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ABSTRACT

This study aims to  investiga te  post-war developments in  the 

B ritish  youth labour market, with p a rticu la r reference to  both the 

behaviour of th is  group* s unemployment through time and i t s  

d is tr ib u tio n  c ro ss-sec tionally . I t  i s  motivated by the concern 

expressed in  v ir tu a lly  a l l  quarte rs  in  recen t years about the 

apparent fa i lu re s  of th is  p a rticu la r market to  provide an adequate 

in troduction  to  working l i f e  fo r the young of the nation. This worry 

re la te s  not only to  the  lo s s  of current output th a t  job lessness 

e n ta ils ,  but also to  i t s  po ten tia l longer term personal and social 

consequences.

The substantive p a rt of the  work commences w ith a review of

recen t th eo re tica l developments in  the unemployment f ie ld  and 

attem pts to  assess the  relevance of these fo r the  young. As in  a l l  

areas of economics, the concept of price  i s  central to  the study of 

the employment fortunes of the workforce and the  empirical analysis 

commences with a tim e-series examination of re la tiv e  youth pay. This 

i s  then followed by. an investiga tion  of the  temporal, aggregate and 

in d u s tr ia l, employment pa tterns of the  young; fa c to rs  which c learly  

can have a v i ta l ly  important bearing on th e ir  unemployment behaviour.

D irect analysis of job lessness amongst B r itish  youth then begins 

with a de ta iled  aggregate tim e-series study of both th e ir  percentage

ra te  of unemployment and i t s  leve l re la tiv e  to  th a t of older

p a rtic ip an ts  in  the  market. However, young workers, l ik e  most other

groups, are  f a r  fran  homogeneous and therefore knowledge of the 

extent of unemployment faced by them says nothing about how i t  i s  

d is trib u ted  amongst th e ir  number. The d irec t analy sis  of youth



unemployment is ,  fo r th is  reason, extended to  a micro-study of the 

influences which help determine hew the burden, i f  such i t  be, i s  

spread amongst them. However, th is  aspect of the work i s  not 

e n tire ly  s ta t ic  and the  issue of whether the d is tr ib u tio n  i s  constant 

through time forms an in teg ra l part of the work.
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1

I . PROLOGUE

B rita in  emerged frcm war in  1945 a badly bruised but generally

op tim istic  society . Beveridge offered opportunity to  the nation1s

young, a thorough-going extension of social insurance coverage, free
Mlhealth  service and m ore/ '  Furthermore, ftiLl employment was held to

be a goal th a t was r e a l is t ic a l ly  a tta in ab le . Notwithstanding the

traunas of reconstruction  the trend towards all-round prosperity

appeared to  es tab lish  i t s e l f  fa ir ly  quickly and much of the recent

h is to r ic a l experience -  war and Depression -  seemed destined only fo r

the memory. Indeed by 1957 the  then Prime M inister, Macmillan, f e l t
co)able to  declare th a t ’’You’ve never had i t  so good.”

But a l l ,  of course, was not q u ite  as rosy as the  p o lit ic ia n s  

would frcm time to  time claim. However, the problems were of a kind 

having d e a r  meaning orly to  the  informed. W hilst seemingly s t i l l  a 

member of the world* s e l i t e  economic community, B rita in  ’’lacked 

competitiveness”, possessed an ’’over-valued” currency, and suffered 

’’runs” on i t s  gold resources. Such macro-econanic phenomena appeared 

of l i t t l e  relevance on the shop-floor to  those seeking ’’only” fa s te r  

real-wage growth. True th is  quest appeared to  many to  underlie the 

’’B ritish  disease”, but then Turner (1969) tc id  us th a t  s tr ik e s  might 

not nearly be so costly as they appeared a t  f i r s t  s igh t. But by the 

mid-1970’s the country’ s weaknesses did begin to  m anifest thenselves 

in  ways whose importance was evident to  many even though th e ir  

causes, l e t  alone remedies, were s t i l l  understood by very few.

In p a rticu la r, B rita in , along i t  must be said w ith mary other 

Western countries, began to  su ffer l e v d s  of unemployment 

unprecedented in  the post-war era . For seme memories of the  1930’ s



were enlivened, fo r o thers the reminiscences of the media and of 

elder c itiz e n s  began to  acquire poignancy. In f a i r ly  quick 

succession one "po ten tia lly  unacceptable" unemployment leve l a f te r  

another was exceeded u n til ,  fcy the beginning of 1983, more than th ree  

m illion  people were o f f ic ia lly  recorded as being out of work. But 

a tt i tu d e s  towards unemployment have not apparently changed amongst 

the public with some 58 per cent of a Market and Opinion Research 

In ternational (MORI) sample regarding unemployment as the  major issue 

a ffec ting  th e ir  voting in ten tio n s .

Mass unemployment has returned and

"we know th a t mass unemployment a ffe c ts  the whole fa b ric  of
e f t n i  a f v  It

(Malinvaud (1984) p.1)

But successive B ritish  goverrments have seemed amongst the  l e a s t  able

to  tu rn  the tid e . Disturbingly also , economists were woefully

inadequately equipped to  provide the answer to  the  questions asked by 

them as recession se t in  and then deepened. Conventional te x t  book 

t o d s  were patently  inadequate, the  P h illip s  curve was not a simple 

"menu fo r p d ic y  choice" (Rees (1970)) and rudimentary discussions of 

the  natural ra te  of unemployment held l i t t l e  popuLar appeal. In 

short,

"Economics as a science has fa ile d  a t  th is  moment in  h isto ry  
to  convey to  the general public a usefuL message on what 
ought to  have been done in  order to  contain unemployment." 
(Malinvaud (1984) p. 113)

But on top of the concern f e l t  regarding the  overall magnitude 

of unemployment, about which governments have been accused of 

complacency from several quarters, there  evdved a growing awareness 

of the po ten tial problems surrounding i t s  d is tr ib u tio n  through the 

work-force. One of the major aspects of th is  has been hew the



recession has affected  young people, and the a ll ie d  considerations of

what the long-term consequences may be upon them, which seems a l l  the

more pertinen t when they have been described as comprising "Seventy

Per Cent of Our Future" (Baxter and McCormick (1984)). On th is

p a rticu la r aspect of the recession governments have received somewhat

warmer praise than over most others,

"Yet there seems to  be more of a consensus when i t  comes to  
the  f ig h t against youth unemployment. Regardless of 
p o lit ic a l  colour every OECD government recognises the value 
of vocational and social in se rtio n  of young people and the 
inherent r isk s  of short -  and long-term youth unemployment. 
Consequently almost a l l  countries have enacted special youth 
programmes and p o lic ie s ."
(OECD (1984a) p .8)

However, the problem remains a t  almost c r i s is  le v e l. Thus in  

1984 unemployment amongst the under 18*s never f e l l  below 205,300 

w hilst in  1971 i t  never rose above 98,000, in  sp ite  of the fa c t th a t 

extensive job c reation  measures were in  operation in  the  l a t e r  year. 

Furthermore, th is  group held over 300,000 fewer jobs in  1981 than they 

possessed in  1971. W hilst the problems confronting modern youth in  

the  labour market are  a ttra c tin g  a good deal of scholarly a tten tio n , 

l i t t l e  has ye t been se ttle d . The aim of the present work i s  therefo re  

to  consider ce rta in  of the central issues in  the  debate, with the 

principal focus being on the fa ilu re  c r ite r io n  of unemployment. 

F irs tly , however, the question of ju s t  what i s  meant by the term youth 

in  an economic context should be ra ised .

I I . ECONOMIC YOUTH

The general th ru st of d ictionary d e fin itio n s  of youth are th a t 

i t  i s  the s ta te  of being young or before adu lt age. But th is



only leads one to  ask what i s  meant by "young11 and "adult".

Furthermore, there  i s  not even an agreed adm inistrative d e fin itio n  of 

youth and those undertaking empirical stud ies of th e ir  labour market 

position  have f e l t  themselves able in  sane instances to  focus on a 

very narrow band beyond the school-leaving age, in  sane European work 

to  extend th is  up to  the  age of 30 and in  the  remainder to  adopt a 

varie ty  of interm ediate postures. Can then the app lica tion  of

econanic reasoning a id  in  bringing about sanething more akin to  

consensus on th is  m atter?

One approach might be to  ask whether a d e fin itio n  based around 

labour market entry i s  usefu l. I n i t ia l  reac tion  might lead  to  an 

a ffirm ative conclusion as i t  seems to  capture the  school-leaver 

p e r f e c t l y .^  However, i t  also  ensnares seme married females who only 

en ter the labour force fo r the f i r s t  time in  l a te r  l i f e .  Indeed i t  i s  

a moot point as to  how one would t r e a t  those who had simply had a 

prolonged absence frcm the labour force in  th is  fram ew ork .^  Also, 

a re  18 year old school-leavers the same as those who leave school a t

16 and how shouLd those who have undertaken higher education be

trea ted?  The only escape seems to  be to  adopt an age c r ite r io n  in  

coinjunction with th a t regarding labour force inexperience; but then we 

are back where we s ta rted .

Another approach might be to  define youths as those with tenuous 

labour market attachment. But, on the one hand, th is  i s  to  accept a 

hypothesis about the behaviour of young people; a lb e i t  one which has 

received sane empirical support. Equally, on the other hand, i t  i s  to  

ignore the fa c t th a t ce rta in  other groups are  a lso  assuned to  share 

th is  ch a rac te r is tic  -  second family earners being the typical case in



point. Furthermore, th is  categorisa tion  ignores the p o ss ib ility  th a t 

some young people behave tru ly  as "economic youth”. That is ,  they may 

wish to  demonstrate labour force attachment a t  an early  age as an 

investment decision, whether on hunan cap ita l or s igna lling  grounds. 

Once again therefore i t  i s  not obvious th a t progressing along th is  

route wouLd re s u lt  in  substan tia l advance.

In a re la ted , although conceptually d is t in c t ,  vein one might 

look fo r a d e fin itio n  of youth based upon s k i l l  lev e l, or perhaps 

efficiency u n its . The apprenticeship system might seem to  afford sane 

weight to  th is  p o ss ib ility . But people below a ce rta in  age a re  not 

the only ind iv iduals in  the labour market who do not embody a "fuLl" 

vector of past investments in  s k i l l  a c q u i s i t io n .^  In o ther words, 

the unskilled  do not comprise simply the young. But, in  addition , 

th is  l in e  of argument glosses over the ro le  of the formal education 

system in  the development of marketable s k i l ls .  I f  th is  i s  a primary 

ro le  of schooling, as seme would argue i t  is ,  then the  young might 

bring to  the market more re levan t, i f  only embryonic, s k i l l s  than 

those possessed by seme members of cider cohorts. Defining youth in  

these terms wouLd therefore  also not appear to  be straightforw ard.

This very b r ie f  consideration of how one might go about defining 

youth in  an economic sense has perhaps been su ff ic ie n t to  in d ica te  why 

the problem has received so l i t t l e  a tte n tio n  in  the  l i t e r a tu r e .  

Indeed th is  preliminary discussion might lead  one to  inqu ire  whether 

a tten tio n  should be focused sp ec ifica lly  upon the  problems of youth in  

the labour market a t  a l l ,  ra th e r than those of the unsk illed  or 

secondary workers in  general. However, th is  stance i s  not the  one 

adopted here, where the policy-m aker's a tten tio n  to  the supposedly 

special problems faced by young people c o n stitu te s  the  prime-mover of



the work. Indeed the d iff ic u lty  of formulating an- exact d e fin itio n  

of youth in  economic terms need not negate the finding th a t, roughly 

speaking, young people su ffe r d is t in c t  market disadvantage. In l in e  

with previous research, the approach taken to  the  group under study 

w ill therefore e sse n tia lly  be pragmatic and determined, in  most 

instances, by the lim ita tio n s  of the data. With th is  in  mind, the 

ou tline  plan of the work i s  now presented.

I II . OUTLINE

Unemployment i s  c learly  not a problem faced by young people in  

iso la tio n , and furthermore, the a tte n tio n  afforded to  i t  has not 

simply been em pirical. Indeed in  recent years the  economics 

profession has grappled hard with the perceived inadequacies of 

received neo-classical theory as a framework w ith in  which to  

ra tio n a lise  contemporary labour market fa il in g s . Therefore, as a 

backcloth to  the  la te r ,  more em pirically orientated  aspects of the 

work, Chapter 2 reviews the, s t i l l  e sse n tia lly  competing, modern 

theo re tica l developments in  the unemployment f ie ld  and queries whether 

they throw ary special l ig h t  onto the problems faced ty the young.

One of the more popuLar hypotheses put forward to  ra tio n a lis e

the p e rs is ten t d i f f ic u l t ie s  faced by youths in  the labour market i s

th a t th e ir  re la tiv e  wages are too high. This, of course, accords well

with conventional economic reasoning. Indeed, i t  has even been

proposed th a t government tra in in g  schones fo r unemployed youth, a l l  be

they well intentioned, are an actual waste of resources : a l l  th a t i s

needed i s  (presunably le s s  costly) ac tion  to  bring down th e i r  re la tiv e  
( 7 )wages. ' '  In view of th is  centre stage position  held by re la tiv e  

wages in  youth unemployment debates, Chapter 3 examines the  time-



se ries  data from which most commentators have drawn th e ir  evidence. 

The principal question, of course, i s  whether these a ffe c t the demand 

fo r  young labour, and hence unemployment amongst th is  group, but in 

th is  i n i t i a l  examination of the data some attempt i s  made to  examine 

whether, h is to r ic a lly , re la tiv e  youth wages have been sensitive  to  

economic forces.

I f  the assumption i s  made th a t the labour force i s  fixed  then 

the unemployment ra te  i s  the complement of the employment ra te . This 

suggests th a t  an examination of th e ir  employment pa ttern s should form 

an in teg ra l part of the study of th e ir  unemployment. But even i f  th is  

s t r i c t  equality  i s  relaxed, and flows in to  and out of the labour force 

recognised, i t  i s  c lear th a t the demand fo r  youth labour i s  cen tral to  

the analysis of th e ir  labour market performance. In Great B rita in  

there i s  a noticeable paucity of data w ith which to  undertake th is , 

and a lso  previous, reasonably technical, approaches to  the  topic have 

achieved l i t t l e  by way of concensus. In view of th is ,  Chapter 4 

examines the  employment of young people in  the  post war period v ia  the 

medium of the Census of Population and brings to  bear upon i t  a ra th e r 

d iffe ren t analy tica l methodology to  th a t normally applied. In sane 

ways the emphasis there rev e rts  to  the tra d itio n a l concern with 

s tru c tu ra l unemployment; th a t  is ,  can the poor performance of young 

people in  seme measure be a ttr ib u te d  to  a d is t in c t  employment 

d is trib u tio n ?

Chapters 5 and 6 then move onto the  d irec t analysis  of youth 

unemployment and subject i t s  post>war behaviour to  scru tiny . In the 

former, the developnent of the current problem i s  h igh ligh ted  and 

hypotheses are produced to  explain the ex tent of youth job lessness 

measured e ith e r  as a ra te  percentage or re la tiv e  to  th a t



of aduLts. The l a t t e r  then undertakes the task  of subjecting the 

derived models to  empirical t e s t  and examines in  some d e ta il the 

in te g rity  of the resuLts in i t i a l ly  obtained.

But, as the  d is tr ib u tio n  of the unemployment burden amongst ary 

sub-population w ithin  the labour market, such as the young, has 

usually been found to  be non-random, the determ ination of the 

aggregate leve l of youth joblessness a t  a point in  time does not 

adequately parametise the problem a t  hand. I t  i s  necessary also  to  

have sane knowledge about how ary given burden of unemployment w ill be 

spread amongst the members of the group, as d istinguished ty th e ir  

id e n tif ia b le  c h a ra c te r is tic  vectors. This exercise forms the rem it of 

Chapter 7 which examines the  cross-sectional incidence of unemployment 

amongst young people. Following a discussion of the proposed model 

and the  s ta t i s t ic a l  problems encountered in  looking a t  the 

employment/unemployment dichotony across indiv iduals, the analysis  i s  

conducted separately on two years of data. Thus, as in  the  time- 

se rie s  work, checks are provided on the s ta b il i ty  of the find ings and, 

in  the l ig h t  of the years chosen fo r analysis, some te n ta tiv e  remarks 

made possible about the n e u tra lity , or otherwise, of the determinants 

of unemployment p ro b ab ilitie s  to  the  economic cycle.

Chapter 8 brings the work to  a d o se  with a d e ta iled  sutmary of 

the  findings obtained and a discussion of the principal condusions 

which emerge. What im plications these l a t t e r  may have fo r p d ic y  

purposes' co n stitu tes  an in teg ra l dement of th is  second p a rt of the 

d o s in g  overview.
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(1) Beveridge did not actually  found the Welfare S ta te  contrary 
to  much popular b e lie f , see Wilson e t. a l. (1982).

(2) Quoted in  Cohen e t .  a l .  (1979).

(3) Even allowing fo r s ta t i s t ic a l  inexactitudes such findings 
are d if f ic u l t  to  in te rp re t when the government of the day 
had secured a second term of o ffice  in  sp ite  of presiding 
over a 2.5-3 fo ld  increase in  unemployment.

(4) Even th is  i s  not qu ite  true  as those leaving school may have 
casual labour market experience.

(5) Both of these d if f ic u l t ie s  apply to  ary who have been 
in s titu tio n a lis e d  (e .g . imprisoned) fo r long periods.

(6) This begs the  question of whether such s k i l l s  a re  marketable 
anyway.

(7) For a synopsis of these arguments see The Economist 12/12/81 
pp. 15-16 and 19/12/81 p.36.



C H A P T E R  2

UNEMPLOYMENT : THEORETICAL ISSUES 

AND DEVELOPMENTS
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I .  INTRODUCTION

In th is  chapter the p rincipal attem pts made by economists in  

recent years to  improve the th eo re tica l apparatus with which to  view 

unemployment are reviewed. Before doing th is ,  however, Section I I  

provides a very b r ie f  summary of the Keynes ,v . the C lassics debate 

and notes ce rta in , comparatively early , important contribu tions to  

labour theory which figure  prominently in  most discussions. Section 

I I I  then reviews the major equilibrium  theo ries o f unemployment to  

emerge in  recent years and focusses on search theory, con tract theory 

and benefit-induced unemployment in  tu rn . Following th is  Section IV 

examines the disequilibrium  treatm ents of unemployment which 

represent the principal attempt to  cognise the b e lie f  th a t much 

joblessness i s  in  fa c t involuntary. F inally , Section V provides a 

b r ie f  conclusion.

I I . UNEMPLOYMENT AND THE AGGREGATE LABOUR MARKET

For over h a lf  a century the economics profession has been 

w restling  with the log ica l consequence of the c la ss ic  Walrasian 

paradigam th a t the labour market w ill "c lea r”, given fu lly  f le x ib le  

p rices and wages. This was, of course, a mathematical conclusion but 

fo r many w rite rs  p rio r to  the la te  19th century i t  was a reasonable 

statement of the re a l i ty  th a t surrounded them. In large  p a rt th is  

was due to  the presence of a large  dom estic/agricultural base which 

could "hide” what in  la te r  years would occasionally overtly  appear as 

large  scale unemployment. This i s  not to  say th a t a l l  were 

necessarily  content with the outcomes of the market process. 

However, fo r the early  w rite rs  much of th e ir  concern about the labour



market lay  in  the obstacles hunanly imposed to  hinder the fu lly

fledged operation of the price mechanism. Thus,

"The policy of Europe, by obstructing the free  c ircu la tio n  
of labour and stock both fran  employment to  employment, and 
frcm place to  place, occasions in some cases a very 
inconvenient inequality  in the  whole of the  advantages and 
disadvantages of th e ir  d iffe ren t employment.11 

(Smith (1910), p. 122)

Such sentiments, of course, have found favour in  many q uarte rs  w ithin

the current era . But i t  i s  probably true  to  say th a t we never have,

and increasingly  are le s s  lik e ly  to , experienced free  and perfect

competition, especially  w ithin labour markets. How fa r  our

abstrac tions go in  dealing w ith th is  remains a moot question.

Nevertheless, c e rta in  of the  c la ss ic a l w rite rs  did openly

consider the problem of unemployment. Jevons, fo r instance, wrote

th a t : -

!,The second disadvantage of the d iv ision  of labour i s  th a t 
the individual system of society becomes highly complicated 
and d e lica te ly  connected, so th a t  any disturbance of supply 
and demand produces d is tre s s  in  one branch or other and i t  
becomes d i f f ic u l t  fo r any man thrown out of employment in  
one small branch to  m aintain him self in  any other branch. 
That i s  an unquestionable ev il and i s  an almost necessary 
r e s u l t .”

