4. Unemployment, underemployment and inactivity indicators (KILM 8 - 13)

The indicators in this chapter cover not only aspects of being unemployed and characteristics of
those who find themselves in this situation, but aso the group of inadequately employed persons
- the time-related underemployed - and the group of people who are not in the labour force.

This chapter begins with the most widely quoted of indicators, the unemployment rate (KILM 8).
To supplement this overal rate of unemployment, other measures of the unemployment
experience of two particular groups are presented: youth (KILM 9) and the long-term
unemployed (KILM 10). These are followed by rates of unemployment according to level of
education (KILM 11). While there are certainly other measures of unemployment that could be
selected, many of them known and used within economies, the four presented here are believed
to reflect the lack of employment at national levels to the greatest and most meaningful extent.

The last two indicators in this chapter deal with the inadequacy of economic activity rather than
unemployment itself, athough the first of these — KILM 12 — is sometimes combined with
unemployment statistics in calculations of broader measures of labour market underutilization.
Time-related underemployment (KILM 12) is a measure indicating that the hours of work of an
employed person are less than what that person iswilling and available to take. The last indicator
is the inactivity rate (KILM 13), a measure of persons of prime labour market age (25 to 54
years) who are not in the labour force (that is, neither employed nor unemployed).



KILM 8. Unemployment

Introduction

The unemployment rate is probably the best-known labour market measure and certainly one of
the most widely quoted by the media in many economies. Together with the employment-to-
population ratio (KILM 2), it provides the broadest indicator of the labour market situation in
economies that collect information on the labour force. The unemployment rate is available for a
total of 137 economies in table 8a. Information on the number of unemployed persons is
available for an additional 27 economies, but the lack of statistics on total employment prevents
the calculation of the unemployment rate for them. Table 8b — ILO-comparable unemployment
rates — presents unemployment rates from labour force surveys that have been adjusted to make
the estimates conceptually consistent with the strictest application of the ILO statistical
standards. Comparable data are available for 24 economies.

Use of the indicator

The overall unemployment rate for a country is a widely used measure of its unutilized labour
supply. If employment is taken as the desired situation for people in the economically active
population (the labour force), unemployment becomes the undesirable situation. Still, some
short-term unemployment can be both desirable and necessary for ensuring adjustment to
economic fluctuations. Unemployment rates by specific groups, defined by age, sex, occupation
or industry, are aso useful in identifying groups of workers and sectors most vulnerable to
joblessness.

While the unemployment rate may be considered the single, most informative labour market
indicator reflecting the general performance of the labour market and the economy as awhole, it
should not be interpreted as a measure of economic hardship or of well-being. When based on
the internationally recommended standards (outlined in more detail under “Definitions and
sources’, below), the unemployment rate simply tells us the proportion of the labour force that
does not have a job but is available and actively looking for work. It says nothing about the
economic resources of unemployed workers or their family members. Its use should, therefore,
be limited to serving as a measurement of the utilization of labour and an indication of the failure
to find work. Other measures, including income-related indicators, would be needed to evaluate
economic hardship.

Paradoxically, low unemployment rates may well disguise substantial poverty® in an economy,
whereas high unemployment rates can occur in countries with significant economic development
and a low incidence of poverty. In economies without a safety net of unemployment insurance
and welfare benefits, many individuals, despite strong family solidarity, simply cannot afford to
be unemployed.? Instead, they must eke out a living as best they can, often in the informal
economy or in informa work arrangements. In economies with well-devel oped social protection

! Information relating to poverty is provided by the indicator for poverty and income distribution (KILM
20), which captures different aspects and dimensions of poverty and inequality.

2 See Appendix A, table A3 on social security programmes, for a country-by-country listing of the
availability of unemployment insurance.



schemes or when savings or other means of support are available, workers can better afford to
take the time to find more desirable jobs. Information relating to employment in the informal
economy and to long-term unemployment is availablein KILM 7 and KILM 10, respectively.

