benefits may influence some workers who are
not really looking for work to declare themselves unemployed for

the purpose of obtaining benefits.=e

On the other hand, the financial cushion provided by UI has
often been viewed as a macroeconomic stabilizing influence on
national income. It provides income to laid off workers whose
consumption might otherwise fall. To the extent that UI has this
effect, it may reduce the unemployment rate below what it would

otherwise be during recessions.®7
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While these possible effects of Ul are interesting, further

discussion of them would take us far afield from HRM policy. Of
greater importance for the purposes of this volume 1is the impact
of UI on HRM policy by employers. Three key influences of Ul may

be cited:

1) During union—-management disputes, employers have
a disincentive to use 1lockouts, since in many states
locked out workers will be eligible for UI benefits
whereas in most states strikers are not eligible.=e
Thus, Ul influences employer tactics and bargaining

power.

2) Employers have certain incentives to challenge
payment of Ul benefits to workers discharged for
improper behavior, i.e.s workers who were "fired" rather
than laid off for economic reasons. To the extent
employers are successful, the penalty of being fired for
misconduct is increased, and employer authority over the

workplace is thereby enhanced.=<
3) Employers have incentives to use layoffs as a

means of labor cost adjustment in preference to wage

cuts or hours cuts under certain circumstances.
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Since union—-management relations have already been discussed
in previods chééters, further elaborétioﬁ here on influence #1 i;
not required. The second and third influences, however, are more
general, affecting nonunion as well as union employers. And both

influences are connected with the practice of "experience rating"

in establishing UI tax rates.

The Ul systems; as already pointed out, is financed by means
of a payroll tax. Because the system was originally designed to
resemble a private insurance program, the tax rates charged are

not necessarily uniform across employers. Those employers deemed

to be good risks -- those that are not prone to generate
substantial claimants of benefits —-—- can be charged lower tax
rates thar those deemed poor risks. In this regard, the tax

rates are analogous to, says the variations 1in automobile
liability insurance premiums charged to car owners. Car owners
with a history of prior accidents are charged more than those

with safe records.

States may vary their Ul tax rates for individual employers
based on the employer’s past history (experience) of employee
claims for unemployment benefits. An employer whose prior layoff
history has generated many such claims will pay a higher tax rate
than one with a record of only a few claims. The rules and
formulas across the states for determining experience-rated tax

assessments are diverse. Nevertheless, a general representation
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of a "typical" state system of experience rating is depicted on

Figure 1.

Figure 1 shows that experience rating is not "perfecﬁf in
the standard Ul system. That is, some employers pay less,/'than
the risk they impose on the system would justify, while others
pay more. Usually, there is a low minimum tax for employers with
very low claimant experience. Thus, the tax rate will be only Oa
for employers whose claims record falls below "b" on Figure 1.
Above "b", however, the rate rises as the claims record worsens.
But even if the claims record rises above '"c", the tax rate will
not rise above ceiling rate Oe. This pattern means that a rise
in claims 4from "0" to "b" costs the employer nothing in terms of
a higher tax rate.®° A rise from "b" to "c", 1in contrast,
raises employer tax costs. Finally, a rise from "c" to "d" again

costs the employer nothing.

Employers will have a financial incentive to challenge
employee claims for benefits if their records fall in the bc
range. Usually, when employers challenge a claim, they do so on
the grounds that the employee was discharged for cause, e.g.
misconduct such as theft of company property. State - UI
regulations generally deny benefits to such claimants, but' the
employer must be prepared to offer proof of the alleged grounds

for discharge.
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Thus, jnfluence #2 -- outlined above -- is operative only
over a certain class of employers (those félling_in the bc range
of claims). Such employers will find it worthwhile to devote
resources to examining UI claims against their accounts and to
ensure that they have adequate records to document the grounds
for discharges.®! The UI system 1is vyet another influence in
the American labor market which causes drift from the historic
notion of "at-will" employment. Even though employers under the
at will doctrine are free to discharge for no reason, they have

an economic incentive under UI to follow just cause standards and

to document their actions.®=2

Employers in lines of business which are inherently cyclical
or seasonal are likely to have Hhistories of many claims against
their accounts. A "poor" claims record will result from cyclical
or seasonal adjustments in labor costs via layoffs. The typical
employer of this type will probably fall into the cd range of
Figure 1. Because the tax rate on such employers is capped at
Oe, they pay 1less than fully experience-rated taxes for UI
coverage. There 1is a net subsidy to the layoffs of these
employers which 1is being financed by tax payments of employers

with better records.