(Jevons in  Collinson Black (ed) (1977) p .35) 

Furthermore, Marx, amongst o thers, was aware of what were seen as the 

unemployment im plications of a cap ita l stock which fa ile d  to  expand 

su ff ic ie n tly  f a s t  to  p ro fitab ly  emplcy the whole of the prevailing  

labour supply. But, hcwever true, the in te rp re ta tio n  of the
i

c la ss ic a l doctrines as implying a l l  unemployment to  be voluntary and

due to  the  id leness of the populace sparked o ff  a counter offensive

in  the early  20th century culminating in Keynes* (1936) General
( 2 )Theory. 7 The Great Depression had signalled  the  need fo r  both 

fresh  theorising  and a new terminology when the labour market was 

under consideration.
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Although, as Kahn (1976) noted, the phrase "involuntary

unemployment” had been used, su rp rising ly , by the staunchest advocate

of the c la ss ic a l log ic  sane twenty years previously (Pigou (1914)),

i t s  standard, a lb e it  convuluted, d e fin itio n  i s  th a t  provided by

Keynes (1936) p .15.

”Men are  invo lun tarily  unemployed i f ,  in the  event of a 
small r is e  in  the price of wage-goods re la tiv e ly  to  the 
money-wage, both the aggregate supply of labour w illin g  to  
work fo r the curren t money-wage and the aggregate demand 
fo r i t  a t  th a t wage would be g rea te r than the  ex isting  
volume of employment.”

In the  l ig h t  of Pigou*s (1943) "rea l balance” e ffe c t argument, 

the enhanced Keynesian system generated such unemployment in  the 

long-run i f ,  and only i f ,  money wages were r ig id .  ̂  Within th is  

framework, the demand side predominates with employers tre a tin g  the 

fixed money wage as the  marginal cost of changing employment and 

equating labour*s marginal product to  i t .

Such a b r ie f  synopsis could never hope to  do ju s t ic e  to  such a 

great debate. However, one can in fe r  fran  i t  the strong points of 

the  opposing schools and a lso  a common weakness thqy developed frcm 

the way the debate was conducted. The beauty of the c la ss ic a l system 

i s  th a t  i t  i s  consisten t with the received W alrasian micro-econanic 

theory, a t  le a s t  in  the long-run, with prices clearing  a l l  markets, 

including th a t  fo r labour, and a l l  rea l variab les, including 

employment, being independent of nominal aggregates. This l a t t e r  

th eo re tica l desiderata  i s  seen by Hall (1980) to  be c lea rly  refu ted  

by the empirical evidence (Barro (1977), fo r example). Whether the 

"natural ra te" theorists*  restatem ent of the c la ss ic a l model, to  be 

outlined below, i s  a sa tis fac to ry  defence remains a t  the centre of
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debate. However, the Keynesian r ig id  money wage framework allows 

very simply for nominal e ffe c ts  on rea l magnitudes.

In the ab s trac t, the difference between the two approaches can 

be highlighted by a mathematical representation  of th e ir  respective 

assumptions. As th is  i s  now commonplace reference i s  simply made 

here to  M odigliani1s (1944) early , but lucid , presentation.

Such s ta rk  treatm ents point, however, to  an unsa tisfac to ry

fea tu re  common to  both models in  th e ir  most basic form. This i s  th a t

there  i s  assumed to  be a homogeneous labour market. In p art, of

course, th is  was due to  the  abstrac tions necessary to  make the models

"work11. But fo r many years the debate was conducted as i f  th is  were

tru e . In one sense, the c la ss ic a l rev is io n is ts , led  by Friedman

(1968), can be viewed as try ing  to  rescue the f le x ib le  p rice  model

from the more extreme of i t s  proponents by introducing th e  natural

ra te  of unemployment. This was to  account fo r

’’the  actual s tru c tu ra l c h a ra c te ris tic s  of the labour and 
commodity markets, including market im perfections 
s tochastic  v a r ia b il i ty  in  demands and supplies, the  cost of 
gathering information about job vacancies and labour 
a v a i la b i l i t ie s ,  the costs of m obility, and so on .”

(Friedman (1968) p .8)

What i s  more, th is  so-called  Chicago School aligned i t s e l f  with 

the, h is to r ic a lly  comparatively sophisticated , w ritings of Fisher 

((1896), (1920), (1930)) in  recognising the  short run influence of 

money on rea l q u a n titie s  in  tra n s itio n  periods. As Friedman 

objected,

”..........  th is  recognition was not incorporated in  formal
th eo re tica l analysis. Ihe formal analysis simply took over 
Marshall’ s assunption. In th is  sense, the  quantity  
th e o ris ts  can be va lid ly  c r i t ic is e d  fo r having *assumed* 
price f le x ib i l i ty  -  ju s t  as Keynes can be v a lid ly  
c r i t ic iz e d  fo r  ’assuming* th a t consumption i s  independent
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of wealth, even though he recognised . in  h is  asides th a t 
wealth has an e ffe c t on consumption.”^ '

(Friedman (1971) p .208)

And th is  c la ss ic a l resurgence was often conducted w ith th a t  seemingly

most Keynesian of expository devices, the P h illip s  curve.

At the  end of the  day, one was l e f t  with two schools of macro­

thinking more noted fo r th e ir  s im ila r it ie s  than th e ir  d ifferences, as 

CL ewer (1969) fo r one, has noted. ^  But what of the  s ta tu s  of the  

labour market and, in  p a rticu la r, unemployment theory in  the models? 

Labour economics had to  a la rg e  exten t persisted  with the tra d itio n a l 

c la s s if ic a tio n  of unemployment as f r ic t io n a l ,  seasonal, s tru c tu ra l or 

demand d e fic ien t, with sane n o n -triv ia l th eo re tica l developments, 

p a rticu la rly  of the former, by Reder (1969). Also, new in s ig h ts  had 

been provided in to  the  phenomenon of underemployment (labour 

hoarding) even in  developed economies, by the works of Becker (1964), 

Klein (1960), Oi (1962) and Taylor (1970). Mincer (1962), on the 

other hand, had begun a school of research in to  hidden unemployment.

The macro theo ries , however, were s t i l l  without so lid  micro 

foundation. Thus, Keynesians needed to  explain why money wages were 

r ig id . M onetarists, to  use y e t another of th e ir  a llo t te d  t i t l e s ,  

s t i l l  pers isted  w ith more or le s s  an auction labour market, a lb e it  

with expected replacing actual rea l wages. What i s  more, w h ils t one 

might tease out of sane of the micro th eo re tic  developments how any 

given lev&L, or more especially  change in  lev e l, of unemployment 

might be d is trib u ted  across the workforce the macro th eo ries  were 

almost wholly s i le n t  on the  issue. Ih is , of course, i s  c ru c ia l to  

the current study, and to  many peoples* perception of cu rren t labour 

market problems.



From the l a te  1960's onwards the goal has been to  find  a macro 

theory of the  labour market with acceptable microeconomic 

foundations. Overall, success has yet proved elusive, although along 

the way many useful in sig h ts  have been provided in to  the (apparent) 

workings of present day labour markets. W hilst the d is tr ib u tio n  of 

any level of unemployment across members of the labour force has not 

occupied cen tre-stage  in  these developments, a short review of them 

and th e ir  po ten tia l contribution  to  such an analysis  i s  new 

undertaken. The typology adopted i s  t ig h t, although, as in  the 

Keynes .v . C lassics debate, the  re a li ty  i s  much le s s  so and many of 

the works c ited  encompass fea tu res  outside of the compartment to  

which they are here a llocated . This review i s  presented in  two major 

sections, the f i r s t  of which deals with equilibrium  th eo ries  of 

unemployment and the  second with the theorising  which regards 

unemployment as the m anifestation of disequilibrium  somewhere in  the 

economic system. In the  former, two principal strands of 

reasoning are  id en tif ie d , which are those associated w ith search and 

contract theory respectively . However, both place a strong emphasis 

on the ra te  of exogeneously financed unemployment b en efit and in  

consequence a separate sub-section w ill ou tline  the controversies 

which have a risen  over th is  issue. Sim ilarly, the concept of human 

cap ita l i s  crucial to  most contract theo ries and, w h ilst i t  does not 

form a separate element of th a t p a rticu la r sub-section, i t s  

importance i s  brought out and i t  w ill often be re fe rred  to  in  the  

la te r  empirical work.
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TTT. EQUILIBRIUM THEORIES

The c la ss  of theo ries considered here are  based upon observed 

unemployment being the re s u lt  of ra tio n a l u t i l i ty  maximising 

behaviour and, to  th a t extent, being ex-ante voluntary.

I I I . i  SEARCH THEORY

The seminal th eo re tica l works on the economics of search were 

ac tually  those undertaken by S tig le r  ((1961), ( 1 9 6 2 ) ) .^  However, 

fo r several years these appear to  have been large ly  ignored and the  

main impetus to  l a t e r  work on search in  the labour market was th a t 

which emerged as supportive of Friedman* s (1968) natu ra l ra te  of 

unemployment conceptualisation, in  p a rticu la r the volume edited  by 

Phelps (1970). But, w h ilst Friedman*s o rig inal verbal p resen tation  

seemed to  allow of the p o ss ib ility  of sane involuntary, or a t  le a s t  

employer in i t ia te d  unemployment, the  vast bulk of the  ensuing search 

l i te r a tu r e  concentrated e n tire ly  on voluntary f r ic t io n a l  

unemployment.

The core re su lt, a t  le a s t  as fa r  as simple macro-economic models

goes, i s  normally seen to  be th a t in  the steady s ta te  (no su rp rises)

the  P h illip s  curve i s  v e r tic a l. That is ,  Rees* (1970) menu fo r

policy choice becomes a se t meal prepared to  the ta s te  of the  host.

But as Lippman and McCall (1976b) observe

**It i s  important th a t the unemployed searcher who has q u it 
(because of h is  perceptions of a lte rn a tiv e  wages and the 
productivity  of fu l l  time search) be d istinguished from the 
unemployed searcher who was la id  o ff. A cursory review of 
the P h illip s  curve l i te r a tu r e  in d ica tes  th a t the d is tin c ­
tio n s  have not been made.”

(p .359, i t a l i c s  in  o rig ina l)



Notwithstanding th is  fa ilu re  to  achieve th eo re tica l Nirvana, the 

many contribu tions to  the  search th eo re tic  debates have undoubtedly 

fu rthered  labour economic analysis . Nevertheless, the following, 

short review of the search l i t e r a tu r e  does ind icate  unsatisfactory  

elements even when the contributions are taken to  be but p a r t ia l  

theo ries of the labour market.

The basic idea i s  rea lly  a very simple and a tt ra c t iv e  one. I t  

i s  th a t the world i s  fuLl of ra tio n a l, optim ising economic agents but 

in  which information i s  costly  and both firm s and workers must search 

in  the "fog of imperfect information” (Muellbauer (1978)) to  f i l l  

vacancies and to  find  jobs. The standard models proposed fo r both 

worker and employer search are of the sequential va rie ty  wherein 

search proceeds one sampling a t  a time and th e  s itu a tio n  r e ­

a p p ra is e d .^  Taking the searching worker as exemplar, the standard 

model form i s  based on the  theory of optimal stopping, as d e ta iled  in  

De Groot (1970) fo r  instance.

At th e ir  most basic the  models assune th a t there  a re  an in f in i te  

number of jobs, and therefo re  wages. To capture th is  i t  i s  posited

th a t  the individual faces a wage d is tr ib u tio n  with density function
 ̂ - f(w) and corresponding d is tr ib u tio n  function F(w) where

w
F(ff) = of f(w)dw

( Q )
and aims to  maximise expected discounted l i f e  time income. The 

wage d is tr ib u tio n  i s  ju s t if ie d  by invoking the assumption th a t w h ils t 

the workers s k i l l s  a re  invarian t, d iffe ren t prospective employers 

evaluate them unequally. Defining a time period as the length  of



time w ithin which one, and only one, job o ffer i s  received the 

current maximun worth of the searcher, given an in f in i te  horizon, i s

V(w) = max [w, E(V(w)) -  c]
CO

= max [w, 0/  V(w) f(w)dw -  c]

where w i s  the current o ffer and c i s  the un it cost of (one more) 

search. Furthermore, i t  can a lso  be shown th a t

— r00w = ol V(w)f(w)dw -  c

has a unique so lu tion  and th is  so lu tion  y ie ld s w*, the  reservation  
( 11)

wage. ' This i s  the value of w th a t makes the searcher in d iffe re n t 

between stopping new and continuing search. In models possessing the  

reservation  wage property the optimal stra tegy  i s  then to :

accept job  i f  w > w* 

continue search i f  w < w*

Another way of s ta tin g  th is  i s  th a t  search continues u n til  the 

marginal cost of obtaining one more o ffe r i s  ju s t  equal to  the 

marginal benefit of so doing.

Couched in  th e  l a t t e r  terminology the form ulation sounds 

eminently reasonable, and the mathematics i s  uncontestable. However, 

fu rth er thought regarding the  assumptions renders such models le s s  

than sa tis fac to ry  when confronted with known labour market fa c ts .



Thus, workers are  assumed to  knew with certa in ty  the parameters of

the wage d is tr ib u tio n  th a t confronts them. The cost of search i s

assumed to  be constant and the worker1 s u t i l i ty  function i s  taken to  
M2)be lin e a r . '  What i s  more, under the in f in i te  horizon, con tracts 

once struck are forever and q u its  and lay o ffs  are not permitted. 

With these assumptions the  reservation  wage ex is ts , i s  constant 

through time and the lewer are the costs the longer i s  the expected 

period of search and consequent duration of unemployment. ^ )

Considerable resources have, of course, been devoted to  adding 

realism  to  search models, although as indicated by Hey (1979)» the 

availab le  options have tended to  be covered piecemeal ra th e r than 

attem pts made a t  th e ir  jo in t ,  and several, inclusion in  one overall 

un ified  model. An obvious point of departure i s  the re laxa tion  of 

the  in f in i te  time horizon assumption. Frcm a s itu a tio n  where the 

reservation  wage i s  unchanging and the issue of re c a ll  ir re le v a n t, 

the reservation  wage now declines through time, whether the problem 

i s  formulated with or without the p o ss ib ility  of the re c a ll  of 

previous o ffe rs . Both Kasper (1967) and Stephenson (1976) found th is  

assumption to  be the more sa tis fac to ry  fo r th e ir  American samples. 

However, the size  of the e ffe c t found by Stephenson in  a study 

focussed solely on youths was qu ite  sn a il. Lynch (1983) a lso  

uncovered a very small negative, and in s ig n if ic an t, decline in  

reservation  wages in  her study of London youths. However, the 

ju s t i f ic a t io n  presented fo r th is  re s u lt  i s  not a ltogether appealing, 

namely th a t the assumption of an in f in i te  time horizon (and therefo re  

constant reservation  wage) for those a t  the  beginning of th e ir  

working l iv e s  i s  not too inappropriate.



F irs t  of a l l ,  i f  one does assume th a t a l l  jobs once acquired are<3 .

permanent attachments then the  fa c t th a t youths hold jobs fo r

re la tiv e ly  short periods of time cannot be incorporated. Short job

attachments do not, of course, of themselves ind icate  a truncated

horizon. I t  may be th a t successive jobs represent an an tic ipa ted
MU')progression, although there appears to  be no evidence on th is .  ' 

Secondly, th is  supposition does not s i t  too easily  with the finding 

in  a companion paper, Lynch (1984), based on the same data se t, where 

she finds evidence of negative s ta te  dependency. Basing her

analysis on the work of Lancaster (1979), s ta te  dependency i s  sa id  to  

e x is t  i f ,  a f te r  con tro lling  fo r relevan t personal and lo ca l demand 

c h a rac te r is tic s , there  i s  a decreasing hazard ra te  (re-employment 

p robability ) through time u n e m p lo y ed /^  The evidence unearthed i s

consisten t with a world in  which market signalling , as analysed by
«

Spence (1974), i s  important and the longer the spell of cu rren t 

unemployment, the more adverse a signal i t  r e p re s e n ts /  ^  Thus, 

”job snatching”, in  the terminology of Mackay (1972), may be an 

optimal stra tegy . More w ill be said on th is  when on-the-job search 

i s  considered.

A second amendment to  the  basic model comes from relaxing  the  

assumption th a t one, and only one, job o ffe r i s  received per period 

of time. The form ulation of such le s s  r e s t r ic t iv e  models has new 

become more commonplace, with the impetus in  B rita in  being provided 

by the work of Lancaster (1979). Empirically, the re laxa tion  of the 

one offer per period assumption has usually involved re la tin g  the 

probability  th a t job o ffe rs  a re  received, and therefo re  the  duration 

of unemployment, to  the overall level of unemployment as a demand
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p r o x y / ^  I t  i s  in te re s tin g  to  note th a t Lancaster and Nickell 

(1980) and Nickell (1979 a) find th a t, cet. p a r ., the  p robability  of 

leaving unemployment i s  negatively re la ted  to  age, when labour demand 

i s  one of the variab les controlled  fo r.

The foregoing improvement i s  sim ilar to , but conceptually 

d is t in c t  from, a th ird  refinement which appears desirab le  fo r most 

s itu a tio n s  to  which search th eo re tic  analysis i s  applied. This i s  

the  recognition th a t economies a re  generally in a s ta te  of dynamic 

flux , and i t  might be expected th a t the wage d is tr ib u tio n  would s h if t  

with the s ta te  of the economy. However, wages seem notoriously 

sticky , and i t  wouLd appear to  be the probability  of receiving a job 

o ffe r which changes ra th e r than the  wage d is tr ib u tio n  per se. But to  

the extent th a t the wages of youths are cyc lica lly  more sen sitiv e  

than those of adults, an issue investigated  in  more d e ta il in  the  

following chapter, a search theory modified to  incorporate a sh iftin g  

wage d is tr ib u tio n  may be of use in  analysing th e i r  behaviour. But, 

in  general, the issue of sticky wages i s  one area where the con tract 

theories, to  be discussed presently , score somewhat more heavily than 

search theo ries . This d if f ic u lty  presents serious problems fo r 

search th eo re tic  explanations of the negative slope of the  short-run 

P h illip s  curve, as Lippman and McCall (1976b) r e a l i s e / ^  That i s ,  

i f  wages are  r ig id , then how are  workers surprised? Furthermore, i t  

can be noted here th a t search theory, in  i t s  sim plest forms, i s  wrong 

about the behaviour of q u its . I t  p red ic ts  they w ill increase in  

downturns, as wages in  a l l  but the worker1 s own firm  w ill be 

perceived to  have held up, and decrease in  upturns, when own firm  

wage gains w ill be perceived as u n i q u e / ^  As Grossman (1973), in
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an early  c r i t ic a l  appraisal of search theory argues " ...n o n  wage 

ra tion ing  of jobs i s  a pervasive aspect of declining employment fo r 

which analysis  of employment -  acceptance f r ic t io n  makes no apparent 

allowance" (p .1365). Of d irec t relevance, of course, i s  th a t  

au thor1s work w ith Barro (1971) on non-clearing markets, which w ill 

be examined fu rth e r below. However, w h ilst such analyses do not run 

in to  the voluntary unemployment problem, they do not o ffe r fu lly  

convincing ra tio n a lisa tio n s  of why markets f a i l  to  d e a r  as Grosanan

(1973) admits.

The assumption th a t  the searcher knows the  rd e v a n t parameters 

of the wage d is tr ib u tio n  faced might also be regarded with seme 

suspicion in  many cases. Young people and others with lim ited  recen t 

labour market experience, such as married female re -e n tra n ts , 

represent obvious cases in  point. For youths, ir>-school careers 

counselling might play a ro le  in  improving knowledge about wage 

d is tr ib u tio n , although th is  issue has not been taken up in  th e  

l i te ra tu r e .  However, i t  i s  sometimes argued th a t th e ir  a sp ira tio n s  

in the  labour market a re  too high, which might be taken to  suggest 

th a t the careers service does not devote su ff ic ie n t resources to  th is  

p a rticu la r task.