A useful purpose served by the unemployment rate in an economy, when available on at least an
annual basis, is the tracking of business cycles. When the rate is high, the economy may be in
recession (or worse), economic conditions may be bad or the economy somehow unable to
provide jobs for the available workers. The goal, then, is to introduce policies and measures to
bring the incidence of unemployment down to a more acceptable level. What that leve is, or
should be, has often been the source of considerable discussion, as many consider that thereis a
point below which an unemployment rate cannot fall without the occurrence of intense
inflationary pressures. Because of this supposed trade-off, the unemployment rate is closely
tracked over time. The usual policy goal of governments, employers and trade unionsis to have a
rate that is as low as possible consistent with other economic and social policy objectives, such
as low inflation and a sustainable balance-of-payments situation. When using the unemployment
rate as a gauge for tracking cyclical developments, we are interested in looking at changesin the
measure over time. In that context, the precise definition of unemployment used (whether a
country-specific definition or one based on the internationally recommended standards) does not
matter — so long as it remains unchanged — nearly as much as the fact that the statistics are
collected and disseminated with regularity, so that measures of change are available for study.

Internationally, the unemployment rate is frequently used to compare how labour markets in
specific economies differ from one another or how different geopolitica regions of the world
contrast in this regard. To obtain a perspective on the possible consequence of differences in
economic structures and policies, it may be useful to see, for example, how unemployment rates
in the European Union as a whole compare with those in North America or the Pacific Rim, or
how the unemployment rates in different transition economies of Central and Eastern Europe and
those in the newly industrialized economies of Asiaare behaving. Thisinformation is useful both
at a particular point in time and for tracking changes over periods of time, such as over the
course of economic cycles.

This indicator may also be used to address issues of gender differences in labour force behaviour
and outcomes. The unemployment rate has often been higher for women than for men. Possible
explanations are numerous but difficult to quantify; women are more likely than men to exit and
re-enter the labour force for family-related reasons; and there is a general “crowding” of women
into fewer occupations than men so that women may find fewer opportunities for employment.
Other gender inequalities outside the labour market, for example in access to education and
training, also negativey affect how women fare in finding jobs.

Definitions and sources

The unemployment rate is defined mathematically as the quotient resulting from dividing the
tota number of unemployed (for an economy or a specific group of workers) by the
corresponding labour force, which itself is the sum of the total persons employed and
unemployed in the group. It should be emphasized that it is the labour force or the economically
active portion of the population that serves as the base for this statistic, not the total population.



This distinction is not necessarily well understood by the public. Indeed, the terms “labour force”
and “employment” are sometimes mistakenly used interchangeably.

According to the resolution adopted in 1982 by the 13th International Conference of Labour
Statisticians (ICLS), the standard definition of unemployed persons is those individuals without
work, seeking work in arecent past period, and currently available for work.?

In many nationa contexts there may be persons not currently in the labour market who want to
work but do not actively “seek” work because they view job opportunities as limited, or because
they have restricted labour mobility, or face discrimination or structural, social or cultural
barriers.* The exclusion of people who want to work but are not seeking work is a criterion that
will affect the count of both women and men, although women may have a higher probability of
being excluded from the count of unemployed because they suffer more from social barriers
overall that impede them from meeting this criterion. Another factor leading to exclusion from
the unemployment count concerns the criterion that workers be available for work during the
short reference period. A short availability period tends to exclude those who would need to
make personal arrangements before starting work, such as for care of children or elderly relatives
or other household affairs, even if they are “available for work” soon after the short reference
period. As women are often responsible for household affairs and care, they are a significant part
of this group and would therefore not be included as unemployed, as measured. Various
economies have acknowledged this coverage problem and have extended the “availability”
period to the two (or more) weeks following the reference period. Even then, women — more than
men — tend to be excluded from unemployment, probably because this period is still not
sufficiently long to compensate for constraints that are more likely to affect them.”

Household labour force surveys are generally the most comprehensive and comparable sources
for unemployment statistics. Other possible sources include population censuses, administrative
records such as employment office records and social insurance statistics and official estimates.
(Users should refer to “type of source” in the notes that accompany the KILM tables.)

The issue of comparability is particularly complex when looking at indicators for alarge number
of economies throughout the world. In an effort to resolve this issue for its member countries —
and building on work carried out by the United States Bureau of Labor Statistics in the 1960s —
the OECD publishes “ standardized unemployment rates’ adjusted to ILO concepts. The ILO has
further extended the OECD series in country coverage and number of labour force measures.
Table 8b (ILO-comparable unemployment rates) shows historical data for 24 ILO member States
based on the ILO-comparable programme.® This table presents unemployment rates from
national labour force survey estimates that have been adjusted to make them conceptually

% For the definition of unemployment adopted by the 13th ICLS, see box 1ain Chapter 2 containing the
relevant section of the resolution (Resolution concerning statistics of the economically active population,
employment, unemployment and underemployment, 13th International Conference of Labour Statisticians, Geneva,
1982); website: http://www.ilo.org/public/english/bureau/stat/downl oad/res/ecacpop.pdf.