This net subsidy reinforces the use of layoffs to reduce
labor costs.®= For example; when a seasonal ski resort hotel

lays off its employees at the end of the winter, the laid off
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workers will probably be eligible for additional weeks of
benefits. And it is likely that they will actually collect these
benefits, since the chance of finding local employment during the

off-season period is small.

From the employee perspective, the benefit of working at the
hotel includes both cash wages during the active season and the
expected Ul benefits during the off-season. But the hotel does
not fully finance the Ul benefits. Hence, there is a net subsidy
to its operations. The hotel can pay 1lower wages than it would
in the absence of Ul and still attract sufficient labor. In the
long run, the result is more employment in the seasonal, layoff-

prone ski-resort industry than would otherwise occur.

Similarly, a cyclically-sensitive industry during an
economic downturn could consider three options for reducing labor
costs: A) layoffs, B) reductions in weekly hours per worker
without layoffs, or C) wage reductions without layoffs. The
standard Ul system, however, will pay benefits only in the case
of option "A". And because the employer does not fully finance
its Ul benefits (sincé it is 1likely to be in the cd range of
Figure 1), the Ul system effectively subsidizes the choice of

option "A" over "B" and "C".

In recognition of the artificial subsidy to option "A", some

states have sought to make "B" more attractive by permitting so-
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called "work sharing" options. Under tﬁese arrangements, workers
may be partialiy laid off,y, i.e., work only part of theirinorma}
weekly hours,; and be paid proportionately partial Ul benefits.
However, the regulations surrounding defining eligibility for
work sharing Ul payments have been cumbersome.®« No attempts
have been made to eliminate the artificial disfavoring of option

"C" by Ul programs. Indeed, severe moral hazard problems would

arise were such efforts to be made.>®

ix. Searching for Jobs and Job Applicants.

In a world of perfect and complete information, workers
would not spend time searching for jobs, nor would employers have
any unfilled vacancies. Workers and firms would instantaneously
and costlessly find one another. But with imperfect information,

it is likely that both firms and‘ workers will spend time and

resources coming together.

Economists have generally modeled the searching process from
the worker side. A worker enters the labor market with only an
imprecise idea of the actual job offers available. He/she may
have an unrealistic notion of what wage his/her 1labor is likely
to fetch in the market place. As a result, the worker depicted
on Figure 2A decides not to accept wage offers below Wo initially

(at time to).
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- However, there may not be any jobs the worker can obtain at
a wagé as high as Weo. (Or, if thére is a ‘distribution of wage
offers by employers, there may be such a low probability of
finding a Wo offer that none is located). As time progresseé‘and
the worker remains without a jobs, a more "realistic" appraisal of
the labor market may set in. The worker will reduce his/her

"reservation wage" to progressively lower levels as time passes,

thus increasing the chance of finding a job.

Thuss for example, at time t; on Figure @2A a wage offer of
W, would be rejected as too low. (The reader should include in
the definition of "wages" all conditions of work, 1i.e., wages
plus non-wage benefits). But by time te; a wage offer of W)
would be accepted. By time t=; the worker has learned from
experience that higher-wage offers are unlikely to be found and
that continued search for such offers will probably simply extend

the period of unemployment (and lost income) without payoff.

Although economists have neglected the employer search
process in filling vacancies, much the same concept could be
applied. An employer might initially have an unrealistically low
expectation of the price of hiring a worker for a given job.

Thus, on Figure 2B, the initial wage offering might be only wo.

But as time passed and the vacancy went unfilled, the

employer might re-evaluate and progressively raise the wage
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offer. Thus, at time t,, a worker who happened along with a
reservation waée af NPy Qould find the offered wage too- low to
acceptf By time ta=; however, the offered wage has climbed still
higher, so that such a worker would gladly accept the then-

prevailing offer.

Search models of the type just described explain what
economists call "frictional" unemployment, i.e., a minimal level
of unemployment which can be attributed to information costs.
Similar models might be made for other kinds of markets where
information is imperfect and where, because of the importance of
the transaction, it pays for both buyers and sellers to invest
time and money in a searching process. Obvious examples come
from the real estate field, e.g., markets for houses and markets
for apartment rentals. The analogy to frictional unemployment in
such markets is the stock of unsold houses at any point in time

or the apartment vacancy rate.