When the  searcher does not know the wage d is tr ib u tio n  then the
( 21)reservation  wage i s  not constant. In e ffe c t each o ffer received

provides information, with the a id  of which the searcher updates both

h is  conception of the prevailing  wage d is tr ib u tio n  and h is  
( 22)reservation  wage. '  Therefore, each job o ffe r i s  not only an 

employment opportunity but also a piece of information used to  update 

p rio r b e lie fs . At the opposite end of the spectrum, searchers may 

have ra ther a lo t  of information. In p a rticu la r, they may r e a l is e



23

th a t the market i s ,  a t  le a s t  p a r tia lly , segmented in  th a t they have a 

la rg e r chance of obtaining employment in  sane firm s ra th e r than 

o thers. In th is  case they w ill not search randomly as the simple 

models suppose but search the most favourable firm s f i r s t .  In the 

sp ec ific  case of young people, one m anifestation of th is  might be a 

g rea ter propensity fo r them to  apply to , and be accepted a t, firms 

where they have family or friend  contacts.

TWo c h a ra c te r is tic s  possessed by individuals may a lso  c a ll  the

basic search models in to  question. The f i r s t  of these i s  th a t in

much theorising  ind iv iduals a re  assuned to  be risk -averse . Using the

Arrow-Pratt measure of absolute r isk  aversion, Nachman (1975) shows

the more r is k  averse individual w ill  search le s s , and accept a l l

o ffe rs  accepted by those le s s  r is k  averse plus some o thers.

Furthermore, Hall e t. a l. (1979) ind icate  th a t the reserva tion  wage

property does not hold with r isk  averse indiv iduals when o ffe r re c a ll

i s  possible. But a casual presumption i s  th a t  indiv iduals grow more

risk -averse  with age, which might be taken as grounds fo r accepting

search theory as more applicable to  young people. However, there

remains one p o ss ib ility  besides th a t of simple income maximising r isk

n e u tra lity ; th a t  of risk -lov ing . This l a t t e r  p o ss ib ility  has long

been recognised, as the following quotation demonstrates:

nThe contempt of r isk  and the  presumptuous hope of success 
are in  no period of l i f e  more ac tive  than a t  the age a t  
which young people choose th e ir  professions. How l i t t l e  
the fea r of misfortune i s  then capable of balancing the 
hope of good luck appears s t i l l  more evidently  in  th e  
readiness of the canmon people to  e n l i s t  as so ld ie rs , or to  
go to  sea, than in  the eagerness of those of b e tte r  fashion 
to  en ter in to  what are called  the l ib e ra l  fashions.

What a common so ld ie r may lose  i s  obvious enough. 
Without regarding the danger, however, young volunteers 
never e n lis t  so readily  as a t  the beginning of a new war;
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and although they have scarce any chance of preferment, 
they figure  to  themselves, in th e i r  youthful fancies, a 
thousand occasions of acquiring honours and d is tin c tio n  
which never occur. These rcmantic hopes make the  whole 
price of th e ir  blood.”

(Smith (1910), p .97)

Such notions have not been incorporated in to  modern day search

theory.

Secondly, one might wish to  take account of an in d iv id u a ls

wealth position  on h is  search a c tiv ity . The general presumption

i s  th a t  ind iv iduals should become more w illing  to  accept o ffe rs  of

employment as th e ir  a sse ts  decline. In a search model th is  would be

re flec ted  in  a declining reservation  wage. The recognition of th is

fea tu re  might help to  explain Kasper*s (1967) finding th a t the ra te

of decline of the reservation  wage as unemployment duration
(241progressed was not positive ly  re la ted  to  age. '  Where the problem 

becomes in te re s tin g  with young workers i s  not so much th a t they may, 

in  general, be regarded as w ealth less, but ra th e r how fa r  th e ir  

actions may be regarded as the  outcome of a family jo in t  u t i l i ty  

maximisation exercise. I f  th is  i s  so then family wealth lev e ls , 

other than simply th a t of the individual become relevan t. This

i s  explored in  a l i t t l e  more d e ta il in  Chapter 7.

F inally , the  prevalance of models which do not permit on the  job 

search i s  frequently  objected to . This caveat would not be so 

disturb ing  i f ,  em pirically, job changes involved intervening periods 

of unemployment. Many job changes, however, do not involve any 

unemployment and therefo re  on the  job search must be q u ite  important, 

and successful. This point was made reasonably early  on by both 

M attila (1974) and Parsons (1973). I t  i s  even not possible to  

discount th is  problem in  the case of school leavers, fo r  many go
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s tra ig h t in to  employment. Presumably in  school search would be

trea ted  analogously to  th a t  on the  j o b / 2^  When on the  job search

i s  allowed the individual i s  confronted with th ree  a lte rn a tiv e

s tra te g ie s :

( i) Full-tim e employment

( i i )  Search on the job

( i i i )  Full-tim e search

The choice of which option to  pursue can be seen as th a t  of

determining the optimal q u ittin g  policy. Burdett (1978) presents a

model of th is  process which i s  capable of generating th e  "righ t"

cyclical prediction on q u its . I t  i s ,  in  fa c t, optimal fo r  a worker

to  q u it i f ,  and only i f ,  the discounted earnings of the  current

employment are  le s s  than h is  discounted reservation  wage fo r ever

le s s  any out of pocket expenses of q u ittin g  (fo r example, lo ss  of
( 27)pension and/or sen io rity  r ig h ts ) .  f/ I t  i s  to  be noted, however, 

th a t  generally such models assume th a t search i s  c o s tl ie r  on , ra ther 

than o ff, the job. This may, or may not, always be true  but i t

ce rta in ly  might be the  case th a t employment per se might su ff ic ie n tly  

enhance external job opportun ities to  o ffse t th is .

In summary, search theory provides many in te res tin g  in s ig h ts  

in to  the workings of the labour market, but the i n i t i a l  hopes res ted  

in  i t  have s t i l l  to  be met. To quote Lippman and McCall (1976b) once 

again:

"A unified  theory of search would explain job search 
behaviour over the l i f e  cycle. An individual would be 
traced from h is  career choice decision u n til he withdrew 
from the labour market e ith e r perman en tly  (d is a b ili ty  or 
retirem ent) or temporarily because of a favourable 
opportunity to  consume le isu re  or a more rewarding house­
hold task . During periods of labour force p a rtic ip a tio n ,
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the in d iv id u a ls  q u it and lay -o ff  behaviour and h is
pattern  of unemployment would a lso  be explained .......... .  no
such unified  theory e x is ts . Instead, there i s  a patchwork 
of models addressing each of these problems in  is o la t io n .” 

(pp.347-3 W

In essence, search theory t r e a ts  unemployment as ju s t  another 

occupation, and the ro le  of s ta te  subsid ies in  increasing the 

b en efits  of being in  th a t s ta te  and reducing the  cost of search i s  

cen tra l. Indeed i t  has assumed such prime importance, p a rticu la rly  

in  empirical stud ies of search hypotheses th a t, w h ilst i t  may not 

s t r ic t ly  be a theory of unemployment, the issue  of benefit 

inducements i s  here afforded a section of i t s  cwn. However, f i r s t  a 

l in e  of analy sis  which developed in  the l ig h t  of seme of the 

defic iencies in  search theory, but which a lso  often  cen tres on the  

ro le  of unemployment benefits , w ill be considered.

I I I . i i  CONTRACT THEORY

Ju s t as one might (over s im p lis tica lly ) paraphrase search theory 

as being best applied to  determining optimal worker behaviour once 

unemployed (or optimal firm behaviour once a vacancy a r is e s ) , one 

might paraphrase contract theory as saying something about the jo in t  

w elfare maximising agreement th a t  individual firm s and th e ir  

employees should conclude. Therefore, ju s t  as search theory has 

obvious .weaknesses when applied to  employment behaviour, contract 

theory has defic iencies when used to  attem pt to  understand the 

behaviour of unemployment. Nevertheless, the unemployment 

im plications of the l a t t e r  a re  amongst those most strongly 

emphasised. As might be an tic ipa ted  th e  two a re  best seen as 

p o ten tia lly  complementary inputs to  whatever ”m icro-foundation”
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eventually emerges, ra th e r than as competitive self-stand ing  

th eo re tica l frameworks.

Although here, as elsewhere, centre stage w ill be occupied by

the income smoothing im p lic it contract theory of the BAG (Baily

(1974), Azariadis (1975), Gordon (1974)) mould, i t  i s  to  be stressed

th a t th is  does not represent a complete, or wholly adequate,

ra tio n a lisa tio n  of why employment con tracts, e x p lic it  or im p lic it,

come in to  being. In p a rticu la r, note should be made of the  work of

Williamson and colleagues (Williamson (1975), Williamson, Wachter and

H arris (1975), Williamson (1979)). Working in the tra d itio n  of

Coase's (1937) seminal contribution, they argue th a t the  existence of

transactions costs explains the formation of e x p lic it  employment

contracts. The basic idea i s  th a t  there  a re  c e rta in  costs of using

the price mechanism which can be reduced by in te rn a lis in g  them w ithin

the firm . These costs include those of discovering re levan t prices,

which has d is t in c t  search th eo re tic  undertones, and those of

negotiating separate con tracts fo r each and every transac tion . Coase

himself rea lised  th a t h is  reasoning was of p a rticu la r relevance fo r

labour when he sta ted  th a t

"A firm  is  l ik e ly  therefo re  to  emerge in  those cases where 
a very short term contract would be unsa tisfac to ry . I t  i s  
obviously of more importance in  the  case of serv ices -  
labour -  than i t  i s  in  the case of the buying of 
commodities.n 

(p.392)
k\r)&

To undertake a f u l l  review of Williamson e t  a l. s con tribu tion  would
A

be to  stray  too fa r  frcm the current purpose. The p rincipal 

conclusion drawn i s  th a t the dominant fea s ib le  form of employment 

contract i s  incomplete and recu rren t. Among the  a lte rn a tiv e  

contractual forms considered, but re jected , are those through the
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spot market, because of transactions costs, and s ta te  contingent 

contracts, because of bounded r a t i o n a l i t y / 2*̂  I t  i s  to  be noted 

th a t d if fe re n tia l  r isk  a tt i tu d e s  play no part whatever in  th e ir  

reasoning.

This i s  a useful lin e  of research, which has been taken up and 

extended by Okun (1981). However, certa in  issues should be noted 

regarding the analysis. The f i r s t  of these i s  th a t transac tions 

costs are exceedingly d if f ic u l t  to  quantify and "have a bad name as a 

th eo re tica l device" (Fischer (1977), p .322). Secondly, i t  i s  nowhere 

suggested th a t such e x p lic it  contracts implying, as they do, short to  

medium term employment r ig id ly  w ill be offered to  a l l  employees. 

This i s  an important point which w ill be considered when the question 

of why employment con tracts of any so rt should s t i c k / 2^  But, 

perhaps most im portantly, th is  l in e  of analysis does not provide a 

convincing ra tio n a le  fo r the existence of r ig id  wages. Given th a t 

th is  was one of the fundamental problems th a t macro-economics, and 

indeed labour economics, had to  face th is  i s  where the l i te r a tu r e  on 

the provisions of im p lic it contracts complements th a t outlined  above.

Sticky wages were not, however, the only motivating force behind 

the development of the im p lic it contract theo ries . Also underlying 

them was the re a lisa tio n  th a t most workers are  engaged in  a 

re la tio n sh ip  with th e ir  employer which w ill be long la s tin g . 

Furthermore, the early w rite rs  noted th a t many of the unemployed were 

on temporary lay -o ff and would eventually re tu rn  to  th e ir  old 

employer. Feldstein  (1976) went fu rth es t along th is  l a t t e r  route 

when he estimated th a t "at le a s t  75 percent of the workers la id  o ff  

in manufacturing are subsequently rehired by th e ir  o rig ina l
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employer.” (p .940). W hilst H a ll's  (1980) finding th a t ” the

nunber of workers who a re  c la ss if ie d  as 'on la y o ff '  ac tually

accounts fo r only 12 percent of the unemployed” (p .117) seems a 

generally more acceptable presentation of the  fac ts , he does provide 

fu rth e r evidence th a t th is  group i s  one of the f a s te s t  to  grow as 

recession se ts  in .

To help understand these phenomena the early  BA3 works posited 

d if fe re n tia l  r is k  a tt i tu d e s  between firm s and th e ir  employers. 

Azariadis (1975), for instance, c ite s  Knight (1921) in  support of 

th is ,  arguing th a t "the confident and venturesome 'assune the risk* 

or 'in su re ' the doubtful and tim id by guaranteeing to  the  l a t t e r  a 

specified  income in  re tu rn  fo r an assignment of the actual re su lts "  

(Azariadis, p. 1185, Knight pp.269-270). Later works, including 

Azariadis (1981), recognise th a t th is  i s  not in  fa c t c ru c ia l; 

although many see i t  as a sensib le  assumption in  economies with 

incompletely developed markets fo r contingent claims.

The ideas on which the theory are based a re  e sse n tia lly  qu ite  

s i m p l e . L e t  there be a large  nunber of id en tica l firm s each with 

a fixed labour pool, L, of homogeneous workers (th e  assumptions 

necessary for such a pool to  be other than empty w ill be discussed 

sh o rtly ) . Workers a re  paid according to  th e ir  marginal products and 

firm s face random flu c tu a tio n s in  the demand fo r th e ir  outputs. For 

expositional sim plicity  l e t  th is  be represented by a product price 

which takes the values

(1 -  a) in s ta te  1 

(1 + a) in s ta te  2



30

where 0 < a < 1

and the  s ta te s  each occur with probability  0 .5 . Firms, i t  i s  

assuned, have a standard production function f ( . )  and being p ro f it  

maximisers w ill be w illing , in a spot market, to  pay the L workers 

the value of th e ir  marginal products in  each s ta te . "  That i s

w<| = (1 -  a) f»(L) 

w2 = (1 + a) f»(L)

Workers w ill  thus face flu c tu a tin g  incomes with w2 > w^. Figure
(32}1 depicts the s itu a tio n  with employees assumed to  be r is k  averse.

JCJ*

tr*

FIGURE 1

Employers, on the  other hand, are  taken to  be r isk  n eu tra l; th a t  i s
( 33 )th e ir  u t i l i ty  function i s  l in e a r  in  i t s  sole argument, p ro f i ts .

In th is  s itu a tio n , there  w ill be a range of wages such as w (po in t 

w), equal in  both s ta te s , which workers would prefer to  the market 

c learing wages ŵ  and w2 and which employers would be w illin g  to



p a y . T h e  l in e  tt* tt*, in  fa c t, represen ts an is o -p ro f i t  locus

fo r the firm and employers are  in d iffe ren t between any points
(35)thereon, including the spot market c learing  wages and W2 «

Clearly employers w ill gain i f  they can force th e ir  employees to  

accept wage combinations inside it* tt*. In the standard model, th is  

i s  where the mary firms, competitive economy, assumption comes in to  

p l a y .  ^ 6 )  Thus uriLess firm s o ffer a contract which affords the 

(opportunity) u t i l i ty  obtainable elsewhere i t  w ill not a t t r a c t  ary 

workers to  i t s  pool in  the ex-ante contracting period. Further, the 

standard competitive pressures w ill ensure th a t firm s earn only a 

normal re tu rn  and the "so lu tion” point w ill be a t  Z. Here, the

s itu a tio n  fo r workers i s  th a t

Wĵ  = w* i  = 1,2

U(w») = w* > U° 

w* j. (1 ± a) f ’(L)

At th is  point, simple contract theory invokes what Akerlof and

Miyazaki (1980) regard as i t s  deus ex machina. This i s  th a t labour

r s  ex-post immobile. Therefore, the wage w* w ill "stick" regard less

of conditions external to  the firm .

In a straightforw ard, yet seemingLy a ttra c tiv e  way therefo re ,

contract theory p red ic ts  wage stick in ess . In th is  s itu a tio n ,

"Wages a re  in sen sitiv e  to  current economic conditions
because they are e ffec tive ly  installm ent payments on the 
employer's ob ligation  to  tra n s fe r  a ce rta in  amount of 
wealth to  the worker over the duration of the employment
arrangement  the current wage i s  a more or le s s
a rb ita ry  payment on a long-term obligation"

(Hall (1980) p .92)
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However, several issues have been overlooked in  th is  simple 

exposition which must new be addressed.

The f i r s t  of these i s  th a t the model presented above generates 

real wage r ig id ity  whereas what i s  generally em pirically observed i s  

nominal wage r ig id i ty  (Gordon (1982)). This i s  a serious issue, but 

Baily (1980), not wholly convincingly, has argued th a t  the theory can 

handle rea l or nominal wage r ig id ity , or the ra te s  of change 

th e re o f.^ 8 )  But, be th is  as i t  may, one might l ik e  to  compare the 

foregoing with the conclusion to  which Keynes* (1936) analysis  led  

him,

11..........  I  am now of the  opinion th a t  the maintenance of a
stab le  general level of money wages i s ,  on a balance of 
considerations, the most advisable policy for a closed 
system; **
(ib id  p.270)

The above model revealed wage r ig id ity  to  be a ra tio n a l 

optim ising strategy in  c e rta in  tig h tly  defined circunstances. 

However, the unemployment pred ictions of im p lic it con tract theory 

have probably been the subject of ra th e r  more a tte n tio n . So fa r  the 

model presented has had s ta te  invarian t employment. Ihe reason fo r 

th is  i s  th a t the value of le is u re  has been assuned to  be zero. 

Relaxation of the assunption enables the  standard "lay-off*1 resuLt to  

emerge. This i s  now undertaken although the curren t p resen tation  

remains sim plified  and more rigorous proofs can be found in .th e  works 

c ited  e a r l ie r  in  note (30).

Thus l e t  k be the monetary equivalent value of le is u re  and 

assune th a t

k > (1 -  a) f*(L)



That i s ,  roughly speaking, the reservation  wage exceeds the value of 

the (full-employment) marginal product in  the  worst s ta te  of the 

world. This w ill allow of the p o ss ib ility  of unemployment in  th a t 

s ta te , although i t  i s  not a su ff ic ie n t condition as the  following 

examination of Figure 2 reveals.

s 2

N.w,2

w*

' 4 5
S 1i

FIGURE 2
There, U°, U*, w.j, w2 and w* have the same meaning as they did 

in  Figure 1. I f  k<j (point M) represen ts the value of le is u re  w h ilst
f

unemployed then the  firm  cannot o ffe r any fu l l  employment contract C 

such th a t,

U(Cf ) » 0 .5 [U(w2) + U(k.,)]

(O Q)
I t  therefo re  follows th a t unemployment w ill r e s u lt  in  s ta te  1.

That employment w ill be non-zero in  th is  s ta te  w ill be demonstrated 

presently . But note th a t i f  the value of le is u re  i s  only k2 (point 

N) then the previously optimal fix-wage f u l l  employment con tract with 

w = w* w ill p revail. E ssen tia lly , th is  i s  because the worker places 

value on the  income smoothing capacity of the  firm.
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To enable the firm to  produce non-zero output in  s ta te  1 in  the 

e a r l ie r  s itu a tio n  requ ires th a t  i t  enhance the terms of the contract 

which i t  o ffe rs  to  i t s  workforce u n til  th^y are a t  le a s t  equal to  

th a t provided by

0.5[U(w2) + I K k . , ) ] ^

Under the assumed production technology th is  amounts to  the  

requirement th a t the firm  employs fewer than L workers in  s ta te  1, 

thereby ra is in g  labour1s marginal product and hence the wage payable. 

W hilst one might loosely consider th is  equivalent to  a pivoting of 

the opportunity se t  which the  firm  o ffe rs  i t s  workforce the  simple 

diagrammatic constructs above are not able to  capture the f in a l  

so lu tion .

Under reasoning analogous to  th a t  invoked above, the  wage fo r 

those in  work in  e ith e r s ta te  w ill be a constant amount w. The 

solution, and under standard assumptions i t  e x is ts , w ill sa tis fy

0.5[U(w2) + UCk1)3 = 0.5[U(w) + (1 - p )  U(w) + (p) UCk.,)]

and

7T -  =  7T *
W, p

where p i s  the  probability  of la y -o ff  (0<p<1) and tt * i s  the  normal 

ra te  of p ro f it  (including the premium fo r  i n s u r a n c e ) T h u s  when 

le isu re  has a value g rea ter than the  spot market wage in  th e  worst 

s ta te , simple contract theory can p red ic t wage r ig id ity  and random 

lay -o ffs  in  th a t  worst s ta te .
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But hew fa r  does contract theory rea lly  take us? Both Baily

(1974) and Azariadis (1975) urge caution regarding the  macro-economic 

im plications of th e ir  constructions and the need fo r them to  be 

imbedded in  a general equilibrium  framework. However, even as i t

stands im p lic it contract theory i s  open to  objection. Perhaps the 

most fundamental i s  th a t  concerned with the ex-post immobility of the 

firm* s labour p o o l . ^ )  Akerlof and Miyazaki (1980) present th e ir  

"wage b i l l "  argument which ind ica tes th a t, with fex-post labour 

immobility and zero value of le isu re , no unemployment can occur (as 

shown above). Indeed, w ithin a lim ited  framework, they a lso  show 

th a t unemployment would occur even with ex-post labour m obility only 

in  pathological cases. However, they do not fu lly  come to  g rip s with 

the problem of an endogenous wage d is tr ib u tio n  th a t m obility i s  

l ik e ly  to  create .