*|LO: Incorporating gender issuesin labour statistics, Bureau of Statistics Working Paper No. 99-1
(Geneva, 1999).

® Eurostat: Satistics in Focus (L uxembourg), 1998-5.

® Userswill aso find the comparable rates and more detailed methodological informationin ILO:
“Comparable annual employment and unemployment estimates” in Bulletin of Labour Statistics, 2002-4.




consistent with the strictest application of the ILO statistical standards. This implies that
participating countries and territories have provided detailed information on the composite
elements of their labour forces. The unemployment rates obtained are based on the tota labour
force including the armed forces, while OECD standardized rates are now civilian based. The
rates are calculated from annual average estimates (or the period considered most representative
over the year), thereby avoiding the variances that would occur if different reference periods
were used. These unemployment rates, based on official national information, should provide the
best basis currently available for making reasonable international comparisons and assumptions.

Limitations to comparability

A significant amount of research has been carried out over the years in the important area of
producing unemployment rates that are fully consistent conceptually, in order to contrast
unemployment rates of different economies for different hypotheses. Interested users can
compare the “ILO-comparable’ rates in table 8b with the information shown in table 8a. In afew
cases the adjusted rates are the same as those found in table 8a; elsewhere they are quite different
as the information in table 8a may be obtained from multiple sources, while the adjusted “ILO-
comparable’ rates are always based on a household labour force sample survey.

There are a host of reasons why measured unemployment rates may not be comparable between
economies. A few are provided below, to give users some indication of the range of potential
issues that are relevant when attempting to determine the degree of comparability for
unemployment rates between economies. Users with knowledge of particular economies or
specia circumstances should be able to expand on them:

1. Different sources. To the extent that sources of information differ, so will the results. For
example, information based on registrations at employment offices tends to understate
unemployment in comparison with estimates based on household labour force surveys,
because not al people who are looking for work will register a an employment office.
This may be because of digibility requirements that exclude those who have never
worked or have not worked recently, or other discriminatory impediments that preclude
going to register. Registration information can overstate unemployment because of
double-counting, or failure to remove people from the registers when they are no longer
looking for ajob, or because it allows inclusion of persons who have some work. Official
estimates are generally based on information from different sources and can be combined
in many different ways. A population census generally cannot probe deeply into labour
force activity status. The resulting unemployment estimates may, therefore, differ
substantially (either upwards or downwards) from those obtained from household surveys
where more questions are asked to determine respondents’ labour market situation. For
more information regarding sources, users may aso refer to the discussion of the pros and
cons of various sources in the corresponding section of KILM 1 (labour force
participation rates).

2. Measurement difference. Where the information is based on household surveys or
population censuses, differences in the questionnaires can lead to different statistics -



even dlowing for full adherence to ILO guidelines. In other words, differences in the
measurement tool can affect the comparability of |abour force results across economies.

3. Conceptual variation. National statistical offices, even when basing themselves on the
ILO conceptual guidelines, may not follow the strictest measurement of employment and
unemployment. They may differ in their choices concerning the conceptual basis for
estimating unemployment, as in specific instances where the guidelines allow for a
relaxed definition, thereby causing the labour force estimates (the base for the
unemployment rate) to differ. They may also choose to derive the unemployment rate
from the civilian labour force rather than the total labour force or economically active
population. To the extent that such choices vary across economies, so too will the
information.

4. Number of observations per year. Statistics for any given year can differ depending on
the number of observations - monthly, quarterly, once or twice a year, and so on. Among
other things, a considerable degree of seasonality can influence the results when the full
year isnot covered.

5. Coverage. Sample sizes, sample selection procedures, sampling frames and coverage, as
well as many other statistical issues associated with data collection, may make a
significant difference. The better the sample size and coverage, the better are the results.
Use of well-trained interviewers, proper collection and processing techniques, adequate
estimation procedures, etc., are crucial for accurate results. Wide variations in this regard
can clearly affect the comparability of the unemployment statistics.