Models of searching have some bearing on cyclical
fluctuations in unemployment. Some economists have argued that
unemployment rises 1in recession because workers are initially
unaware that the probability of a job offer at their reservation
wage has fallen. In this view, a lag in information causes
workers to keep their reservation wage schedules too highs thus
reducing their chances of finding work and increasing the

duration of unemployment.
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The difficulty with such views is that they require too long
an information 1lag. Can it really be the case that workers in
1933 were unaware that the Great Depression (which had begun four
years earlier) was upon them? Even in lesser recessions, the
same objections hold. Workers in 1982 had only to watch the
evening news on TV to discover that the U.S. economy had

experienced a severe slowdown and that jobs had become scarce.

Simple search models require the presence of unrealistic
naivete on the part of workers to help much in explaining
cyclical unemployment fluctuations. They also do not explain
wage rigidity on the part of employers with regard to their
current workforces.®® The implicit contract models and
insider/outsider approaches discussed in earlier chapters are

much more helpful in this regard.

However, search models do shed certain insights on both
sides of the labor market. The model suggests a trade off
process being made on both sides. Workers who embark on job
search know in general terms the kinds of jobs they hope to find.
In setting the reservation wage, the worker is saying implicitly,

"I know that if I lower my sights, 1’11 find something.

But I would rather search 1longer -- even though it

‘costs’ me the wages from a less attractive job I

probably could have obtained -- and find a better job.

In the 1long run, the benefits from longer search will

outweigh the immediate costs."

Similarly, the employer is saying:
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"I-know that if I put _a high enocugh wage on this job
offers, 1 could have a line of applicants which would
wrap around the block. I could then pick the best
applicant from the pool. But I would rather “pay’ the
cost of 1lost production while the vacancy is unfilled

and offer a lower wage, since eventually a satisfactory

worker will come along. In the long run, the benefits

of waiting will outweigh the immediate costs of lost

production."

Such statements could be modeled very precisely as
investment decisions in the face of uncertainty.®? Decisions
on how to set offered or reservation wages involve evaluation of
current costs relative to expected future benefits, using an
appropriate discount rate. But even without the specification of
a precise model, the approach has an implication for HRM policy
in filling vacancies. Simply setting some surveyed average wage

on a vacancy may not be the best strategy for the employer.

There is a time element involved, vhich must be considered.

The question should always be, "How 1long can 1 “live’ with
this job unfilled?" If the answer is "not very long," a higher
wage should be set. But if the answer is that it 1is possible to
"make do" at moderate cost while the position remains open, then
a more modest offer is appropriate.=® An employer ought to
look periodically at how 1long job vacancies have typically
remained open under current policy with regard to wage offers.
It should consider changing that policy if the duration seems out

of line with internal needs (either too long or too short).
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Unfortun@tely} information on. employer - strategies - for
filling vadancié; is much more limited—thén information on worker
methods for finding a job. A series was kept on employer vacancy
rates (defined analogously to wunemployment rates) by fhe u.s.
Bureau of Labor Statistics for certain industries, until it was
discontinued in the 1970s for conceptual and budget reason$.39

However; there is evidence that during boom periods; employers

make more of an effort to attract workers than during recessions.

The Conference Board, a private business research group,
maintains an index of help-wanted advertising based on the number
of classified ads appearing in major newspapers in S1 cities.«°

As can be seen from Table 6, the help-wanted index moves as
would be expected, that 1is, inversely to the unemployment rate.
During recessions, employers advertise for employees less often.
This diminution of advertising é?fort reflects both a reduction
in available jobs and -- as will be shown below —-— an increase in

unsolicited applications from job seekers when times are bad.

Data from the CPS contain information available on job
seeker behavior which is of potential relevance to the
formulation of employer recruitment strategy. Table 7 shows job
seeking methods cited by the unemployed in 1979, 1982, and 1986.
(The figures exclude those individuals on layoff status who were
awaiting recall to their former employer and not searching).

Typically, job seekers cited less than two methods of search and
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Table 6 .

Help-Wanted Advertiéing and the Condition
of the Labor Market, 1969-1986

Civilian Help Wanted
Unemployment Advertising Index,

Year Rate 1967 = 100

1969 (P) 3.5% 1e1

1971 (T) 5.9 83

1973 (P) 4.9 126

1975 (T) 8.5 80

1979 (P) 5.8 158

1982 (T) ?.7 86

1986 7.0 139

Note: P = business cycle peaks T = business cycle trough.

Source: U.S. Bureau of Economic Analysis, Business Statistics,
1984 (Washington: GPO, 1985)s; pp. 44, 603 Survey of Current
Business, vol. 67 (February 1987), p. Sl2.