R e a lis tic a lly , of course, the value of le isu re  i s  not l ik e ly  to

be zero, p a rticu la rly  i f  11 short” periods of unemployment are  being

considered and i f  unemployment compensation i s  availab le . When

th is  i s  the case Akerlof and Miyazaki (1980) s ta te  th a t,

f,Now, without recourse to  the  nexus of im p lic it con tracts, 
i t  i s  already well known th a t reservation  wages and 
exogenously availab le  unemployment compensation can cause
such Unemployment1. In the neo-classical regime, w ithout 
contracts, the labour market operates as an ex-post spot 
labour auction. Such a market w ill f a i l  to  c lea r i f  
p (s )f* (l)  < v (s ) . -Thus, the  se t of unemployment s ta te s  so 
generated in  the labour con tract regime i s  a subset of
unemployment s ta te s  of the corresponding neoclassical
regime of labour a u c t io n s   'I n  any event, such
unemployment i s  purely vo lun tary :1  n
(ib id  p.329)

This i s  a continuing bone of contention but a lso  one where the

contract th e o r is ts  would appear to  have the upper hand. Contracts 

are  entered in to  ex-ante vo lun tarily  as o ffering  th e  best



(p ro b ab ilis tic )  terms availab le, aqy ex-post unemployment i s

urwanted. To c ite  Baily (1980)

"One of the strengths of contract theory i s  th a t  i t  models 
job separations in  a way th a t i s  e n tire ly  consisten t with 
the fa c t th a t  la id  o ff  workers would p refer to  continue 

working fu ll- tim e  a t  the going wage; in  o ther words lay­
o ffs  a re  involuntary. Workers a re  assumed to  be aware 
th a t th e ir  employment s itu a tio n  i s  risky  . . .  But an 
e n lis ted  man in  the army who gets h is  head blown o ff  would 
hardly be described as dying voluntary, ju s t  because he 
knew ahead of time th a t army l i f e  was dangerous."
( ib id  p .128)

Seemingly more damaging, however, i s  the  re s u lt  th a t  in  a world 

of contracts unemployment i s  always, ce t. p a r., l e s s  than in  a spot 

auction world. I f  th is  i s  so then how can i t  be proposed as an 

explanation of unemployment of such magnitude as to  be the cause of 

Keynesian social concern? To th is ,  the p a rtia l response of the 

con tract th e o r is t  i s  th a t the con tracts themselves are not inv io lab le . 

They are, a f te r  a l l ,  only im p lic it and w ill  only s tic k  w h ils t the  

gains from so doing exceed the lo sse s  from non-compliance. 

Hoimstrcm (1981) in  fa c t presents a model which e x p lic itly  recognises 

th a t involuntary servitude i s  leg a lly  re s tr ic te d . In p a rticu la r,

workers a re  portrayed as q u ittin g  in  the  "second period" i f  th e ir  

contractual wage f a l l s  below th a t availab le  elsewhere. The upshot i s  

a collapse of the wage r ig id ity  properly in  the second period, unless 

firm s are to  lo se  a ll  of th e ir  w o r k f o r c e . I n d e e d ,  he fu rth e r 

points out th a t  contract theory lo g ica lly  neither im plies aggregate 

wage s tick in ess , up or down. Ihe reason i s  th a t the ana ly sis  re fe rs  

only to  individual wage con tracts. There can be no presumption th a t 

new generations of worker w ill receive the same wage as older ones. 

Equally, la id -o f f  workers who have to  find  jobs elsewhere may have to



37

accept lower wages than previously. However, wage movements should be 

more sluggish in  a contract, than an auction, world because of pre­

ex is ting  contract provisions.

A fu rth er fea tu re  of the im p lic it contract l i t e r a tu r e  i s  th a t

they are not viewed as universal. Most w rite rs  in  th is  f ie ld  would

agree th a t, in aggregate, the labour market i s  composed of two

sectors, one auction and one primary. I t  i s  only the l a t t e r  market
(in)where the propositions would be expected to  h o l d . 17 The reason fo r 

th is  i s  th a t labour con tracts, e ith e r of the Williamson e t  a l. varie ty  

or the im p lic it kind, require sane economic glue to  make them stick . 

One of the beauties of the work of Williamson e t .  a l .  (p a rticu la rly  

Williamson, Wachter and H arris (1975)) i s  th a t  they develop th e ir  

analysis sp e c ifica lly  cognizant of the e a r l ie r  contributions of Becker 

(1964) and Doeringer and Piore (1971) which sp e c ifica lly  model 

attachments between firm s and w o r k e r s . T o  the ex ten t th a t young 

workers inhab it the secondary auction sector th is  l in e  of reasoning 

would suggest th a t th e ir  market w ill c lear continuously or, a t  le a s t ,  

th a t the re la tiv e  youth to  ad u lt unemployment r a t io  would move 

cy c lica lly . Whether th is  i s  in  fa c t  tru e  w ill be considered in  more 

d e ta il in Chapters 5 and 6. However, th is  i s  not the  usual

presumption, i f  only because the secondary sector simply f a i l s  a t  

times to  create  su ff ic ie n t employment opportunities. ^ )  But i f  the 

secondary labour market f a i l s  to  c lea r in slumps w h ils t the primary 

sector o ffers both fixed wages and guaranteed employment, a la  Akerlof 

and Miyazaki (1980), then i t  might be possible to  derive the more 

usual hypothesis th a t the youth to  adu lt unemployment r a t io  w ill  move 

p ro -cyclically .
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However, to  regard young workers and the secondary labour market 

as synoncmous i s  undoubtedly to  go too fa r .  One might c ite , for 

instance, the in s t i tu t io n  of apprenticeship as one example of youths 

not being regarded as a s t r ic t ly  variable  fac to r. This might be taken 

to  be a c la ss ic  form of "contract” under the terms of which young 

people a re  guaranteed an annual wage increment in  re tu rn  fo r gradually 

increased productivity  which, over time, represen ts a market re tu rn  to  

both p a rtie s . Indeed as a mechanism fo r generating fu tu re  labour 

input th is  h igh ligh ts  how young workers may not in  many instances be 

valued fo r th e ir  present performance. More w ill be said  on th is  in  

the following chapter.

Nevertheless, when combined with hunan cap ita l th eo re tic  

considerations e tc . ,  i t  has been noted th a t e ff ic ie n t  contracting 

d ic ta te s

”. . . .la y o ffs  ought to  be concentrated among ju n io r workers 
whose sp ec ific  cap ita l i s  sn a lle r and whose costs of finding  
new work a re  probably lcwer^l’

(Hall (1980), p.108)

Hunan c ap ita l, therefore , not only provides the  cement fo r con tracts

but also  the "escape” when the heterogeneity of labour i s  recognised.

But note th a t labour heterogeneity was not an early  neglected area fo r

contract th e o ris ts . Azariadis (1975), fo r  instance, extended h is  work

to  cover i t  with the principal conclusion th a t  unskilled  workers w ill
(R1)be la id  o ff before the sk ille d . But again one can see the

importance of hunan cap ita l th eo re tic  influences and, because of th is ,

in  the empirical work which follows reference w ill sometimes be made 

to  them when the  emphasis could equally have been placed on contract 

theory.



39

One issue  which i s  generally assuned away, however, in  the 

l i te r a tu r e  on im p lic it con tracts i s  th a t of hours of work. One can 

imagine th a t hours of work reductions and work-sharing could 

invalidate , or a t  le a s t  severly temper, the la y -o ff  im plications 

derived. But seme might argue th a t th is  i s  a c ritic ism  which i s  met 

by H all’ s (1980) extended discussion of the contract th eo re tic  

approach to  the workings of the labour market. Whether i t  i s  an 

e x p lic it  or im p lic it condition of service, he argues th a t  workers 

simply "work harder when there  i s  more work to  do ."

So hew does contract theory enhance understanding of the

operation of the labour market? I t  seems to  make a useful

contribution to  the  analysis of individual con tracts struck  between
( 5 2 )firm s and th e ir  employees. J 9 I t  does not, however, generate general 

equilibrium  findings. In p a rticu la r, i t  i s  not shown th a t  the sun of 

a l l  favourable s ta te  employment con tracts i s  equal to  to ta l  labour 

supply a t  the market clearing  lev e l of u t i l i ty .  Additionally, i t  does 

not shew wby there  i s  d is tin c tly  more work to  do a t  seme times ra th e r 

than others. Whilst many wouLd not agree with Akerlof and Miyazaki’ s 

(1980) conclusion th a t i t s  contribution has been "nugatory", i t  

cannot, so f a r  a t  le a s t ,  be claimed to  have f u l f i l l e d  i t s  early  

premise as a "micro-foundation". Also, fo r the p a rticu la r purposes of 

s tud ies of the present kind which recognise the fa c t th a t  the  labour 

force  i s  not homogeneous in  economically re lev an t ways, i t  i s  only 

when i t  i s  combined with reasoning from other strands of thought, such 

as  hunan cap ita l, th a t con tract theory y ie ld s  in te re s tin g  p red ic tions. 

Nevertheless, the value of le isu re  remains crucial to  the  unemployment 

p redictions of both i t  and search theory and unemployment b en efits  are 

usually seen as an important element of th is , and th e ir  influence w ill 

new be considered fu rth e r.
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m . i i i  BENEFIT INDUCED UNEMPLOYMENT

As has been seen, the assumption th a t  le isu re  has value i s  

cen tral to  several theo ries of the labour market. In most Western 

economies the  s ta te  provides some form of unemployment insurance to  

those becoming unemployed in  the form of monetary tran s fe r  payments. 

This w ill increase the u t i l i ty  availab le  to  those in  th is  s ta te , and 

both search and contract theory in general p red ict th a t th is  w ill 

increase i t s  magnitude. But th e  notion of benefit-induced 

unemployment also  has a l i t e r a tu r e  of i t s  own which w ill be explored 

here; one ju s t i f ic a t io n  fo r which being th a t  the existence of such 

payments i s  not lo g ica lly  necessary fo r e ith e r  of the foregoing 

theo ries to  generate non-zero unemployment. Equally, however, i t  i s  

not s t r ic t ly  necessary fo r  ind iv iduals to  be engaged in  search, or 

awaiting re c a ll , fo r the  existence of unemployment b en efits  to  

generate periods of non-work.

But before considering the  s itu a tio n  with exogeneous 

unemployment compensation, i t  i s  in s tru c tiv e  to  consider the simple, 

s ing le  period choice problem the individual i s  confronted with in  

standard textbook e x p o s i t i o n s / ^ )  There, u t i l i ty  i s  defined as a 

function of le isu re  (L) and income (Y), giving

(1) U = U(Y, L)

and i t  i s  assumed U^, Uy > 0. This i s  then maximised subject to  the  

budget

(2) Y = (T -  L)w
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where T i s  to ta l  availab le  time and w i s  wage ra te . I t  i s  then 

lo g ica lly  possible with U ,̂ Uy > 0, th a t hours of work w ill 

vo lun tarily  be se t to  zero. Only the p rac tice  of using simple 

Lagrangean calculus imposes the  "in te rnal so lu tions only11 lim ita tio n ,
(El l )not any fea tu re  of the economic reasoning employed. 7 Expanding 

the  too ls of analysis to  encompass Kuhn-Tucker techniques removes a l l  

such re s tr ic tio n s , save th a t of non-negativity (see Baunol (1972) 

chapters 3 and 7)•

Retaining the  foregoing assumptions about the  u t i l i ty  function, 

the p o ss ib ility  of a no work, corner so lu tion  i s  increased i f  the 

budget constra in t assumes a form more in  accord with what one 

em pirically observes. Thus, assume th a t a l l  workers w h ils t 

unemployed receive sane amount of benefit, B, fran  the s ta te  i f  

unemployed, and cannot earn le s s  than th is  i f  employed. Work incane 

beyond th is  leve l i s  then taxed a t  ra te  t  to  finance the tra n s fe r  of 

payments to  the unemployed. This y ie ld s  the constra in t

(3) Y = B + w( 1 -  t)(T  -  L -  Lgtw))

where Lg represen ts the hours of work necessary to  earn B, the 

unemployment benefit le v e l /nincome guarantee" ,and obviously depends 

on the wage ra te . Figure 3 depicts the s itu a tio n  in  such a s ty lised , 

but not too unlike the prevailing B ritish , system. In i t ,  ABCD i s  

the " fu ll"  budget l in e  and AE( the "simple" one. CB, on the other 

hand, represents e sse n tia lly  what many label the  "poverty t r a p " . ^ ^  

But note th a t, given the p roperties of the standard u t i l i ty  function , 

ind iv iduals should not be found located along th is  segment. Only 

in te rn a l so lu tions along CD and non-participation  (voluntary 

unemployment) a t  B should be observed. Furthermore, the payment of
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benefits  w h ilst unemployed represen ts a pure income e ffe c t and, w ith 

consumption and le is u re  both normal, the probability  of voluntary 

unemployment i s  increased.

That indiv iduals a re  observed along segment BC in  p ractice  

re f le c ts  as much the fa c t  th a t th is  simple single period construct 

f a i l s  to  capture important aspects of true  labour markets, even as 

extended, as i t  does ary unreal ism regarding the assumed p roperties 

of the u t i l i ty  function.

Of the emissions, th a t  of ignoring th e  dynamic context of real 

world decision making i s  perhaps one of the most serious. With 

workers possessing le s s  than complete myopia, in  mary instances they 

w ill re a lis e  th a t today’s ac tions may a ffe c t tcmmorrow’s



opportun ities. In e ffec t, the fu tu re  budget co n stra in t i s  not 

exogenous. Therefore a workers employment s ta tu s , and re tu rns, in 

fu ture  periods are unlikely to  be independent of today*s.^ 7 )  This 

i s  central to  many labour market theo ries. I t  is ,  for instance, a t  

the heart of the hunan cap ita l th eo re tic  l i t e r a tu r e  insp ired  by 

Becker (1964) wherein current investment decisions (which may ju s t  be 

in  work experience) are crucial in  determining fu tu re  earnings
/ cQ\

p ro file s . D J Equally, i t  can be hypothesised th a t current sp e lls  of 

unemployment represent adverse signals to  employers regarding worker 

,Tquality**, on a simple extension of the  work insp ired  by Akerlof 

(1970) and Spence (1974). At a more a b s tra c t lev e l, th is  issue can 

be seen in  terms of the discussion of s ta te  dependency which was 

covered in  the section on search theory.

However, very few wouLd deny the tendency towards g rea ter 

unemployment generated by the existence of unemployment b en efits . 7 

But the debate continues to  rage as to  ju s t  how large the  e ffec t 

ac tually  i s .  In part the answer to  th is  question w ill depend on the 

nature of the benefit system in operation. Feldstein  (1976) argues 

strongly th a t the existence of unemployment compensation has ra ised  

the  natural ra te  of unemployment in  the  United S ta tes. His fellow 

American economists, in  general, do not disagree and l i t t l e  emotion 

seems to  be aroused by empirical findings producing support fo r such 

arguments.

In Great B rita in , however, the s itu a tio n  i s  s ig n if ic an tly  

d iffe ren t. Several, early , non-rigorous a sse rtio n s were made as to  

the  significance of benefit induced unemployment of which Wood (1972, 

1975) are conspicuous examples. Such an e ffe c t, i f  i t  e x is ts , can be
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said to  cane about through two possible, non-exclusive, influences.

The f i r s t  i s  by increasing the  propensity of employed workers to

vo lun tarily  q u it in to  unem ploym ent/^  The second i s  by lengthening 

durations of unemployment as unemployed workers a re  made more

"choosy” ( th e ir  reserva tion  wage r ise s )  by the payment of benefits . 

This is ,  of course, the standard search theory re su lt.

However, a large  part of the impetus fo r recen t research came 

from two papers w ritten  by American commentators on the  importance of 

voluntary benefit induced unemployment in  Great B rita in . The f i r s t  

of these was the  paper by MakL and Spindler in  1975 on the  

contemporary s i t u a t i o n / ^  At the core of th is  work was th e ir  

estim ate of the e ffe c t on the  leve l of unemployment of the 

in troduction  in  1966 of the Earnings Related Supplement to  ce rta in  

unemployment benefit re c ip ie n ts  (subsequently abolished in  1981) . 

The magnitude of th is  on the stock of the male unemployed they

claimed was 33% and provoked immediate reaction . One of the 

principal c r i t ic is n s  lev e lle d  was th a t they simply over-sta ted  the 

b en efits  receivable by the m ajority of the unemployed* In 

p a rticu la r, they took the benefits  receivable by a sp e c ific  reference 

individual (married, spouse present, two children) ra th e r  than 

b enefits  actually  received (see Taylor ( 1 9 7 7 ) ) / ^  When th is  i s  

corrected fo r, the impact of the 1966 measure appears to  be much 

reduced (im piicity  to  around 10% from Nickell ( 1 9 7 9 b ) ) / ^  I t  i s  

a lso  of in te re s t to  note in  the current context th a t  both Rice (1984) 

and Lynch (1983) found ra ther small e ffe c ts  of unemployment b en efits  

on juven ile  unempi cyment. Furthermore, the l a t t e r  work found th a t  

the level of unemployment incane was an in s ig n ific an t determinant of 

the reservation  wages of unemployed youths.
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The second paper to  generate a considerable amount of heat was

th a t by Benjamin and Kochin (1979) regarding the impact of

unemployment benefits  on the leve l of unemployment in  interwar

B rita in . Indeed th is  paper must stand out as something of a landmark

in th a t i t s  c r i t i c s ,  and the o rig ina l authors response to  them, were

awarded an e n tire  supplement to  a leading United S ta tes journal

(Journal of P o litic a l Economy 1982) fo r what was, em pirically a t

le a s t , a purely B ritish  issue . Once again the argument swings on

whether Benjamin and Kochin ac tu ally  in te rp re ted  the benefit system

of the time co rrec tly , or whether they overstated i t s  lax ity  and

misconstrued the benefits  availab le  to  those ac tually  unemployed.

Their c r i t ic s ,  Collins (1982), Cross (1982), Metcalf e t. a l .  (1982), 
r

Ctaerod and Worswick (1982) claim th is  i s  p recisely  what they did, and 

discount th e ir  evidence a c c o rd in g ly .^ 2*̂ However, to  conclude th is  

section on benefit induced unemployment conveying the impression th a t 

those who a t  le a s t  question i t s  importance have won the day would be 

misleading. In p a rtic u la r, mention should be made of the work of 

Minford and h is  colleagues, in p a rticu la r  Minford e t .  a l .  (1983) and 

Minford (1983) who consisten tly  argue, and produce evidence to  

support th e ir  stance, th a t unemployment b en efits  should be lowered i f  

the B ritish  natural ra te  of unemployment i s  to  be reduced. These

issues w ill be taken up again in Chapters 5 and 6 .

IV. DISEQUILIBRIUM THEORIES

The foregoing presented what have been the major advances in  the 

economics of the labour market with specia l reference to
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ra tio n a lis in g  the phenomenon of unemployment. All of them were 

equilibrium  theo ries in the sense th a t indiv iduals were portrayed as 

voluntary becoming, or remaining, unemployed as the best possible 

a lte rn a tiv e  given the constra in ts  they f a c e . ^ ^  At the same time, 

however, there  has grown up a more general l i te ra tu re  on non-clearing 

markets of a l l  forms. The seminal contributions to  th is  research

were the works of Leijonhufvud (1968), Clower (1969) and Barro and

Grossman (1971). In th is  work ind iv iduals are  viewed as being forced 

o ff  th e ir  notional (or desired) supply or demand functions. More 

recently  th is  form of disequilibrium  analysis has been applied 

sp e c ifica lly  to  the problem of Keynesian involuntary unemployment. A 

b r ie f  consideration of how th is  has been attempted forms the  l a s t  

element o f th is  l i te r a tu r e  review.