When viewing the unemployment rate as a gauge for tracking cyclical developments within an
economy, one would be interested in looking at changes in the measure over time. In this
context, the definition of unemployment used (whether a country-specific definition or one based
on the internationally recommended standards) does not matter — so long as it remains
unchanged — as much as the fact that the statistics are collected and disseminated with regularity,
so that measures of change are available for study. Still, for users making cross-country
comparisons, it will be critical to know the source of the data and the conceptual basis for the
estimates. It is also important to recognize that minor differences in the resulting statistics may
not represent significant real differences. Two examples of substantial difference in household
surveys may be useful for understanding some of the complexities of optima comparisons.

Thefirst concerns “job search”. The ILO conceptual framework assumes that persons looking for
work must indicate one or more “active” methods — such as applying directly to employers or
visiting an employment exchange office — in order to be counted as unemployed. Among the
potential methods is the consultation of “newspaper advertisements’. In many parts of the world,
this may not be a common or readily available means. In others, newspapers are an excellent
source of information about potential jobs, and many jobseekers do indeed consult them.
However, some economies accept the mere reading or looking at advertisements as a search
method, whereas others require that persons actually answer one or more advertisement before
the newspaper search is counted as an acceptable method. The issue comes down to whether the
“passive’ versus the “active” search is alowed, and economies vary in their approach to this.



The second example relates to “discouraged workers™: persons who are not currently looking for
work but may have looked in the past and clearly desire a job “now”. Most surveys do not
include them in the unemployed counts, but some do. The ILO-comparable estimates strictly
adjust for them; in the case of the Philippines, which participates in the programme, the national
unemployment rate and ILO-comparable unemployment rate differ by dlightly more than 1
percentage point for this reason. Inclusion of discouraged workersis fairly common in a number
of economies (for example in the Caribbean), based on the relaxation of the ILO definition that is
envisaged as part of the relevant guidelines. Users wishing to account for such a definitional
difference would need to obtain relevant information (perhaps at the “micro” level) in order to
adjust for differences in unemployment rates.

The above two examples illustrate aspects of conceptual variation and measurement difference.
The degree of complexity of these and other differences in the measurement and estimation of
unemployment that can occur around the world serves as a reminder that great care should be
taken in any attempt to draw exacting comparisons.

Trends

Figure 8a. Total unemployment rates, latest years

Seven economies had unemployment rates in excess of 20 per cent in the latest year for which
data are available: Algeria, the former Yugoslav Republic of Macedonia, Morocco, Namibia,
Réunion, Serbia and Montenegro, and West Bank and Gaza Strip. There is no strong regional
pattern concerning unemployment. With the exception of sub-Saharan Africa, for which few data



are available, al regions are represented in the lowest grouping, with less than 5 per cent
unemployment. The higher unemployment bands, however, seem to have a greater concentration
of transition economies and economies in the region of Latin America and the Caribbean.

Figure 8b. Percentage change in total unemployment rates, latest five years (after 1994)

It isinteresting to see how unemployment rates have moved since 1995. In economies with four
or five years of data since 1995, the split is 50-50; half of the economies saw an increase in their
unemployment rate over the period and half reported a decrease. Four economies (Hong Kong-
China, Macau-China, the Republic of Moldova and Thailand) saw their unemployment rates
increase by more than 50 per cent, while unemployment decreased dramatically — by 50 per cent
or more - in ten economies (rates were more than halved in Irdland, the Netherlands and
Sweden). It would be interesting to review which States apply active labour market adjustment
policies to see to what extent government economic policy influences the movement of
unemployment.



Figure 8c. ILO-compar able unemployment ratesfor males and females, 1990 and 2001

To avoid the limitations of comparability that apply to statistics based on national estimates, one
can make cross-country comparisons based on the series of ILO-comparable unemployment
rates. The comparable series shows that both male and femae unemployment rates increased
between 1990 and 2000 in Finland, Germany, Japan and Sweden, whereas rates decreased for
both sexes in Australia, Canada, Ireland, the Netherlands, New Zealand, Norway, Spain and the
United States. The variations were small over the period in Australia, Canada and the United
States, but more dramatic elsewhere. Ireland, for example, showed a decrease in unemployment
of 9 percentage points for males and 10 points for females between 1990 and 2001. The largest
increase was 5 percentage points for males and 7 points for femalesin Finland.