Table 7

Searching Methods Cited by the Unemployed?

1986 1986
Search Method 1979 1982 Allz Job Losers?
Public employment
agencies 27% 24% 24% 31% .
Private employment ¥
agencies b6 6 7 7
Employer directly 71 78 74 76
Placed or answered
ads 30 35 36 37
Friends or
relatives 14 16 18 21
Other 6 S S S
Average number of
search methods 1.5 1.6 1.6 1.8
cited

lExcludes unemployed individuals on layoff status.

Source: U.S. Bureau of Labor GStatistics, Handbook of Labor

Statistics, bulletin 2217 (Washington: GPO, 1985), pp. B846-886;
Employment and Earnings, vol. 34 (January 1987), p. 175.




the predominant method, by far, was to approach employers

directly.

These figures, in short, bear out the popular image of
"pounding the pavement" looking for work. Of course, employers
can also be approached by telephoning the personnel office or
sending a resume. An actual visit to the personnel office by a

job applicant is not always necessary for an initial contact.

To the extent that information 1is available on employer
practices, it also supports the importance of direct contacts
from employees as the key method of recruitment. For nonexempt
personnel, over 90% of employers in one survey reported using
unsolicited applicat ons at their personnel offices as a
recruiting tool. More importantly, for these workers it was the
top ranked method as measured by the number of new employees

recruited.<?

There is cyclical variation in the proportion of unemployed
workers citing their own approaches to employers as a job search
method. In 1979, a business cycle peaks; 71% of job seekers cited
such approaches. But in trough year 1982, the figure had risen
to 78%. By 1986, four years into the recovery, the figure had
fallen back to 74%. Not surprisingly, therefore, employers can
expect more job searchers to come to them when jobs are generally

scarce.
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But the fact is that even during boom periods, job
applicants will be coming to emplovyers. Many employers,
therefore, will not find it worthwhile to engage in substantial

outreach efforts. Exceptions occur among employers with special

needs (such as affirmative action programs) and employers
experiencing severe labor shortages. In addition,; employers
seeking employees with unusual qualities or technical

Qualifications may find a 1large applicant pool to be necessary

and thus are unlikely to follow a passive recruitment strategy.

The relatively low use of private employment agencies may be
surprising to some readers. Such agencies charge fees for their
servicess either to the employer or employee, assuming that a
successful placement occurs. Apparently,; both sides prefer to

avoid such fees, thus holding their use of such agencies down.

Public employment services —-- which charge no fee to either
side -- have a much higher wusage rate. But there 1is a
requirement that applicants for Ul benefits register with the
state public employment service. Not surprisingly, the usage
rate for these agencies 1is higher for job losers (the group

within the unemployed which is eligible for UI) than for others.

Still, the reported use of public employment services is far

below 100%, even for this group. It appears, therefore, that
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many job losers do not cite the public employment service as a
job seeking method, even-though they have in fact registeré;'with
it. Possibly, the services are not perceived as likely to
produce a placement by workers, and thus are not reported to CPS
interviewers. Employers indicate that the public employment
services are frequently used as recruitment tools, but rank them
low in actual hires; except for blue collar workers. Even for

that group,; direct contacts from applicants and help-wanted

advertising ranks higher in terms of new recruits hired.«®
III. Persons Not in the Labor Force.

At first blush, persons identified as not in the labor
force, i.e.s neither employed nor unemployed, might seem to
constitute a group irrelevant to the concerns of employers. In
fact, within the pool of persons not in the labor force, there
are individuals who are potential recruits for jobs. And there
are people who might enter the labor force and seek work (become
officially unemployed) if they felt conditions were sufficiently

favorable to finding work opportunities.
i. Persons Who Do Not Want Work.

Table 8 shows that individuals in the civilian
noninstitutional population range across a spectrum marked by

their degree of 1labor market attachment. O0f the almost 181
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~Table 8

Degree of Labor Market Attachment, 1986

(Civilian Population)

Employed:
Unemployed:

Not in Labor
Force:

Not in Labor
Force But Want
Job Now:

Not looking
because think
cannot get job
(discouraged
workers):

Not looking
because going
to school, ill
health/disabled
keeping house,
retired, other
reason:

Not in Labor
Force and Do
Not Want Job Now:

Note: Total
Civilian Non-
institutional
Population:

109.6 million

8.2 million

62.8 million

5.8 million

1.1 million

4.7 million

56.9 million

180.6 million

Details need not sum to totals due to rounding.

Source: Employment and Earnings, vol. 34 (January 1987), pp.