I t  should perhaps, however, be noted a t  the ou tse t th a t the 

p rincipal th eo re tica l contributions of th is  work have been in  

developing methods of estim ation fo r non-clearing markets, ra th e r 

than in  enhancing economic understanding of why such s itu a tio n s  a r is e  

in  the f i r s t  place. This said , the sim plest approach i s  to

propose sto ch astic  labour demand and supply functions

(1) Ldt =  +

(2) Lst = B'8 i t  + »t

d swhere L t  and L t  represent demand and supply functions a t  time t ,  

and Z the vectors of independent variab les determining demand and
H e

supply respective ly , 3 and 3 th e ir  respective c o e ff ic ien t 

vectors and ut  and vt  are  random e rro rs . Then employment i s  given by
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(3) Lt  = min (Ldt * Lst ) 

and, imp l ic i t ly , unemployment by

(4) Ufc = L \  -  Ldt  (68)

However, such a model as i t  stands c a rr ie s  with i t  the  fundamentally 

u n re a lis tic  assumption th a t unemployment and vacancies cannot occur 

simultaneously; under the assumption th a t there  e x is ts  a sing le  

labour market. This can be seen from

w.
P SUPPLY

v  EXCESS SUPPLY , 
\ =  UNEMPLOYMENT

'  EXCESS DEMAND 
= VACANCIES

DEMAND

L

FIGURE 4

Figure 4 which i l lu s t r a te s  the  above argument in  the  simple p rice - 

quantity  space. Clearly th is  i s  undesirable. An escape from th is  

problem has been suggested by Muellbauer (1978), working in  the  

tra d itio n  of Lipsey’s (1960) sectoral disaggregation ra tio n a le  fo r  

the aggregate P h illip s  (1958) curve re la tio n . Even in  th is  

s itu a tio n , however, each ’’tru e 11 micro market w ill have e ith e r
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unemployment or vacancies (or c lea r) , but not both. Search theory, 

on the  other hand, avoids even th is  complication by assuning th a t 

each a ta n is tic  buyer and s e l le r  walks around in  a fog of imperfect 

information.

At the s ta t i s t i c a l  level problems a rise  p recisely  because the

need fo r such a model emanates from the b e lie f  th a t the labour market

i s  very fa r  from being a Walrasian auction market. To estim ate the

s tru c tu ra l functions in  a disequilibrium  market requ ires th a t each

observation be a lloca ted  to  e ith e r  the  excess supply regime, when

only the demand curve can be id e n titf ie d , or to  the excess demand

regime, when only the supply curve can be id en tified . However,

w ith wages assuned rig id , and unresponsive to  disequilibrium , th is

e ffec tiv e ly  debars the  use of the F air and Ja ffee  (1972) "ob jec tive”

d irec tion  of price  movements c r ite r io n  fo r estab lish ing  whether a

demand or supply constrained regime e x is ts  a t  any moment of time.

One possible a lte rn a tiv e  i s  to  follow M errilees and Wilson

(1979) and employ "professional judgement" as the a p r io r i technique

fo r c lassify ing  d iffe rin g  labour market epochs. I t  must, however, be

sta ted  th a t  they did subject th e ir  model to  standard " s tru c tu ra l

break" te s ts .  This analysis  leads them to  conclude th a t the post-war

juven ile  labour market was supply constrained in  the  case of males

u n til  1969 and u n til  1971 fo r  females, and demand constrained 
(71)th e re a fte r . I t  should fu rth e r be noted th a t  the methodology they

adopt e x p lic itly  leads to  the recognition th a t one or other of the

functions may eventually have to  be estim ated using re la tiv e ly  few
( 7 ? )observations, even i f  the to ta l  sample size  i s  sa tifa c to ry . '  In
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th e ir  p a rticu la r case they present demand functions estim ated from 

ten  and e igh t observations fo r males and females respectively , which 

shouLd promote caution when examining th is  aspect of th e ir  model.

F inally , th e ir  work can be taken to  i l l u s t r a te  ra th e r well the 

conceptual problem, highlighted e a r l ie r ,  with th is  simple approach. 

That is ,  i f  M errilees and Wilson had ac tually  followed through the 

unemployment im plications of th e ir  model then thoy would only p red ic t 

non-zero le v e ls  of youth unemployment in  the  1970*3. W hilst i t  may 

not be viewed as  having been severe before th is  time, th is  i s  c learly  

unsatisfac to ry .

The l a t e s t  generation of models, in  attem pting to  overcome th is  

d if f ic u lty , e ith e r adopt the Muellbauer (1978) approach outlined  

e a r l ie r  or introduce the existence of voluntary unemployment as 

discussed in  the previous section . The former approach i s  taken by 

Broadberry (1983) in  h is  contribu tion  to  the  debate on unemployment 

in  in ter-w ar B rita in , w h ilst the second methodology i s  adopted by 

Rice (1984) in  her analysis of youth unemployment. This l a t t e r

w
P

w*

2 N

F I G U R E  5
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approach incorporates ffeki and Spindlerfs (1975) d is tin c tio n  between 

"apparent” and "e ffec tiv e” supply and i t  i s  then c lear th a t, with 

r ig id  wage disequilibrium , unemployment can s t i l l  e x is t, even with

excess demand, a lb e it  voluntary in nature. Figure 5 can be taken to

i l lu s t r a te  th is  point. Thus, even i f  the rea l wage l i e s  below i t s
<1

market clearing  leve l of w*, say a t  w t h e r e  w ill be observed, or

measured, unempi cyment of N*V due to  some workers supplying

themselves to  the  market but being unwilling to  accept employment a t
1 (74) a ew . 1 y The precise distance between S and S , the apparent and

e ffec tiv e  supply functions, i s  an empirical m atter, being influenced

by the value of le isu re  and unemployment benefits  and the

in s titu tio n a l arrangements under which the l a t t e r  are payable.

But note should be made of the objections ra ised  in  certa in

quarters regarding what i s  considered to  be an inappropriate use of

terminology in such models as those outlined above. Thus, i t  i s  f e l t

in  some quarte rs th a t  " true” disequilibrium  economics follows the

s p i r i t  of Leijonhufvud (1968) and attem pts to  model processes ra th e r

than s ta te s

"Unfortunately, however, the recent l i t e r a tu r e  on
disequilibrium  has concentrated mainly on the aspects of
disequilibrium  amenable to  the  1 equilibrium  method*, in
p articu la r the min-condition”

(Spanos (1981)) '

S im ilarly, Malinvaud*s (1977) appraisal of disequilibrium  macro­

theory of the type purveyed by Barro and Grossman (1971) seems equally 

relevant in  the  current context. That is ,

"In most cases the analysis  i s  not * dynamic* in  the sense 
th a t i t  would consider a process of adjustment; i t  i s  in  
fa c t p lain equilibrium analysis, but operating w ith a
specific  concept of equilibrium .”

(Malinvaud (1977) p .5- 6)
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Thus, Spanos (1981) suggests th a t a more appropriate name fo r such 

analysis might be "temporary equ ilib riun  with quantity  ration ing”.

But whatever one 's views on the general m erit of the 

disequilibrium  school one must surely question what contribution  i t  

has to  make, in  iso la tio n  a t  le a s t ,  to  explanations of the 

d is tr ib u tio n  of unemployment. Furthermore, what i s  the  v a lid ity  in 

studying one sub-market in  iso la tio n  from a ll  o thers in  th is  

framework, as i s  the  case in  the  e a r l ie r  c ited  works on disequilibrium  

in  the youth labour market? But f in a lly , w hilst downward wage 

r ig id ity  might be ra tio n a lised  i f  the  l a t e r  post-war period i s  to  be 

accepted as an excess supply epoch fo r  young workers, "Perhaps the 

most important task  i s  to  explain why the wages of young labour were 

not allowed to  r is e  in period 1 to  remove the postulated excess 

demand.” (Hart (1984) p .6 ) .

V. CONCLUSION

This chapter has reviewed recent attem pts to  provide an 

acceptable micro th eo re tic  foundation fo r the phenomenon of 

unemployment. Each has c lear m erits but a lso  transparen t 

defic iencies. For present purposes, however, i t  i s  important to  note 

th a t  none can stand alone as a p lausib le  explanation of job lessness 

amongst young people. But each does have a contribution to  make, 

p a rticu la rly  i f  combined w ith human cap ita l th eo re tic  considerations. 

They w ill therefore condition much of what follows, along w ith o ther 

influences to  be introduced as the  work proceeds.
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(1) This has many of the h a ll marks of l a t e r  w ritings on 
stru c tu ra l unemployment. This issue i s  taken fu rth e r in  
Chapter 4.

(2) D etailed references to  the  early 20th Century B ritish  work on 
unemployment can be found in  Casson (1979), Chapter 2. For 
an early  .American work surveying developments th e re  in  an 
in te rnational comparative context see DougLas and Director 
(1931)

(3) KahnTs preferred d e fin itio n  i s :
" .. . .T h e re  i s  involuntary unemployment to  the extent 
th a t, a t  the current money-wage and with the current 
p rice -lev e l, the men desiring  to  work exceeds the number 
of men fo r whose labour there  i s  demand." (p .21)

(4) AL though see Patinkin (1965) on the possible complications
caused ty price expectations.

(5) The M arshallian assumption i s  th a t q u a n titie s  ad ju st slowly 
and p rices very quickly ( in  the  l im it  instan taneously).

(6 ) The level of output, whether i t  i s  "capacity" or some other 
lev e l, is , of course crucial to  the level of employment in  
both models. In essence both models are confronted with the 
same production function constra in t.

(7) As indicated by S tig le r , search theory i s  helpfuL in  a l l
market analyses where there  i s  price dispersion. However, 
labour markets are usually f e l t  to  have "special" 
c h a ra c te ris tic s . In recognition of th is  separate, but not 
iso la ted , research tra d itio n s  have developed in  consumer and 
labour markets.

( 8) Non-sequential s tra te g ie s , such as those in  S tig le r  (1961, 
1962), are sub-optimal compared to  sequential ones. See 
ALchian (1970).

(9) Even simpler models assume no discounting.

(10) Sight should not be lo s t ,  however, of Rothschild1 s (1973)
objection to  th is .  This i s  th a t  an exogeneous wage 
d is tr ib u tio n  needs ra tio n a lis in g , fo r  i t  i s  not c lea r what 
prevents i t  collapsing to  the  singLe monspony wage.

(11) For a de ta iled  treatm ent of the mathematical p roperties of 
search models see Lippman and McCall (1976a)

(12) That i s ,  he i s  r isk  neu tra l.

(13) I t  i s  to  be noted, however, th a t the reservation  wage i s
lower than in  the even simpler case where there  i s  an 
in f in i te  horizon but no discounting.
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(14)

(15)

(16)

(17)

( 18)

(19)

( 20) 

( 21) 

( 22)

(23)

(24)

(25)

This issue re-emerges in  Chapter 4 when the employment 
d is tr ib u tio n s  of younger and older workers are  contrasted.

At the empirical level there  i s  also  lik e ly  to  be a problem 
with asking youngsters, or anyone e lse, what wage o ffe rs  they 
would re je c t , as in  these stud ies, ra th e r than, say, 
observing those which they ac tually  turn  down.

Analyses in th is  vein fo r  youths in  the USA can be found in  
Corcoran (1982), Ellwood (1982) and Heckman and Borjas
( 1980) .

One might p refer to  look on th is  as the  r e s u l t  of a wage 
d is tr ib u tio n  which s h if ts  adversely as unemployment 
lengthens, perhaps through s k i l l  lo ss  and a ( re la tiv e ly )
sticky reservation  wage. In the case of young people i t  may 
be th a t the work e th ic , or d isc ip lin e , i s  perceived as the  
" s k il l"  eroded.

For re la tiv e ly  early  form ulations of th is  see Barron (1975) 
and Feinberg (1977).

In fa c t  they argue th a t using th e  simpLe, s ta t ic  search 
theory to  ra tio n a lise  the (dynamic) P h illip s  curve i s
inappropriate. Also i t  i s  non-sensical to  c r i t ic i s e  such 
models fo r not predicting  q u its  and layo ffs co rrectly  as they 
do not know what they are.

Once again the  contract th eo ries  of Azariadis (1975) and
Baily (1974) are  helpful on th is  point.

Lippman and McCall (1976a) ou tline  circumstances in  which the 
reservation  wage properly may not even hold a t  a l l .

This in  fa c t i s  probably too strong. Even i f  job 
advertisements do not contain pay d e ta ils  (and many wouLd 
appear not to) th e  ac t of app lica tion  normally serves to
e l i c i t  information on the po ten tia l wage o ffer. That i s ,
there  i s  often  a wage fo r the job ra th e r than th e  sp ec ific  
worker, as discussed in  job competition models.

Lippman and McCall (1976a) c a l l  these bankruptcy models.

On the assumption th a t wealth increases with age.

Note a lso  the  p o ss ib ility  of other family members increasing 
the amount of paid work they perform to  compensate fo r the 
income lo ss  of the unemployed searcher. Nominal family 
wealth, a t  le a s t ,  need therefore  not necessarily  f a l l .
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(26)

(27)

( 28)

(29)

(30)

(31)

(32)

(33)

(34)

(35)

AL though school attendance below the minimum leg a l leaving 
age could not be regarded as voluntary in  the  sense th a t 
emplcyment i s .

The informational requirements fo r th is  are , of course, 
la rge . Relative over valuation of external opportun ities may 
contribute to  an explanation of the higher q u it propensity of 
young workers.

Bounded ra tio n a lity  i s  a term th a t  Simon (1957) uses to  
describe the fa c t th a t:

’’the  capab ility  of the hunan mind fo r form ulating and 
solving complex problems i s  very small compared with the 
size  of problems whose so lu tion  i s  required fo r 
objectively  ra tio n a l behaviour in  the re a l w orld .” 
(p. 198).

One problem, for the employer, i s  th a t  of po ten tia l 
’’featherbedding” once the contract has been signed (Okun
( 1981) ) .

Rigorous models can be found in  BA3, F eldstein  (1976), 
Azariadis (1981).

A ’’standard” production function i s  s t r ic t ly  concave and with 
cap ita l held constant, as here,

f» (L) > 0 
f ”  (L) < 0

That i s  the  u t i l i ty  function, defined on income, i s  s t r i c i t ly  
convex and

U ((1 - X )  w +Xw2) > (1 -A)U(w.,) + A U ( w2 )  

where
0 < A < 1

See fo r instance, Luce and Raiffa (1957)•

That i s ,  thoy w ill maximise expected monetary re tu rn s .

Equality across s ta te s  i s  not, of course, necessary. All
points inside  the arc  AB are preferred (and fea s ib le ) to  w- 
and w2# there , on the im p lic it assumption th a t  a l l  wages are  
currently  consumed, income variance i s  le s s .

This i s  not s t r ic t ly  correct in  th a t, as w ill a l l  in su rers , 
the employer w ill require  payment fo r th is  p a rticu la r serv ice  
provided, the  sim plifica tion  does no rea l damage, however.
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(36)

(37)

(38)

(39)

(40)

(41)

(42)

(43)

(44)

(45)

(46)

(47)

If  th is  assumption were not made than one i s ,  in  c e rta in  
circumstances, faced with a c la ss ic  co llec tiv e  bargaining 
problem.

That the  so lu tion  w ill l i e  on the  45° b isec to r i s  a 
consequence of the r e s u lts  of Borch (1962) and Arrow (1971). 
Efficiency requires th a t  the marginal ra te s  of su b s titu tio n  
between consumption in  any two s ta te s  be equal fo r both 
p a rtie s . With r isk  neutral employees th is  b o ils  down to  the 
requirement th a t Uf (w«) = U’(w-). That i s  wage equality 
across s ta te s  with s ta te  invarian t preferences.

See a lso  the discussion by Okun (1981) on wage -  wage 
r ig id ity , which fu rth e r h ig h lig h ts  the  s im ila rity  of 
prediction  from contract theo ries and in s t i tu t io n a l is t  
theo ries of wage se ttin g  behaviour.

k« need not be g reater than w* as casual inspection w ill 
confirm.

That the firm actually  wishes to  produce a non-zero output in  
th is  s ta te  requ ires the imposition of a boundary condition 
such as f ’ (0) = 00 . See Akerlof and Miyazaki (1980).

p i s  constant across workers due to  the homogeneity postu la te . 
More r e a l i s t i c  lay  o ff rufl.es w ill be discussed below.

Baily (1982) h igh ligh ts the problems of developing contract 
th eo re tic  analysis when he points to  information complexity, 
d i f f ic u l t ie s  in  co-ordinating wage le v e ls  and lack  of 
competition in  the  labour market as fea tu res  underlying 
im p lic it con tracts. Furthermore, Baily (1983) f in d s  th a t 
firm s were unwilling or unable to  ac t r isk -n eu tra lly  in  the 
Anerican depression of 1929-1941.

Empirically the problem i s  th a t  con tracts are  enforceable on 
firm s but not on workers.

The ro le  of unemployment compensation in  generating 
unemployment i s  considered separately below.

A s t r ic t ly  neo-classical analysis would reach the same 
conclusion regarding e x p lic it  con tracts also.

This problem i s  reduced once movement costs are  allowed fo r .

The terminology adopted i s  th a t of Doeringer and Pi ore 
(1971). Other term inologies fo r the primary market include 
’’career” (Okun (1981)) and ’’id iosyncra tic  task” (Williamson 
e t. a l . ,  c ited  above).
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(48) Over and above hunan cap ita l and in te rn a l labour market 
considerations firm s, and workers, may s t i l l  require  Okun's 
( 1981) "reputation”.

(49) I t  i s  tempting to  argue th a t  they f a i l  to  "m ateria lise” 
because they o ffe r wages below the value of le isu re , although 
th is  i s  not a ltogether in  the  s p i r i t  of secondary labour 
market analysis.

(50) Among other papers concerned with efficiency  in contracting 
are Feldstein  (1976), Baily (1977) and Hall and L ilien
(1979). An e f f ic ie n t  contract has th e  property th a t  no other 
leve l of employment would make both firm s and workers b e tte r  
o ff. That i s ,  they should be on the  contract curve.

(51) Note th a t one might posit d if fe re n tia l  lay -o ff  by sen io rity , 
but fo r Oi (1962) serv ice length wouLd again be a proxy for 
hunan cap ita l investments. For Grossnan (1977, 1978) i t  
represen ts the  more ab strac t, but none the le s s  productive, 
t r a i t  of r e l i a b i l i ty .  On th is  see also Markusen (1979).

(52) This re la te s  to  Hall*s (1980) m icro-efficiency condition 
whereby the marginal product of labour i s  equated to  the 
marginal value of time.

(53) In th e  USA, unemployment benefit i s  to  a c e rta in  exten t
endogenous w ith firm s being "experience ra ted” (see Feldstein  
(1976)). Note a lso  the  analysis of Akerlof and Miyazaki
( 1980).

(54) All th a t i s  required fo r a no work outcome i s  th a t  UL/Uy > w
a t  T  = Ttaax. This i s  perfectly  fea s ib le  even though U r ,  U y > 0

and the  assumption of s t r i c t  convexity i s  adhered to .

(55) Relaxing th is  extreme sim plifica tion  gets one in to  the murky 
area of the value imputed to  publically  financed goods and 
services th a t the inccme taxation  begets. Of course, such 
problems a re  not absent even in  the  simple case portrayed.

(56) Even i f  i t  i s  argued th a t the horizontal segment BC
m isrepresents the  s itu a tio n  fo r young people, i t  i s  s t i l l
true  th a t, as the problem i s  constructed, they should not be
found on AC i f  they can lo ca te  a t  B.

(57) Of relevance here i s  the  work of Ellwood (1982) who fin d s  
evidence of p e rs is ten t (negative) wage ra te  e ffe c ts  of early  
unempi cyment sp e lls  and th a t of Meyer and Wise (1982) who 
find  th a t  work experience w h ils t in  school positive ly  e ffe c ts  
both fu tu re  hourly wage ra te s  and annual weeks of work. The 
combined e ffe c t of the two outcomes in  th is  l a t t e r  research 
produce a s ig if ic a n t impact on fu tu re  earnings.

(58) In p a rticu la r  one might note the (re la tiv e ly )  low wages paid 
to  tra in ees  such as apprentices.
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(59) Indeed search th e o r is ts  would, in  general, argue th a t sane 
level of b en efits  i s  e f f ic ie n t  in  th a t  i t  prevents untimely 
job snatching and consequent m ald istribu tion  of labour across 
employments. Under contract theories, exogenously financed 
unempi cyment benefit w ill tend to  increase unemployment, but 
th is  i s  not necessarily  e ff ic ie n t as a wedge i s  driven 
between the private and social valuations of employment (see 
Hall (1980)).