156,



mil}idn people who were in fhis population in 1986, about 57
million were not in the labor force and expressed no current
interest in working. Presumably; even some of these persons
could be enticed into employment, if conditions were sufficiently
attractive. But, by self-declaration, their linkage to the labor
market was extremely weak. Forty-six percent of these
individuals were women who reported being homemakers and 27% wére

persons who are self-described as retired.
ii. Persons With Some Interest in Work.

However, another group of persons considered to be not in
the labor force indicated —-—- when asked —- that they would like
to have had a job but were currently occupied with other non-work
pursuits (such as school or household tasks) or had some work-
hindering disadvantage (such as illness or disability). The
people in this group (4.7 million 1in 1984) seemed to be saying
that they would have 1liked a job if one had come their way and
bad met their particular needs and situations. But the desire to
work was not sufficiently strong to impel an active search for
such jobs. The 1linkage between this population and the labor
market was somewhat stronger than that of those people who said

they did not want jobs.
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iii. Discouraged Workers.

A little over a million 1individuals indicated that they
wanted a job but were not looking for one because they di&'not
think work could be found. These persons —- sometimes called
"discouraged workers" —-- express a stronger interest in work than
the previously cited groups. But they do not meet the test for
being counted as officially wunemployed (since they are not
seeking work). Not surprisingly, the size of the discouraged
worker pool fluctuates with the number of officially unemployed,

since both classifications are related.
iv. The Effective Recruitment Pool.

Those persons who can cite the requisite work seeking
activity (or who are on layoff status) are counted as unemployed
in official statistics. They are still more strongly linked to
the labor market than the groups discussed above, even though
they did not have jobs at the time of the survey. Of course, the
most strongly linked to the employment market in 1986 were the

almost 110 million persons who actually had jobs.«>

These figures carry an important message for employers.
Those employers who have policies of actively recruiting new
workers are not confined to recruitment from the pool of

unemployed individuals. Obviously, employers often recruit

44



employees directly from other employers. Thgt is, many new
recruits transit from job to job without passing through a period
of unemployment. But it is also the case that new employees can
be obtained from among those persons who are not in the labor
force at all. There are people who are neither employed nor
officially unemployed, but who nevertheless might accept a job

offer.

Table 9 illustrates this point. Based on the CPS, the table
shows the average previous month status of employed individuals
during 1982. As it happened, 1982 was the trough of a recession;
hences job opportunities were not abundant. About 95% of people
employed in a particular month that year were also employed the
previous month. (Most of these people, it can be assumed, were
in fact employed in the same job from month to month). In an
average month, a 1little over 2% of the employed had entered
employment after being unemployed the previous month. But almost
3% entered employment after being not in the labor force at all
in the previous month. Those persons who made the transition
from not in the labor force to employed were disproportionately

female, as the table shows.

v. Employer Recruitment Strategies.

In seeking new recruits, employers can follow a strategy of

simply waiting for job applicants. Such people will be
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- B . Table Q

Average Honfhly Shifts into Employment, 1982

Percent of

Employed in

Current Month

by Source from Employed Employed
Previous Month All Employed Males Females

Employed in
previous month 95.2% 95.9% Q4 .2%

Unemployed in
previous month 2.2 2.3 2.0

Not in labor
force in
previous month 2.7 1.8 3.8

Source: U.S. Bureau of Labor Statistics, Gross Flows in the Labor
Force, 1980-82 (Washington: National Technical Information
Service, U.S. Department of Commerce, 1983), p. 11.




unemployeq and actively seeking work. Or they will be employed
peoﬁle engaged in jbb' search while working, presumably because
they are dissatisfied with their current positions. However, an
employer who 1is willing to accommodate the needs of people who
are out of the 1labor force (not searching), but who have somé
interest in working, will find that a significant labor pool is

available.

There are methods of attracting this pool: offering flexible
hours, creating arrangements permitting work at home (say,
through computer terminals), provision of child care, etc. The
ability to provide such accommodationss and the costs of doing
so, will vary across employers. Although the direct labor costs
paid to workers may be lower if the employer draws on a pool of
individuals who otherwise cannot be in the labor market, there

are expenses related to providing this flexibility.

The most obvious costs for individuals whose hours or work
site needs must be accommodated are the inherent problems of
coordination and control. People whose hours vary substantially

from "normal" work schedules, or who work at home. are difficult

to supervise. In addition, if these non-searchers are to be
attracted into "regular" employment, coverage of worker
transportation expenses, and other potentially expensive

inducements may be needed.
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vi. Outreach and the State of the Labor Market.

Employers are most likely to engage in outreach to thekpool
of workers not in the 1labor force during very tight labor
markets,; when shortages of workers and unfilled vacancies
overcome these costs. Perhaps the most prominent example of such
behavior occurred during World War II, when booming production
demands for labor (related to the war effort) and reductions in
labor supply (due to military conscription of males) forced
employers to seek every available worker. The result was a
considerable recruitment of women, .who at that time had much
lower participation rates fhan they do today, into nontraditional

blue collar jobs.

But even apart from the extreme circumstances of World War
I1I, there are examples of emplerr outreach. In the mid 1980s,
although labor markets generally were loose by previous
standards, the New England area experienced an economic
renaissance. Employers, hit by shortages of available labor from
their standard sources,; engaged in various outreach strategies.
For example, some firms sent buses into depressed urban areas to
bring out and hire disadvantaged minority workers who might

otherwise not have had job opportunities.
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vii. Future Job Desires._

Absent such efforts, individuals in the not-in—-the-labor-
force classification may nevertheless become part of the
available labor pool. Included in the CPS are questions to
persons not in the 1labor force about their future work seeking
intentions. Thus, in 1986, about 15% of those persons of working
age who were not in the labor force indicated that they would be

seeking work within the next 12 months.

Eighteen percent of individuals 1indicating they would be
seeking work in the future had never worked before. Such persons
were mainly young individuals planning to enter the 1labor market
for the first time after leaving school. Almost half, however,
had worked during the previous year. These respondents were also
typically youngs, probably students who enter and leave the labor

force during their school vacations.“<

IV. Conclusions.

The employment market has been shown in this chapter to be a
fluid system of matching employers and employees. It contains
persons of varying degrees of attachment to employment. And it
varies in its state of tightness: while there are always both job
seekers and unfilled vacancies present, the balance between the

two changes with the business cycle. The recruitment policies
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followed by employers will vary accordingly between passivity and
active search for new.hires.

Available data suggest that job security is likely to gé of
concern to many employees. With security of employment, langer
employer—-employee attachments would result. In turn, the
potential recoupment periods for "human capital" investments made
by both the employee and the employer would lengthen, raising the
rate of return. But, providing job security 1is potentially
costly in the face of demand variability. In the next chapter,
the interconnection between job security and investments in

employees will be explored.

49



FOOTNOTES

1. The institutionalized population which is not included
consists of inmates of prisons, mental institutions, sanitariums,
and homes for the ageds, infirm, and needy. Other detailed
information on the Current Population Survey can be found in U.S.
Bureau of Labor Statistics, BLS Handbook of Methods, vol. 1,
bulletin 2134-1 (Washington: GPO, 1982), pp. 3-31.

2. Self-employed individuals and unpaid workers in family
enterprises who worked 15 or more hours per week are also counted
as employed, even though they don’t earn wages or salaries.

3. Bureau of National Affairss; Inc., Policies on Leave from Work,
PPF survey no. 136 (Washington: BNA, 1983), pp. 3, 34.

4, Employment and Earningss vol. 34 (January 1987), p. 1645.

S. Presumably, there are some full time workers who would prefer
part time work, but cannot find such a job. These individuals
are not reqularly reported in the Current Population Survey.

6. Weitzman, Martin L., "Increasing Returns and the Foundations
of Unemployment Theory," Economic Journal, vol. 92 (December
1982), pp. 787-804.

7. There could be "frictional" unemployment in such a situation
if there were imperfect and costly information about the labor
market. This concept is discussed later in this chapter.

8. Actually, the person responding to the Current Population
Survey answers on behalf of all members of the household.

?. In 1986, only 13% of those counted as unemployed were reported
to be on layoff, i.e., the remaining 874 were covered by
criterion #1. Formal layoff systems are discussed below in the
text.

10. The way in which questions are asked and the timing of the

questions will influence the results obtained. For example, in
the Current Population Survey, there are always eight active
"rotation groups.” @A group enters the sample for four months,

drops out for four months, and then returns for four months. It
has been found that the unemployment rate reported by the first
rotation group (the group which has just entered the survey)

tends to be higher than that of the other groups. Reasons for
such biases are not known. See National Commission on Employment
and Unemployment Statistics, Counting the Labor Force

(Washington: GPO, 1979), pp. 134-136.
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11. Figures on unemployment adjusted to U.S. definitions for
various countries appear annually in the Monthly Labor Review -and
other publications of the U:S. Bureau of Labor Statistics.