(60) Unemployment benefits  might a lso  increase the propensity of
employers to  enforce involuntary separations as thoy believe 
workers w ill be le s s  "harmed” by the unemployment th a t 
ensues. This i s  central to  the contract theo ries discussed
above.

(61) Note a lso  th e ir  sequel paper of 1979.

(62) For a fu rth er discussion on actual unemployment b en efits  and 
th e i r  value to  the  unemployed see Piachaud (1981)

(63) On Maki and SpindLer see a lso  Junankar (1981), Sawyer (1979) 
and Cubbin and Foley (1977).

(64) Of other contributions to  th is  debate see a lso  Broadberry
(1983) and Hatton (1979, 1981).

(65) On Minford e t  a l. see the c ritiq u e  by Nickell (1984).

(66) In the  case of contract theo ries  th is  i s  in  an ex-ante sense.

(67) Equally, there appears to  have been l i t t l e  said on why 
regimes switch.

(68) Rice (1984) estim ates a refined  version of th is  form of model 
simultaneously, with endogenous switching points, by means of 
maximum likelihood .

(69) There may, of course, be m ultip le regimes of both kinds. The 
c la ss ic  reference on the issue of id e n tif ic a tio n  i s  Working 
(1927).

(70) Wage r ig id ity  and consequent infrequency of switching between 
regimes makes i t  d i f f ic u l t  to  endogenise the regime switching 
points in  a model incorporating a wage c learing  equation. 
Rosen and Quandt1 s (1978) contribution seems to  run in to  the 
problems th is  c reates as i t  c la s s if ie s  the  1930' s  as an era 
of excess demand.

(71) Using somewhat more sophisticated  techniques, Rice (1984) 
concluded th a t the mid 1960' s  was also , in  fa c t, a demand 
constrained regime fo r young females.
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(72) The same i s ,  of course, true  of techniques endogenising the 
switching points, but the  technique i t s e l f  may be thought to  
obscure th is  somewhat.

(73) The precise way they do th is  in  the  re s u lts  reported i s  to
estim ate employment functions (re la tiv e  to  adu lts) fo r the 
whole of th e ir  data period with the demand variab les 
suppressed in  the early , excess demand epoch.

(74) There is ,  of course, a problem here in  defining w* ra th e r
than w** as market clearing . But the l a t t e r  rep resen ts a, 
cet. p a r ., unobtainable s itu a tio n  and i s  therefore , 
presumably, irre le v a n t.

(75) There has, presumably, to  be some ju s t i f ic a t io n  of why people
take the trouble to  re g is te r . With zero unemployment 
b en efits  th is  i s  problematic.

(76) Spanos accords c re d it fo r the min-condition to  e a r l ie r  works
than F a ir and Ja ffee  (1972). In p a rticu la r he c ite s  CLower 
( 1969), and finds strong evidence of i t s  form ulation in  
Frisch (1949).



C H A P T E R  3

THE RELATIVE PAY OF 

YOUNG PEOPLE 1 950 -1 9 82



I . INTRODUCTION

The theo re tica l developments discussed in  the previous section,

and labour economics in  general, place a central focus on the wage of

labour; although i t  was brought out th a t notions of the labour market

clearing  i f  and only i f  wages are  f le x ib le  have recen tly  been

challenged by those who argue th a t current lev e ls , and changes, of

wages may t e l l  us very l i t t l e  about the true  underlying re la tio n sh ip

between labour demand and supply. In p rinc ip le  the  concept of the

wage being the payment receivable fo r the supply of a u n it of labour

service i s  straightforw ard, although i t s  empirical measurement i s  a

p articu la rly  hazardous exercise. However, given the importance which

has often  been attached to  the pay of young workers in  the  discussion

of th e ir  current p ligh t in  the labour market, re f le c ted  in  such

prim e-m inisterial statements as:

"Because the wages of young people are  often  too high in  
re la tio n  to  those of experienced adu lts , employers cannot 
afford  to  take then on".
(Thatcher, Hansard 27th July, 1981, quoted in  Rice (1984)) 

and in  the terms of reference of the Department of Employments 1984 

"Put Jobs F irs t"  in i t ia t iv e ,  the d e ta ils  of which were outlined in  the  

Sunday Times 14th October, 1984, i t  i s  d i f f ic u l t  to  undertake a 

d e ta iled  study of the youth unemployment problem without attem pting an 

examination of the behaviour of th e ir  apparent rewards when in  work.

In pursu it of th is  objective, th is  chapter w ill focus on the 

time se rie s  movements of the re la tiv e  earnings of young people. 

Clearly th is  measure does not necessarily correspond well with the 

requirements of theory, but i t  i s  the one which i s  the most accessib le  

and which, in consequence, receives the most a tten tio n  in  debate. The 

ou tline  plan of the work i s  as follows. In the following section  the



60

principal sources of regu lar wage data are considered and the case 

made fo r focusing prim arily on the October Earnings and Hours Inquiry. 

This does not, however, amount to  a claim th a t i t  i s  optimal and 

Section I I I  h igh ligh ts the caveats to  be borne in  mind throughout the 

r e s t  of the work. Fell owing th is , the actual data on the derived wage 

r e la t iv i t i e s  are  presented fo r the years fran  1950 to  1982; a terminal 

date corresponding to  th a t d icta ted  by the data in  l a t e r  tim e-series 

unemployment analysis. Ih is  done, Section V goes on to  discuss the 

most popular of the reasons put forward to  explain the recen t 

perceived increase in  re la tiv e  youth earnings, a f te r  which Section VI 

develops and te s ts  c e rta in  more general tim e-series models of the 

determinants of th is  measure. F inally , Section V II concludes the  

chapter.

I I . WJGE DATA

Three basic data sources present themselves as possib le 

candidates fo r a study of the r e la tiv e  wages of young people. Ihe 

f i r s t  of these i s  the  comprehensive Time Rates of Wages and Hours of 

Work se rie s  which has been co llec ted  since 1948 and contains 

information on the  ra te s  payable under c e rta in  co llec tiv e  agreements 

fo r both youths and aduLts. However, as Addison (1976) demonstrates 

in  d e ta il , there  are many in tra c ta b le  problems attached to  attem pting 

to  construct national wage ra te  se rie s  frcm th is  highly disaggregated 

source.

The second p o ss ib ility  i s  to  use the New Earnings Survey (NES). 

However, th is  did not become annual u n til  1970 and, furtherm ore, 

c e rta in  changes in  defin itiona l and presentational d e ta il were 

in s t i tu te d  in  1974 which e ffec tive ly  truncate  ce rta in  of the
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se rie s  availab le . Thus th is  data cannot ye t be said to  co n stitu te  a 

sa tis fac to ry  time se ries , e ith e r fo r the stand alone purposes of th is  

chapter or fo r the l a t e r  work on unemployment. However, i t  i s  an 

important source of supplementary information and the  behaviour of 

re la tiv e  earnings movements based on i t  are presented in  Appendix 

Figures A1-A4. Additionally, some fu rth er lim ited  comment i s  a lso  

given a t  the end of Section IV.

This then leaves the Department of Employment1 s (DE) Earnings

and Hours Inquiry. In s titu te d  in  1948, the survey was o rig ina lly

conducted bi-annually in  April and October. This p rac tice  ceased,

however, in  1970 when the e a r l ie r  enumeration was dropped w ith the

inception of the NES. A marriage of data from the two sources would

allow a hybrid continuation of the fuLl se rie s . However, as Murton

(1979) graphically  i l lu s t r a te s ,  the correspondence between the NES

April data and the October f ig u res  i s  not sa tis fac to ry , p a rticu la rly  
( 1)fo r youths. For th is  reason the union w ill not be made, and

a tte n tio n  w ill be focussed on the October Inquiry fig u res , as has so 

often  been the  case in  other earnings stud ies. ^  The f iv e  availab le  

disaggregations of th is  data upon which a tte n tio n  w ill be focussed, 

both here and in  the  la te r  work on time se rie s  unemployment, a re  those 

fo r  fu ll- tim e  males aged 21 years and over, fu ll- tim e  wcmen aged 18 

and over, boys 20 years and younger, g i r l s  l e s s  than 18 and part>time 

female workers over 18. At th is  point i t  i s  perhaps worth

digressing to  ind icate  why importance i s  attached to  the earnings of 

th is  l a t t e r  group. One reason i s  the availab le  evidence th a t par1> 

time females occupy the lowest rungs of the occupational hierarchy 

(see fo r  instance Robinson and Wallace (1984)) where one



also  expects to  find  many young people ju s t  s ta r tin g  th e ir  labour
(2lY

market careers. On top of th is , however, there has been a

tremendous growth in  part-tim e working in  the post-war period, as 

Table 1 ind icates. W hilst the  data sources fo r the two years are  not 

absolutely compatible, there can be no dispute over the message they
( c)

convey. In the  1980’s we are  new in a position  where approximately 

1 in  6 of a l l  workers in  employment are c la ss if ie d  as part-tim e, and 

more than 2 in 5 females in  work have th is  s ta tu s . ^  Clearly then, 

the re la tiv e  wages of part-tim e workers, especially  females, could be 

of considerable significance in  assessing changes in  the  post-war 

labour market.

TABLE 1 PART-TIME EMPLOYMENT 1951-1981

1951 1981

Total Part-tim e 830,976 4,468,000

Part-tim e as % 
Total Employees 4.1 17.8

Total Female 
Part-tim e 784,412 3,759,000

Female Part-tim e 
as % Female Employees 12.0 41.7

SOURCES: 1951 CENSUS OF POPULATION 

1981 CENSUS OF EMPLOYMENT



Returning to  the main theme of th is  section, having e lected  to  

emphasise the October Inquiry i t  has to  be borne in  mind th a t  even 

th is  se rie s  i s  not without i t s  problems as fa r  as the analyst i s  

concerned, a fa c t which i s  often  overlooked, and the  next section  aims 

to  make these caveats e x p lic it .

I I I . CAVEATS

Earnings, or wage, analysis always presents considerable problems 

and the most important of these, in  the context of the data to  be 

examined, are  de ta iled  here so as to  co n stitu te  a un ified  body of 

caveats to  be borne in  mind in  la te r  work, where they w ill la rg e ly  

remain im p lic it. However, w hilst some of these may seem severe, they 

are  meant to  signal caution ra th e r than ou trig h t re je c tio n  of the 

data. To avoid overly cumbersome grammar these w ill be provided in  

the form of a check-1i s t .

(1) The demand and supply of labour respond to  d if fe re n t price

variab les. The gross "v is ib le ” wage w ill presumably co n s titu te  an

important element of each, although i t s  re la tio n  to  e ith e r  to ta l  need

neither be fixed  nor u tte r ly  dominant. Employers w ill ad d itio n a lly

have regard to  such employment costs as national insurance

contributions, h iring  and tra in in g  am ortisation costs and non-wage 
( 7 )remuneration. ' Thomas (1981, p.31), re fe rrin g  to  the  l i t e r a tu r e  on 

the fixed costs of labour u t i l is a t io n  and unemployment, s ta te s  th a t 

"One of the d if f ic u l t ie s  of attempting to  estim ate re la tio n sh ip s  

s ta t i s t ic a l ly  i s  the lack  of appropriate data on mary aspects of fixed  

costs” and there  appears to  be no sa tis fac to ry  way round th is  problem 

in  aggregate B ritish  time se rie s  work. Workers, on the other hand,
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w ill presumably base th e ir  actions on the wage net of tax and 

national insurance contributions, plus any non-wage benefits  attached
/  ON

to  p a rticu la r employments. } When considering ’’outcomes”, as in  the 

case of reduced form unemployment equations, the wage variab le  i s  

normally attem pting to  capture both of these e ffec ts , and must be 

trea ted  with caution because of th is .

Such problems may be p a rticu la rly  severe when considering 

earnings re la tiv e  to  those of part-tim e females. In general, the 

presumption must be th a t, a t  any point in  time, the rea l employment 

cost re la tiv e  w ill almost certa in ly  be understated and the  rea l 

earnings r e la tiv e  i s  lik e ly  to  be misrepresented also. Unfortunately, 

there  can be no guarantee th a t the  th ree  re la tiv e s  -  for nominal 

earnings, fo r rea l employment costs and fo r net employment b en efits  -  

have moved in  step through time, which i s  re a lly  what i s  required i f  

the published data i s  adequately to  serve as the single proxy. In 

general, i t  i s  not easy to  speculate on ju s t  how and when these 

re la tiv e s  w ill have exhibited d iffe rin g  ra te s  of change but certa in , 

specific  p o s s ib i l i t ie s  can be proposed. Ihus, to  the  extent th a t  

incomes p o lic ies  serve to  a r t i f i c i a l ly  compress nominal earnings 

d if fe re n tia ls  these may move out of step  with employment cost 

d if fe re n tia ls  i f ,  fo r example, fringe  b en efits  are su b s titu ted  fo r 

money pay in the  case of the higher paid, who might be assumed to  be 

adu lts . Again, to  the extent th a t young and part-tim e workers have 

earnings which are  concentrated around the  tax and national insurance 

contribution thresholds, changes in  these l a t t e r  w ill serve to  move 

a l l  these d if fe re n tia ls  out of lin e . In the  same vein one can point 

to  the spate of le g is la t iv e  a c tiv ity , begun in  the 1970' s, which aims,
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not necessarily  w ith reference to  economic theory, to  improve the 

labour market conditions faced by females and part>time workers. In 

p a rticu la r, note should be made of the Equal Pay Act (1970), the 

Social Security Pensions Act (1975), the Sex Discrim ination Act (1975) 

and the Employment Protection Act (1975) as lik e ly  causes of divergent 

movements in  the  d iffe ren t re la tiv e  wage measures when females are  

included as numerator or denominator.

In the  f i r s t  place, both the part>time worker and her employer 

may not have to  pay national insurance contributions in  c e rta in  

circumstances. Additionally, they may not be covered by the bulwark 

of the employee r ig h ts  le g is la t io n  which has been enacted in  recent 

years. As there  e x is t several descrip tions of the q u a lif ic a tio n  

c r i te r ia  on both of these scores ( fo r  instance, Disney and Szyszczak

(1984)) they w ill be only b rie f ly  outlined here*

National insurance contribution payment depends on a lower 

earnings l im it  th a t many part-tim e workers do not exceed, and th is  

represen ts one way in  which they may be cheaper to  employ than f u l l -  

tim ers. At the same time, of course, the  part-tim e worker’ s gross 

wage more nearly re f le c ts  the net pecuniary payment received. 

Coverage under the employee r ig h ts  le g is la t io n  i s  subject to  both an 

hours of work and a length of service q u a lif ic a tio n  which may once 

again reduce the employers expected cost of employment. In th is  case, 

however, the e ffe c t on the employees rea l earnings i s  in  the opposite 

d irec tion , under the reasonable assumption th a t  employees value these 

rig h ts .

By affecting  fu ll- tim e  and ce rta in  part-tim e employees 

d if fe re n tia lly  the various strands of le g is la tio n  begun in  the  1960’ s 

w ill each d is to r t  the real e ffe c ts  of the changes in  earnings on which
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a tten tio n  i s  here focussed. However, w h ilst most young workers w ill 

not be exempt from national insurance contributions, they may well not 

be covered by the employment l e g i s l a t i o n . ^ )  This follows because, by 

d e fin itio n , young workers have short service and have a lso  been found 

to  have high q u it ra te s , a c h a ra c te r is tic  which compounds the simple 

age e ffec t.

(2) The figu res re fe r  to  gross earnings and as such incorporate

the e ffe c ts  of both wage and hours of work fac to rs  which p o ten tia lly
( 11)bedevils in te rp re ta tio n . J Even though here the major focus w ill be

on hourly earnings th is  problem remains. In p a rticu la r, looking a t

average hourly earnings does not net out the  e ffe c ts  of overtime
( 12)premiun payments. '  Ihe unknown biases th is  generates w ill depend

upon the  comparative ra te s  of the  premia across groups, on the

comparative number of hours of overtime worked and on the comparative
( 1?)e ffic iences of overtime working. However, th is  could be dangerous

ground. Thus there i s  new a body of l i t e r a tu r e  which argues th a t

overtime working could be an equilibrium  reaction  by the firm to  the

existence of work re la ted  non-wage costs of employment (fo r instance,

Ehrenberg (1971)). In essence the employer trades o ff  the r a t io  of

the marginal costs of additional employees to  those of add itional

hours against the ra t io  of th e ir  respective marginal
( 14)p ro d u ctiv ities . I f  the re s u lt  of so doing demands positive

overtime working then i t  i s  not c lear th a t such payments should be 

netted. Furthermore, one might note a t  th is  point the ongoing debate 

over the respective physical p roductiv ities  of men versus hours; the  

la te s t ,  somewhat cautionary, contribution to  which i s  L eslie  (1985).

(3) The figures include data on indiv iduals whose earnings were
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(15)affected by absence, which may once again introduce b ias.

(4) The se rie s  only covers the  earnings of manual workers 

w h ilst the B ritish  labour force  has progressively become more non- 

manual. Ihus, in 1950, 16% of male and 18% of female manufacturing 

employees were w h ite-co lla r, f ig u res  which had risen  to  29 . 5% and 

33.3% respectively  by 1979 (Department of Employment Gazette 1950 and 

1979).

(5) The se ries  were subject to  defin itiona l change in  1980, the 

impact of which cannot be assessed. Thus u n til  1980 the se rie s  were 

s t r ic t ly  age delim ited, as indicated previously. However, th is  was 

then modified to  those employed on ad u lt ra te s  and those not so.

(6) Young people on government sponsored tra in in g  schemes are  

excluded from the figu res. To the extent th a t such schemes are an 

in s titu tio n a l datun th is  could be seen as biasing the  figu res fo r 

young workers upwards. At the moment, under the YTS, employers have 

a l l  wage costs reimbursed, and hence e ssen tia lly  are allowed, i f  they 

desire, a very extended and heavily subsidised screening period.

(7) The se rie s  do not pick up the  influence of hunan cap ita l

investment on curren t wage payments which may be an important

emission, perhaps p a rticu la rly  for younger workers. Thus any trend 

from general to  sp ec ific  tra in ing  (in  the Becker (1964) sense), or 

vice versa, may be expected to  influence recorded wage payments by 

age, c e te r is  p a rib u s / S im ilarly, any trend fo r  more tra in in g  to  

be undertaken by the s ta te  (formal education), ra ther than the  firm, 

sector may be expected to  influence wage payments and r e la t iv i t i e s .  

This is ,  in fac t, ju s t  a specific  instance of the more general point

made in (1) above. Put s lig h tly  d iffe ren tly , current wages can be

expected to  re f le c t  not only current productivity but a lso  fu tu re
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expected productiv ity  w ithin the present firm .

(8) The survey is  not exhaustive in two ways. F irs t ly , i t  i s  

based on a sample and compliance i s  voluntary. Secondly, not a l l  

in d u strie s  are covered -  a t  the moment a l l  the manufacturing 

in d u strie s  are included along with certa in  p rincipal non-manufacturing 

in d u strie s . Both of these aspects of the survey design have been

subject to  change from time to  time. Furthermore, small firm s, as

measured by employees, are  under sampled and, to  the extent th a t young 

workers concentrate in  such organisations, th is  may introduce b ias.

IV. WAGE RELATIVES FROM THE OCTOBER INQUIRY

Including the se rie s  on the earnings of part-tim e female 

workers, a to ta l  of ten independent earnings re la tiv e s  can be

constructed over the data period. However, given the focus on young 

workers only the seven ex p lic ity  incorporating them w ill here be

considered. But th is  i s  not to  be taken as an assumption of

separab ility  in the production function, ra th e r as a re f le c tio n  of the 

d if f ic u l t ie s  inherent in  analysing in d ire c t cross price movements in  a 

largely  descrip tive  framework. As already s ta ted , the in ten tio n  i s  to  

focus on the hourly earnings re la tiv e s . This seems reasonable given 

th a t the figures for weekly earnings do not provide any apparent 

con trast. For completeness, however, both the weekly earnings and 

hours of work re la tiv e s  are  provided in  the  appendix, as Figures A5 

and A6 respective ly . The body of th is  section  f i r s t  considers the 

young mens’ and then the g i r l s ’ re la tiv e s  in  o u tline . This i s  

followed by a discussion of certa in , more sp ec ific , possible 

influences on these s ta t i s ic s .
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(a) YOUNG MALES

Figure 1 p lo ts  the behaviour of the four derivable ra t io s

incorporating young men as the nunerator. Looking f i r s t ly  a t  th a t

with adu lt males, a general upwards trend i s  apparent u n til  1976.

Roughly h a lf  of the 37.8$ increase in  the r a t io  occurred p rio r to

1970, with the re s t  coming about th e re a fte r . Indeed, a l l  of th is

l a t t e r  change took place between 1972 and 1976. An examination of why

th is  might have occurred follows below, but i t  i s  important to  note

th a t, by concentrating so lely  on th is  la te r  four year period, previous

work may have been overlooking the p o ss ib ility  th a t the increase in

the e a r l ie r  epoch may harbour important in s ig h ts  in to  the age-wage

issue. But a lso  one should note th a t since 1976 the trend in  the

ra tio  has ac tually  been downwards. Unless other sources provide a

con trast to  th is ,  the wages of youths do seem recently  to  have moved

in  the d irec tion  advocated in certa in  quarte rs  fo r youth unemployment
( 1 7 )to  f a l l .  However, th is  ra ise s  the question of the re q u is ite

degree of f le x ib i l i ty  somewhat prematurely.

The ra t io  of young male earnings to  those of adu lt females has 

moved in  large ly  the same d irec tion  as th a t to  adu lt males, i f  

somewhat more e r ra tic a lly . A dditionally, however, one might note th a t 

the early  period of increase came to  a h a lt  somewhat sooner, in  1967, 

than was true  when boys1 earnings were compared to  those of adu lt 

males. Furthermore, w h ilst the se ries  did turn  up again in  the 1970’ s

th is  trend la s te d  fo r only two years, and the level achieved was not

sustained.

The th ird  comparison fo r the average hourly earnings of young 

males i s  with those of adu lt part-tim e females. Apart from an i n i t i a l
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dip in  1951, th is  se rie s  a lso  rose more or le s s  stead ily  except fo r

s lig h t reversa ls  in  1962 and 1970, to  reach i t s  peak value in  1973 of

97%. Unfortunately, p a rticu la rly  de ta iled  information on female p art-

time working i s  not availab le  fo r these early  years. However, to

pre-empt l a te r  work s lig h tly , certa in  casual observations can be made.

Thus data was availab le  on the percentage of the work-force in

manufacturing comprising part-tim e females and, from 1956, th e ir

earnings in  the manufacturing in d u strie s  are  separately id e n tif ie d  in
( 18)the Earnings and Hours Inquiry. From 1956 to  1972, the l a s t  year 

fo r which a de ta iled  age analysis i s  availab le , the boys to  part-tim e 

females hourly earnings re la tiv e  in  manufacturing a t  October, rose by 

21.9% • Over th a t period the percentage share of to ta l  employment 

therein  accounted for by part-tim e females rose from 3 . 9$ to  5 . 1$ 

w hilst th a t of males aged under 20 changed from 5.4$ to  5 .2$ . ^ )  Qne 

would c learly  want much stronger evidence th a t re la tiv e  earnings

movements had caused fac to r su b s titu tio n . But when data i s  in  lim ited  

supply any information i s  a t  le a s t  in te re s tin g  and, as w ill be shown 

la te r ,  not a l l  of i t  points in  the same d irec tion . Beyond 1973, 

however, the earnings ra t io  has shown some tendency, i f  only s l ig h t, 

to  f a l l ,  thus m irroring the behaviour of the two previously described 

for the la te  1970' s  and early  1980's .

F inally , a tten tio n  i s  turned to  the earnings of male re la tiv e  to  

female youths which, somewhat susprising ly , seems to  achieve l i t t l e  

a tten tio n ; in  sp ite  of the fa c t th a t the secular decline of

tra d itio n a l heavy in d u strie s  might be thought to  have increased the 

d irec t competition between the two groups fo r employment. Once again 

the, by now fam ilia r, pa ttern  emerges fo r e a r l ie r  years with the r a t io
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increasing gradually to  i t s  peak value in  1972. After th is  the 

se rie s  behaved somewhat e r ra c tic a lly , but never achieved i t s  previous 

height. In p a rticu la r one should note i t s  behaviour since 1980, when 

i t  has turned sharply upwards. This may, of course, be due to  the 

d e fin itio n a l changes invoked in  th a t year but, i f  more substantive, 

might be expected to  improve the employment prospects of g i r ls  v is -a - 

v is  those of young males.

(b) YOUNG FEMALES

Having looked a t  the young male earnings re la tiv e s  th is  leaves 

three independent ra t io s  involving young females to  be examined. Ihe 

time se rie s  behaviour of these i s  depicted in  Figure 2. Up u n til  1972 

th a t with adu lt males displayed only s lig h t amplitude. The figu re  

then rose, apart from 1975, u n til  1977 to  a leve l 18% above i t s  1950 

value, whereabouts i t  remained u n til  s ta r tin g  to  f a l l  in  1981.

S im ilarly , no c lear trend emerges when looking a t  the re la tiv e  

hourly earnings o f young to  adu lt females over the period to  1972, the 

value of which varied around the 6556 mark; although with s lig h tly  

stronger cycles than was the case against adu lt males. In 1973 th is  

rose and was large ly  sustained through 1974. From then on, however, 

i t  hovered around lower lev e ls , and by 1982 had fa lle n  to  a value of 

0.63.

This then leaves ju s t  the earnings of g i r l s  re la tiv e  to  p a rt-  

time females to  consider. Throughout the period since 1960 th is  has 

exhibited frequent short cyclical movements upon which no c lea r trend 

has been superimposed. Any increases there have been, such as in 

1972-73 and 1978-81, being f a ir ly  speedily reversed. But, as in  a l l  

previous cases, no attempt a t  ra tio n a lisa tio n  of change or constancy
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has been offered here.

However, i t  would be wrong to  conclude th is  section without

stressing  th a t certa in  w rite rs  have placed considerable emphasis on

what they perceive to  have been un ju stifiab ly  large increases in  the

re la tiv e  earnings of young workers in  the 1970Ts. W hilst a certa in

amount of disagreement may be en tertained  concerning the  significance

of the movements in  the October se rie s , i t  i s  important to  note th a t;

”. . .  th is  increase in the  re la tiv e  wages of young people i s  
not confirmed by the time se rie s  of re la tiv e  wage earnings 
taken frcm the New Earnings Survey . . .  This i s  important: 
. . .  the New Earnings Survey covers services, d is tr ib u tio n  
and non-manual labour and i s  much more represen ta tive  of 
the earnings of young people. When the tim e-series of the 
New Earnings Survey become long enough to  use fo r
econometric analysis, these data should be su b stitu ted  fo r 
the October Inquiry data”.
(Hart (1984) p.4)

This said, the next section attem pts to  g ra f t a l i t t l e  substance onto 

the foregoing s ty l i s t ic  bones by considering the more important of the 

popularly hypothesised reasons fo r the increase in  the  re la tiv e

earnings of youths which many ccmmentators perceive to  have occurred.

V. RELATIVE EARNINGS : POSSIBLE INFLUENCES

As noted a t  the ou tse t, there has been a considerable amount of

in te re s t  shown in  the  behaviour of re la tiv e  youth wages, which has 

increased with the passage of time. In general, ccmmentators have 

focussed upon one or more possible influences frcm what appears to  be 

a core group of fac to rs ; and based discussion upon them in  varying 

degrees of d e ta il . These popular hypotheses w ill now be examined.

As has been seen, a l l  the youth -  adu lt earnings re la tiv e  moved 

sharply upwards between 1972 and 1973 which coincides w ith ROSLA

(a) ROJLA (£<xis»r»o o f  ScKool L-ea
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having i t s  impact between Spring and Summer 1973, and being picked up 

by the October Inquiry of th a t y e a r / 20 ̂  What ROSLA served to  do was 

to  remove the youngest (15 year old) workers frcm the labour force. 

To the  extent therefo re  th a t earnings are  age re la ted , and th is  w ill 

be discusssed more fu lly  below, one would expect th a t th is  would ra ise  

the average earnings of youths of which these 15 year olds were but a 

part.

That there  was some e ffe c t on re la tiv e  earnings i s  now fa ir ly  

well agreed, and not su rprising . But, considering ROSLA in  iso la tio n , 

what i s  a lso  not surprising , but does not appear to  have received any 

a tten tio n , i s  th a t g i r l s ’ earnings seem to  have been increased 

re la tiv e ly  more than those of boys. That th is  happened can be seen 

most c learly  frcm the decrease in  th e ir  d irec t earnings re la tiv e  in 

Figure 1. Principal amongst the  reasons fo r th is  w ill presumably have 

been; f i r s t ly ,  th a t 15 year olds w ill have constitu ted  a smaller 

proportion of an age band including a l l  le s s  than 21 years ( i .e .  young 

males) than of an age band only including those aged 15-17 years ( i . e .  

young fem ales). Secondly, the grea ter propensity of males to  stay a t  

school beyond the sta tu to ry  minimum school leaving age w ill have led  

to  a smaller impact of ROSLA on boys' pay, even i f  the earnings 

variab le  had been calculated  fo r sim ilar age bands. But the problem, 

of course, remains th a t i f  the earnings movements simply re flec ted  the  

age composition e ffe c ts  of ROSLA, and i f  productivity  i s  d irec tly  

re la ted  to  age, then there  i s  not necessarily  any reason to  view a 

once over re-alignment of earnings, as a consequence of the 

le g is la tio n , to  be the portent of d if f ic u l t ie s  fo r youths in  the  

market fo r jobs. A ttention is , therefore , turned to  the po ten tia l 

influence of wage controls.
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(b) INCOMES POLICIES

Sctne additional " re sp o n sib ility ” fo r the increases in  re la tiv e

youth earnings in  the 1970's i s  sometimes a ttr ib u te d  to  the e ffec t of

the incomes, or pay, p o lic ies  th a t  were effected  during th a t  period

and which had, in  general, as one of th e ir  main conditioning

c h a ra c te ris tic s  the pro tection  of the low-paid. The continuing

r ise  of the male youth-adult earnings r a t io  to  1976, in p a rticu la r, i s

an obvious candidate fo r such reasoning. The incomes p o lic ie s  in
( 2 2 )question operated continuously from November 1972 to  May 1979.

The th ree  stages of the Heath government*s November 1972 -  

February 1974 policy imposed maximum annual income increases fo r  

ind iv iduals of zero, £250 and £350 respectively . Furthermore, Stage 

I I I  of the policy was in i t i a l ly  continued by the new Callaghan 

adm inistration, e lected in  the  February of the la te r  year. I f  the 

policy was e ffec tive  then there  i s  the presumption th a t i t  could have 

tended to  reduce youth-adult money earnings d if fe re n tia ls . In July 

1974 the Labour government introduced the f i r s t  Social Contract which, 

although only ca llin g  fo r "responsible” c o llec tiv e  bargaining, had the  

support of the 1UC and was biased towards aiding the low-paid. When 

th is  policy expired in  1975 i t  was followed by Phase 1 of the second 

Social Contract which allowed earnings increases of only £6 per week 

and zero fo r those earning in excess of £8,500 per a n n u m . I t  may 

seem reasonable therefore to  in fe r seme measure of causality  fo r the 

continued increase in  youth re la tiv e  earnings to  the  impact of 

re s tr ic t iv e  pay po lic ies. But the question must be asked whether th is  

necessarily  id e n tif ie s  a cause of problems fo r young workers.
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Thus, in  the f i r s t  place, the p o lic ies  normally se t a ce ilin g  to  

the outcome of pay negotiations, they did not provide fo r minimum 

outcomes, or "norms11. Further, i f  labour productivity changed 

uniformly by age and sex group which each "industry" and i f  in some £6 

represented the equilibrium  wage increase fo r  young, lowly-paid 

workers, then i t  would f a l l  below th a t required fo r older, more highly 

paid, members of the workforce. Prior reasoning would then lead one 

to  expect "slippage" a t  those lev e ls  of the hierarchy where the policy 

was apparently binding. This leads d irec tly  to  the caveat, noted 

e a r l ie r , th a t the earnings figu res being examined re fe r  only to  

ncminal pay. As Pencavel (1981) elaborated, nominal incomes p o lic ie s  

should lead to  the  su b stitu tio n  of non-pecuniary benefits  fo r money- 

wage increases. There i s  l i t t l e  formal evidence on th is , w ithout 

which l i t t l e  can be said about i t s  impact on real pay r e la t iv i t ie s .  

However, the i n i t i a l  hunch must be th a t, i f  th is  escape mechanism 

operated i t  did so in  favour of resto ring  equilibrium  d if fe re n tia ls .

I t  must also be noted a t  th is  juncture th a t the youth

d if fe re n tia l  ceased to  r is e  a f te r  1976 in the  case of boys and 1977

for g i r ls ,  in sp ite  of formal incomes po lic ies  continuing u n til  the
(24)General E lection of May 1979. An obvious reaction  would be to

argue th a t these la te r  constra in ts  fa ile d  to  bind in  an economic 

sense, but then one must a lso  note th a t there  i s  seme evidence to  

suggest tha t po lic ies post 1976 were in  fa c t successful (Henry 

(1981)), a t  le a s t  in  so fa r  as they restra ined  ncminal wage increases.

This short discussion of incomes p o lic ies  has ra ised  more 

questions than i t  has provided answers. One of the main th ru s ts  has



been th a t i t  might be p a rticu la rly  important in  times of such 

in i t ia t iv e s  to  d istinguish  between the rea l and the nominal rewards of 

labour. Thus, w hilst one might claim to  have found some evidence th a t 

the 1970*s income p o lic ies  affected  nominal pay d if fe re n tia ls ,  much 

more needs to  be known about the behaviour of non-pay b en efits  over 

th is  period. But a lso  the earnings ra t io s  involving females -  young, 

old or part-tim e -  do not lead to  firm inferences regarding incomes 

policy. For instance, i f  anything boysT earnings re la tiv e  to  adu lt 

females declined beyond 1973. IM s suggests th a t other fac to rs  may 

have been influencing re la tiv e  pay, and one of the leading contenders 

as fa r  as females are concerned i s  now discussed.

(c) EQUAL PAY AND SEX DISCRIMINATION ACTS

In 1970 the Equal Pay Act was passed to  be implemented in  f u l l  

by 1975, the l a t t e r  year being a lso  when the Sex Discrimination Act 

came in to  force. The former may be thought of as aiming fo r equality  

of treatm ent in terms of remuneration for men and women engaged in  

sim ilar work w hilst the l a t t e r  was designed to  promote equal access to  

jobs, and covered areas such as h irin g , tra in in g  and promotion. Both 

a c ts , however, should presumably have called  in to  motion forces 

tending to  a ffe c t male-female pay r e la t iv i t i e s  -  the f i r s t  d irec tly  

and the second via employment composition e ffe c ts . There are many 

problematic fea tu res of these ac ts  (see Joseph (1983) pp. 233-239) 

which w ill not be considered here. Rather the principal emphasis i s  

on aggregate re la tiv e  wage movements, given th a t the le g is la t io n  did 

have some impact, which would appear to  be a generally accepted 

proposition.

Looking a t  young males one can see th a t th e ir  earnings re la tiv e
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to  adu lt females peaked in  1973, in sp ite  of the fa c t th a t re la tiv e  

to  adu lt males they continued to  r is e  u n til 1976. Furthermore, the 

increase in  the former over i t s  level in  1950, 23.3%, was somewhat 

le s s  than th a t  recorded by the l a t t e r  in  i t s  highest years, 37*8%. 

Sim ilarly, the impact of ROSLA on the girls-women re la tiv e  appears to  

have fu lly  worked through in  one year. I t  i s  not c lear why th is  ra t io  

ac tually  turned down a f te r  1973, given the influences so fa r  

discussed. But i t  may p a rtia lly  be due to  young g i r l s  

d isproportionately crowding in to  very anall firm s which are not 

covered by the provisions of the acts.

The casual evidence presented here does then seem to  suggest 

th a t the pro-female le g is la tio n  of the 1970’s did serve to  increase 

th e ir  re la tiv e  earnings or, in  some cases, to  maintain th e ir  level 

despite other counterveiling influences. Whether the 24% increase 

in  the adu lt female-male earnings ra t io  between 1972 and 1977 was a 

sa tis fac to ry  outcome i s  not here the  issue; although the p o ss ib ility  

th a t th is  provoked su b s titu tio n  against females, which might of course 

contravene the Sex Discrimination Act, w ill be explored in  a l i t t l e  

more d e ta il in  the following chapter.

F inally , a tten tio n  may b rie fly  be turned to  the  behaviour of 

youths earnings re la tiv e  to  those of part-tim e females in  the 1970’s. 

I t  has been noted elsewhere of the Equal Pay and Sex Discrim ination 

Acts th a t:

’’Neither Act makes reference to  fu ll-tim e  or part-tim e 
employment in se ttin g  out the c r i te r ia  fo r determining 
claims against discrim ination. Until 1981, an employer was 
able to  use section 1 (3) of the Equal Pay Act to  r e s i s t  
claims fo r equal pay brought by a wcman in part>time 
employment, on the grounds th a t d ifferences in  working hours 
were ’a m aterial d ifference’ (o ther than the difference of 
sex) between her case and h is ”.
(Robinson and Wallace (1984) p .5)
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How widely th is  escape clause was used cannot rea lly  be known as only 

o ff ic ia l  complaints are  fu lly  recorded. However, i t  can be noted th a t 

youth earnings re la tiv e  to  th is  group trended dcwrwards a f te r  the 

impact of ROSLA in  1973. Once again, therefore, i t  i s  not too 

d if f ic u l t  to  casually marshall the data in support of ye t another 

argument. This seems a much le s s  easy task, however, in the  case of 

the f in a l ,  and perhaps most popular, hypothesised cause of the 

re la tiv e  increase in yough earnings in  recent times.

(d) TRADE UNIONS AND WA3E COUNCILS

Rigid union pay s tru c tu res  (Wells (1983), Rice (1984)) or the 

d ic ta te s  of wage councils (Rice (1984)) are perhaps the most popular 

p o lit ic a l and media reasons given fo r the upwards movements in  youth 

re la tiv e  earnings in  the 1970*3; and the sentiments have received a 

reasonable degree of support in  the  academic l i te ra tu re ,  as the  

foregoing c ita tio n s  ind ica te . But much of the discussion appears 

emotive ra ther than reasoned, and the  present in ten tion  i s  to  ra ise  

ju s t  seme of the questions which appear to  be largely  ignored in  th is  

debate. Consider f i r s t  the  trade unions. However strong may be ones 

reservations about certa in  union actions or p rac tices in  no easily  

conceivable case do these amount to  a statement th a t they are able to  

se t wages u n ila te ra lly , and without cost to  themselves. One must ask, 

therefore , what were th e ir  motives in  the 1970’s, i f  in fa c t they were 

then ra is in g  youth r e la t iv i t ie s ?  Did employers simply acquiesce and 

reduce employment correspondingly? Do not older/more sk ille d  union 

members treasu re  in tra-union d if fe re n tia ls  as they do those between 

unions? Furthermore, i t  must be recalled  th a t  the strongest opponents 

of incomes p o lic ies  -  which, i t  has been argued, might cause nominal
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d if fe re n tia ls  to  be eroded -  have nearly always been one or more 

s ig n ific an t sections of the trade union movement. Mary would argue 

th a t the unions represent a conservative influence in  the B ritish  

labour market, and no reasoned analysis has been presented of wh y 

there  was a s h if t  in  th e ir  preferences in  the' 1970* s.

Having ra ised  sane doubts about the  trade union argument, what 

i s  the apparent v a lid ity  of th a t re la tin g  to  the wage councils? A 

very b r ie f  h is to r ic a l recap itu la tio n  should serve to  issue caution 

here also. Thus, the councils were but renamed Trade Boards (largely  

by the Wage Councils Act (1959)) and the  f i r s t  of these had th e ir  

inception in  the Trade Boards Act of 1909. W hilst in i t i a l ly  very 

lim ited  in  scope, the Whitley Committee of 1917 recommended an 

extension of the ay stem, which s ta r te d  almost immediately with the 

passage of the Trade Boards Act (1918). I t  i s  not d e a r  why thqy 

should have chosen the 1970*s to  compress age d if fe re n tia ls ,  unless 

there  were econanic reasons fo r so d o i n g . T h i s  doubt i s  

in te n s if ied  when, ostensibly  a t  le a s t ,  the only change in  the lega l 

envirorment rd e v a n t to  the  councils around th a t  time was the  

Industria l Relations Act of 1971, which estab lished  the p rincip le  th a t 

the wage councils should move towards the se ttin g  up of th e ir  own
(OQ)

c d le c t iv e  bargaining arrangements, where th is  was possib le . '

All of the  above represent important considerations when 

conducting an examination of re la tiv e  naninal earnings movements. 