12. Analysis of unemployment duration can be found in Hyman B.
Kaitz, "Analyzing Spells of Unemployment," Monthly Labor Review,
vol. 93 (November 1970), pp. 11-203; Kim B. Clark and Lawrence H.
Summers, "Labor Market Dynamics and Unemployment: A
Reconsideration," Brookings Papers on Economic Activity (1:1979),
pp. 13-60; George Akerlof and Brian G.M. Main, "Unemployment
Spells and Unemployment Experience," American Economic Review,
vol. 70 (December 1980), pp. 885-893 (comments and replies appear
in the December 1983 issue); Michael W. Horrigan, "Time Spent
Unemployed: A New Look at Data from the CPS,; Monthly Labor
Review, vol. 110 (July 1987), pp. 3-15.

13. Suppose that there are two classes of individuals. People in
group S experience only short spells of unemployment of 1 week
when they become unemployed; people in group L experience long
spells of 10 weeks. Suppose every week one person from each

group becomes unemployed and that this process goes on
indefinitely. 1In the steady state, the unemployed will consist
of one person from qroup S and ten from group L. The average

completed spell of those currently unemployed will be 9.2 weeks =
(10 x 10) + (1 x 1)1/11. The average caompleted spell of those
entering unemployment will be 5.5 weeks = (10 + 1)/2. This
example is a variant of one appearing in Horrigan,; "Time Spent
Unemployed," op. cit.s p. 4.

14. Hal Sider, "Unemployment Duration and Incidence: 1968-82,"
American Economic Reviews vol. 75 (June 1985), pp. 461-472,
especially p. 469.

15. Employment and Earnings, vol. 34 (January 1987), p. 171.
Additional information on unemployment duration for job losers is
presented on Table 4, below.

16. Median family income of two-earner (husband and wife)
families can be compared with median earnings of one earner
families (just husband or just wife) to estimate the contribution
of adding a wife (or husband) to the family’s earners. Estimates
are also available for families where just the husband is
unemployed (and the wife works) or just the wife works (and the
husband is unemployed. The two thirds/one third estimate in the
text is based on such comparisons.

17. Bruce W. Klein, "Missed Work and Lost Hours, May 1985,"
Monthly Labor Review, vol. 109 (November 1986), pp. 26-3S.

18. Shirley J. Smith, "Work Experience Profile, 1984: The Effects
of Recovery Continue," Monthl Labor Review, vol. 109 (February
1986), p. 37-43.
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19. Michael R. Darby, John C. - Haltiwanger, and. Mark W. Plant,
"The Ins and Outs of Unemployment: The Ins Win," working paper
no. 1997, National Bureau of Economic Research, August 1986.

20. Training is discussed in the next chapter.

21. Katherine G. Abraham and James L. Medoff, "Length of Service
and the Operation of Internal Labor Markets" in Barbara D.
Dennis, ed.s Proceedings of the Thirty-Fifth Annual Meeting,
Industrial Relations Research Association, December 28-30, 1982
(Madison, Wisc.: IRRA, 1983), pp. 308-318.

22. Workers who quit their jobs may not be eligible for benefits,
or may be eligible for only reduced benefits, although
eligibility and benefits (if any) will depend on the
circumstances of the quit. As will be discussed below; workers
who are discharged for misconduct are generally ineligible.

23. The employer can receive a credit of up to S5.4% of the 6.2%,
with the remaining 0.8% used to finance federal and state

administrative costs of the unemployment insurance system. Some
states use wage bases higher than the $7,000 basic amount in
order to generate higher revenues for their program. Under

"experience rating” (see below in the text), employers may not in
fact pay the full 5.4% and still be given credit for it against
their federal tax obligation. State-by-state details on the UI
system can be found in annual volumes issued by the National
Foundation for Unemployment Insurance & Workers’ Compensation
entitled Highlights of State Unemployment Compensation Laws.

24. There is evidence that the mix of individuals unemployed
changes during cyclical downturns. See Michael L. Darbys John
Haltiwanger, and Mark Plant, "Unemployment Rate Dynamics and
Persistent Unemployment Under Rational Expectations,”" American
Economic Review, vol. 75 (September 1985), pp. 614-637.

25. Finis Welch, "What Have We Learned from Empirical Studies on
Unemployment Insurance?,” Industrial and Labor Relations Review,
vol. 30 (July 1977), pp. 451-461.

26. Technicallys the CPS has nothing to do with an individual’s
eligibility for UI. Thus, a respondent who is not really seeking
work need not fear that disclosing this information to the CPS
survey taker will result in loss of benefits. (Responses to the
CPS are confidential). However, respondents may not know this
fact or believe assurances they are given. In any case, since Ul
payments are contingent on registration with the state employment
service, the respondent can always cite such registration as a
job seeking activity.
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27. Ul effect as a macroeconomic stabilizer 1is weakened by the

system of "experience rating”- of Ul taxes collected from
employers. Average tax rates of employers will rise during
recessions under this arrangement. In theory, consumption might

not be affected by a temporary fall in income due to layoff.
However, the evidence suggests that consumption and income are
linked. See Robert E. Hall, Consumption, working paper no. 2265,
National Bureau of Economic Research, May 1987. .

28. Strikers are eligible for benefit in Rhode Island
and New York. State laws vary as to the definition of &
striker and the determination of whether a dispute is a
strike or lockout. Employers may sometimes be able to
create a situation in which the union is "forced" to
declare a strike, thus avoiding having non-working union
members be eligible for benefits. In turn, unions can
sometimes try and force a lockout, say by striking only
a key plant and offering to work at other plants.

29. Employers might challenge the eligibility of
claimants on grounds other than that they were fired for
misconduct.

30. Strictly speaking, as the employer approaches point "b", it
progressively exposes itself to the risk that further layoffs
might push it into the rising tax rate range bc.

31. The state Ul systems have appeals tribunals which examine
employer challenges and protests of denials of benefits by
claimants.

32. See the previous chapter for more information on the at-will
doctrine and wrongful discharge.

33. Robert H. Topel, "On Layoffs and Unemployment Insurance,"
American Economic Review,; vol. 73 (September 1983), pp. S541-559.

34. See the symposium on working sharing Ul programs in Barbara
D. Dennis, ed., Proceedings of the Thirty-Eighth Annual Meeting,
Industrial Relations Research Association, December 28-30, 1985
(Madison: Wisc.: IRRA, 1986), pp. 424-464.

35S. Imagine a Ul system which paid benefits to workers whose

wages were cut. An employer paying less than fully experience-
rated taxes would have an incentive to hire workers at
artificially high wages,; and then cut those wages once

eligibility of the workers was established,; to induce a UI
subsidy. If the rules required that Ul would be paid only if the
wage cuts were in lieu of a layoff, it would be difficult (if not
impossible) to provide such proof. Hence, wage-cut benefits
would not be paid. If the rules required that the Ul authorities
would have to disprove assertions that the wage cuts were in lieu
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of layoffs, they would never be able to do so and the subsidy
would be automatic. - o o - ' ’

36. Supﬁose currently employed workers are naive about the demand
for labor. Their employers would begin to cut pay, as recession

loomed. But the naive workers would quit as pay fell, on the
(incorrect) assumption that they could find work at the old wage
somewhere else. In facts; quit rates fall as the economy goes

into recession; they do not rise as the naive-worker hypothesis
would suggest.

37. Steven A. Lippman and John J. McCall, The Economics of Search
(Cambridge, Mass.: Harvard University Press, 1985).

38. 1t has been noted in a previous chapter that considerations
of wage structure and cross—job wage equity may rationally be
important to employers. Such considerations could constrain the
wage offer decision.

39. Some states elected to continue the program within their
jurisdictions. See Katherine G. Abraham, "Structural/Frictional
ve. Deficient Demand Unemployment,"” American Economic Review,
vol. 73 (September 1983), pp. 708-724.

40. Audrey Freedman and Kenneth Goldstein, "Labor Market Data
from The Conference Board" in Barbara D. Dennis, ed., Proceedings
of the Thirty-Eighth Annual Meetings Industrial Relations
Research Association, December 28-30, 1985 (Madisori, Wisc.: IRRA,
1986), pp. 34-41.

41. Harriet Gorlin, Personnel Practices ) §H] Recruitment,
Placement, Training, Communication, information bulletin no. 89
(New York: The Conference Board, 1981), pp. 11-12.

42. A common view of public employment agencies among employers
is that they do not refer the best applicants, i.e., better
applicants are available through other sources. This poor image

may lead to negative "signalling"” of applicants referred by
public employment agencies, i.e., employers may assume that they
are of 1lower quality. The concept of signalling is discussed

later in this chapter.

43. The reader is reminded that these figures are monthly
averages. Hence, there were more than 110 million people who had
jobs at some time during 1986.

44 . Employment and Earningss vol. 34 (January 1987), p. 200.
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