However, a t  the same time, they represent a se rie s  of qua s i -  

in s titu tio n a l s h if ts  which re la te  only to  one sp ec ific , and short, 

period of time. Progress might now best be served therefo re  by 

stepping back and considering seme more general po ten tia l infleunces
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on re la tiv e  earnings. In doing th is ,  the sim plest of models w ill be 

presented f i r s t  and then estim ated; following which the assunptions 

w ill be enriched and the model estim ated anew. Largely because the 

appropriate data fo r the l a t t e r  purpose i s  o f f ic ia l ly  only availab le  

up u n til  1972, the estim ation of the next section w ill only be based 

on obsevations frcm 1950 u n til  th a t year. But note a lso  th a t  the 

m u ltip lic ity  of sim ilarly  dated occurrences in  the 1970fs which 

po ten tia lly  impacted on re la tiv e  earnings would render a de ta iled  

s ta t i s t i c a l  investigation  p a rticu la rly  d i f f ic u l t  to  in te rp re t. 

However, the  simpler model i s  returned to  in  Chapter 6 and i t s  

performance re-examined when additional observations fo r the  1970fs 

a re  included.

VI. MODELS OF RELATIVE EARNINGS DETERMINATION

VI. i  SIMPLIFIED FRAMEWORK

(a) DISCUSSION AND MODEL

At the  ou tse t i t  should be noted th t  simple economic theo rising  

recognises only a wage-rate which i s  faced in  ccmmon by both demanders 

and suppliers of labour. Enough has already been said to  ind ica te  

th a t th is  i s  ra th e r a severe abstrac tion . Furthermore, the present 

analysis i s  concerned w ith earnings, a l l  be they average hourly 

earnings, ra th e r than a simple wage concept. The f i r s t  of these 

issues w ill  receive no fu rth er comment, w hilst the  second w ill  be 

taken up a l i t t l e  more fu lly , p rincipally  when the simple model now to  

be presented i s  extended below.

At i t s  most basic, assune th a t, in the  aggregate, the  demand fo r  

labour of worker type i ,  Ld> i s  a function of the rea l wage fo r th a t



type of labour, wi , and the volume of output, Q. That is :

(1) = f ( Wi, Q, Z ^ )

J
where Z  ̂ i s  a vector of other, unspecified, influences a ffec tin g  the 

demand fo r i .  Also the  supply of workers of type i  i s  assumed to  be a 

function of the wage and a vector of unspecified supply conditions,
g

Z Or, symbolically,

(2) = g (wif Z ^ )

On the additional assumption th a t the market c lears, then

(3) Ldi  -  ftWj, Q, Z ^ )  = Ls . = g(Wi, Zs .) = k(wi><J,Zdi ,Zsi )

which im p lic i t ly  defines

(4) = h (L ^  Q, Zj.)

d swhere Zi  i s  seme function of Z  ̂ and Z I f  the same were true  of 

each labour type, then one could posit a r e la t iv e  wage

function

(5) w. = h ^ L ., Q, Z.)

Wj  hJ ZP

where the functional subscrip ts are  merely iden tify ing  devices.
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With the aim of generating an estim ating equation, one might then 

fu rth er sim plify and hypothesise th a t;

’ (6) Wj/Wj  = (Lj/L j , Q, Zy )

where Z^. i s  sane mix of the  unspecified influences in  h^ and h j.

Clearly one would not wish to  s tre s s  the th eo re tica l probity of 

the  derivation  of (6) nor indeed the  assumption th a t  markets c lear; 

although with estim ation only taking place to  1972 th is  may seem more 

acceptable. Nevertheless, the  hypotheses th a t  the re la tiv e  wages of 

two groups w ill  respond to  th e ir  re la tiv e  supplies and th a t th e ir  

individual wages might be d if fe re n tia l ly  responsive to  the  cycle do 

seem reasonable. The caveat which must be noted, however, i s  th a t the 

simultaneous se ttin g  of wages and employment i s  e ffec tiv e ly  ignored in  

such a sing le  equation

treatm ent. But the  l a te r  analysis of Chapter 6 does in v es tig a te  th is  

issue to  a c e rta in  extent.

(b) ESTIMATION

This sub-section aims to  in v estig a te  the  performance of 

equations attem pting to  explain the time se rie s  behaviour of youth 

earnings re la tiv e  to  those of adu lts  based on the  reasoning presented 

above. Following d irec tly  from (6) the f i r s t  model to  be examined i s

(7) L \
— _ = + c . + (*2 Q + a ^ t  + u

Y AHere w ^/w . i s  the  re la tiv e  hourly earnings of youth group i  to



those of adu lt group j ,  where the youths a re  fu ll- tim e  males aged 

under 21 and fu ll- tim e  females aged under 18 and the ad u lts  are  f u l l ­

time males aged 21 and over and fu ll- tim e  females 18 and over. i s  

the number of youth group i  in  the  labour force (employed plus 

unemployed) and LA. i s  the analogous measure fo r adu lt group Q
J

i s  an index of GDP (1975 = 100), t  i s  a time trend in se rted  in  an 

attem pt to  capture the unspecified influences, Z, in  equation (6) and 

u i s  the  e rro r term which in i t i a l ly  i s  assumed to  have the standard 

properties.

As fo r p rio r expectations concerning th e  c o e ffic ien ts  of (7)» i t  

i s  reasonable, and straighforward, to  expect a«j to  be negative. I t  i s  

possible th a t  there  might be more disagreement regarding the  

co effic ien t on output, ^  but most would probably accept a positive  

prediction . Basically the reasoning behind th is  expectation i s  th a t  

youths are  more l ik e ly  to  be found in  competitive labour markets than 

are adu lts  who, given th e ir  g rea ter human c ap ita l, might be expected 

to  be covered by seme form of im p lic it con tract which insures th e ir  

wage (but not necessarily  th e ir  employment, see Chapter 2) against 

the s ta te  of the environment.^ 0 )  Also, a t  a more empirical lev e l, 

one might expect fewer youth than adu lt workers to  benefit fran  

in s titu tio n a lis e d  overtime arrangements, be more prone to  short-tim e 

working e t c . ; a l l  of which may be important when earnings a re  the 

variable  under consideration. But i t  has to  be actaitted th a t such 

arguments are  le s s  convincing when females, ra th e r than males, a re  the  

adu lt canparator fo r  youths and i t  would perhaps be best to  re f ra in  

fran  p rio r speculation in  th is  case.

The re s u l ts  of estim ating the four possible  youth to  aduLt



earnings equations of the general form described by (7 ), by the

method of ordinary le a s t  squares, a re  given in  Table 2 . The

nomenclature adopted i s  f a ir ly  se lf-ev iden t, and examples should

su ffice  to  describe i t  fu lly . Thus C i s  a constant, BTM represen ts

the nunber of boys re la tiv e  to  men in  the labour force, GDP and T are

as in  (7), BME i s  the  hourly earnings of male youths re la tiv e  to  those 
-2of adu lt men, R i s  the co effic ien t of determination corrected fo r 

degrees of freedom and EW the Durbin-Watson s t a t i s t i c  fo r se r ia l 

au tocorrela tion . In a l l  cases the data were annual from 1950 to  1972, 

y ielding 23 observatidns.

The most s tr ik in g  fea tu re  of th is  tab le  i s  th a t, in  a l l  cases,

the re la tiv e  supply variab le  i s  inco rrec tly  signed -  although only

s ig n ifican tly  so in  the  boys to  men equation. In an equilibrium

framework there  would appear to  be no straightforw ard way to

ra tio n a lise  a positive  re la tio n sh ip  between re la tiv e  supplies and

re la tiv e  price . To achieve th is  task  i t  would appear th a t one would

need to  argue th a t disequilibrium  prevailed more or le s s  continuously

in  sane, or a l l ,  labour markets ( fo r  instance th a t the markets fo r

youths were always in  a s ta te  of excess demand and wages were groping
(31)upwards towards equilibrium ). But equally, i f  one argues th a t the 

weight of the  s ta t i s t ic a l  evidence ind ica tes no re la tio n sh ip  between 

supply and earnings (3 out of 4 co e ffic ien ts  in s ig n ific an t)  then th is  

e ith e r  requ ires an equilibrium argument based on perfectly  e la s t ic  

demand, or a disequilibrium  one based on excess supply. Neither seems 

p a rticu la rly  a ttra c tiv e  and, in the  l a t t e r  context, one should note 

th a t Rice (1984) and M errilees and Wilson (1979) found evidence of 

excess demand fo r youths in  much of the present data period.
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The cyclical ind ica to r works very much as expected and achieves 

high s ta t i s t ic a l  significance in  a l l  but the boys to  adu lt women*s 

equation. But, a t  th is  stage, there i s  no evidence as to  how the re ­

alignments take place -  e .g . by wage ra te  movements or through 

adjustments in  hours of work (assuming a ll  hours are not paid a t  the 

same ra te ) -  an issue which w ill be taken up in  more d e ta il in the 

following sections. Turning to  the time trends, the c le a re s t message 

i s  th a t  g i r l s  earnings were downwards d rif tin g , fo r extraneous 

reasons, through the observation period. However, even in  th e ir  case, 

th is  was oriLy s ta t i s t ic a l ly  s ig n ifican t compared to  the  earnings of 

aduLt males.
- o

Overall, the re s u lts  generate very good R *s in  the  case of the

young males equations but f a ir ly  poor ones in  the case of young

females, p a rticu la rly  in  a tim e-series context. Ihe la rg e s t  worry,

however, concerns the values of the EW s ta t i s t i c s .  With 4 regressors

and 23 observations the  indeterm inate region fo r th is  s t a t i s t i c  in  the

te s t  fo r positive  se ria l co rre la tion , a t  the 5% p robability  lev e l,

comprises the  range 1.05-1.66 and therefo re  a l l  of the equations in

Table 2 are possibly so a ff l ic te d . Therefore, in  an attem pt to

overcome th is  problem, the equations were re-estim ated using a f i r s t -
( 3 2 )order autoregressive procedure due to  Beach and MacKinnon (1978).

The re s u lts  of th is  exercise are reported in  Table 3.

Looking a t  the diagnostic s t a t i s t i c s  f i r s t ,  one can see th a t the 

DW s ta t i s t i c s  are much improved, although they s t i l l  oriLy support a 

confident asse rtio n  of no positive  se ria l co rre la tio n  in  h a lf  of the 

cases. This, combined with the fa c t th a t  the estim ated 

au tocorrelation  parameter ( p ), i s  s ig n ific an t in  only one equation,
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suggests th a t the problems are more complex than a f i r s t -o rd e r  

autoregressive procedure allows fo r. Notwithstanding th is  the 

c o effic ien ts  of determination also  show some improvement in  three 

cases, and by a considerable amount in  the case of both of those 

incorporating young females.

But th is  l a t t e r  finding may not seem altogether convincing, for 

on turning to  the actual co effic ien t estim ates very l i t t l e  appears to  

have changed from the case where estim ation was by OLS. Thus the 

co effic ien t values have not changed markedly and the t - s t a t i s t i c s  are 

in  general weaker. One might take some solace in the fa c t th a t th is  

app lies to  the re la tiv e  supply variab les, but th e ir  perverse sign does 

not in sp ire  a great deal of confidence in  the model. Returning to  the 

discussion of the supply in d ica to rs , i t  may, of course, be th a t the 

recorded employed plus unemployed to ta ls  do not adequately measure the 

concept under consideration. But th is  so rt of argument i s  usually 

most strongly advanced in  the case of (married) females, w hilst the 

biggest c u lp r it  i s  in  fa c t the boys to  men equation. ^ 3 )  Concluding 

th a t th is  p a rticu la r hypothesised model i s  unsatisfac to ry  in many 

respects, a tten tio n  i s  turned to  a f a ir ly  straighforward varian t of 

i t .

The brunt of th is  a lte rn a tiv e  argument i s  th a t the tig h tness  of 

the labour market fo r any group may b e tte r  be proxied by the extent of 

unemployment w ithin i t ;  th a t i s  a more "outcome11 o rien ta ted  approach 

than th a t adopted above. I f  wages move in  the re q u is ite  d irec tion  to  

re -e q u ilib ra te  markets then one would expect a function of the general 

form
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Y Awhere U  ̂ i s  the  unemployment ra te  amongst youth group i ,  U  ̂ th a t

amongst adu lt group j  and f  i s  assuned to  have a negative f i r s t

derivative. Such an argument i s  c learly  not without i t s  problems -

s tick ly  wage con tracts, hidden unemployment and hoarded labour among

then -  but i t  has been experimented with in  the  l i te r a tu r e  (M errilees

and Wilson (1979)) and i t  w ill be examined here. More precisely  the

model

w ill be estim ated fo r the four re la tiv e  earnings r a t io s  presently 

under consideration.

The re la tiv e  earnings and tim e-trend measures are  as previously 

defined, but w h ilst the general form of the re la tiv e  unemployment term 

has been discussed above i t s  empirical proxy requires descrip tion . As 

the water sheds fo r the tra n s itio n  frcm g ir l  to  wanan and bpy to  man 

were 18 and 21 repsectively  in the  earnings figu res, the  same 

c r i te r ia  were, as fa r  as possible, used in  the d e fin itio n  of the 

unemployment variab les. For females th is  was straightforw ard as th is  

age c r ite r io n  was used in  the  monthly unemployment s t a t i s t i c s .  Thus, 

the numbers unemployed a t  mid-year divided by the number in  the  

labour force of the re levan t ages, again a t  mid-year, formed the
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basis  of the unemployment ra te  measure. However, fo r  males the 

nearest breakdown of the unemployment fig u res  to  th a t  used in  the 

earnings data was a divide a t  20 years of age (as opposed to  21) in  

the mid-year analysis and th is  was defla ted  by the appropriate labour 

force s t a t i s t i c s  from the mid-year survey. Also, th is  breakdown of 

the absolute unemployment figu res was only availab le  fran  1952 

onwards, meaning th a t the observation period in  the .3 equations 

involving males had to  be 2 years shorter than has previously been the  

case.

The re s u l ts  of estim ating equation (9) by means of OLS fo r each 

of the four earnings re la tiv e s  curren tly  under consideration are 

presented in  Table 4 below. Looking f i r s t  a t  th e ir  overall goodness 

of f i t ,  the immediate impression i s  th a t the boys equations work well 

w h ilst those involving young females do not. In the  case of the

former two, the re la tiv e  unemployment ra te  variab les are both of the 

correct sign although they achieve significance a t  only the 10 per 

cent lev e l, which i s  not a p a rticu la rly  strong finding . The time 

trend, however, i s  very powerful, showing th a t  the  earnings of young 

males were strongly upward trended re la tiv e  to  those of a d u lts  in  the 

data period, fo r reasons which, a t  present, a re  extraneous to  the  

model.

In the  g i r ls  re la tiv e  earnings equations, the unemployment terms 

are considerably le s s  strong and in  th a t making the comparison w ith 

the earnings of adult males the  term is  of the wrong sign. 

Furthermore, the time trend i s  much le s s  strong in  these equations, 

being s ig n if ic an t and positive  in only the g i r ls  to  adu lt females 

equation. This lack  of power of the individual c o effic ien ts  provides
— p

the explanation fo r the unsatisfactory  R fs achieved. But in  a l l  •
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four equations the DW s t a t i s t i c s  are  low, and do not generate 

confidence in  the  OLS assumption of non-seria lly  co rre la ted  e rro rs . 

The equations were, therefore , once again re-estim ated using the f i r s t  

order au tocorrela tive  technique c ited  above.

The re s u l ts  of th is  exercise are presented in  Table 5, and the 

EW s ta t i s t i c s  do increase su ff ic ie n tly  to  exceed the  upper end of the 

uncertainty range w ith 21 observations and 3 regressors a t  the 5% 

leve l (1 .54 ). Nevertheless, the au tocorrela tion  parameter, p , never 

achieves th is  leve l of significance, which suggests th a t more complex 

problems e x is t  than the  technique allows fo r. However, the R fs in  

a l l  four equations now give the impression of models which f i t  the 

data w ell. But the  individual co e ffic ien t estim ates have changed 

l i t t l e  fran  those generated by OLS and what d ifferences occur in  the 

standard e rro rs  do not lead to  the  a lte ra tio n  of previous conclusions. 

Indeed a l l  of the simple models estim ated wouLd appear to  be beset by 

f a ir ly  severe problems of m u ltico llin earity , of which good overa ll f i t  

but individually  poorly determined c o effic ien ts  are usual symptoms. 

In the  l ig h t ,  therefore, of what can a t  best be regarded as modest 

support fo r the simple market hypotheses put forward, seme attem pt 

w ill now be made to  enrich the assumptions in  search of , firm er 

empirical findings.

V I . i i  EXTENDED FRAMEWORK

(a) DISCUSSION AND MDDEL

Clearly the foregoing constructions embody the very sim plest of 

reasoning, and in  consequence f a i l  to  incorporate many of the 

economic, sociological and in s titu tio n a l c h a ra c te r is tic s  of the
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labour market which may impinge upon the determination of re la tiv e  

earnings. This might be ju s t i f ie d  under the Occam*s razor princip le , 

but th is  i s  a conclusion th a t can only be reached a f te r  fu rth er

influences on re la tiv e  earnings, which w ill be followed by a 

s ta t i s t ic a l  examination of th e ir  empirical significance. W hilst there  

are mary avenues along which the enquiry could proceed, th a t 

undertaken new adopts equation (6) as i t s  s ta r tin g  point, on the 

understanding th a t a time trend, t ,  co n stitu tes  the residual element 

of the vector Ẑ . or, a lte rn a tiv e ly  sta ted ,

Referring back to  section I I I ,  the f i r s t  point which needs to  be 

made i s  th a t  the r a t io  to  be explained i s  an earnings, ra ther than a 

fixed time ra te , quotien t. I t  would appear th a t most manual 

employments, which i t  w ill be remembered are  here the true  object of 

analysis, afford  premiun payments fo r  hours worked beyond what i s  

accepted as some nominal ’’standard week”. This generates, in  simple 

text-book terms, a non lin e a r  choice constra in t fo r the worker and 

means th a t hours worked can a ffe c t average hourly earnings s t a t i s t i c s .  

I t  i s  also obvious, and t r iv ia l  to  prove, th a t the r e la tiv e  average 

hourly earnings of two groups of worker, i  and j ,  w ill be positive ly  

re la ted  to  th e ir  re la tiv e  hours of work i f  a t  l e a s t  i  works 

overtime hours which are rewarded a t  a premiun ra te . Thus l e t  Ê  and 

E- represent th e ir  re la tiv e  hourly earnings then%J

investigation . A discussion therefo re  ensues of other possible

(6a)



(10b) E, w °H w,°(1+p)(H,-fl)
= y =   + _z________

HJ HJ

Here H i s  the  (assumed common) standard work-week, p the  common 

overtime premium, w.° and w.° the ordinary time ra te s  fo r  i  and j  and
J

and Hj th e ir  to ta l hourly weeks of work. Then, frcm (10a), i f  no 

overtime i s  worked,

dy
= 0

and average hourly earnings do not respond to  hours of work. 

However, i f  premiun rewarded hours are  worked then (10b) y ie ld s :
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= w^pH

J

as 0< 2  < 1 by assunption.

hj

Ih is  then presents the case fo r including re la tiv e  hours of work 

in  the re la tiv e  earnings equation. W hilst the hours of work of any 

individual group may track  the cycle, and hence be adequately captured 

by the output term in  (6 ), i t  i s  not c lear th a t the r a t io  of two 

groups* hours w ill necessarily  do the  same, thereby fu rther 

strengthening the argument. But i t  must be adn itted  th a t there  i s  

here a po ten tial problem of simultaneous equation bias, for standard 

theory also  has hours supplied as a function of the wage ra te  which 

i t s e l f  i s  an important determinant of earnings. S tr ic tly  speaking, 

the consequences of th is  are biased and inconsis ten t parameter 

estim ates, although, as discussed more fuLly in  the  context of 

unemployment and earnings in  Chapter 6, the p rac tica l consequence of 

th is  a re  often  not s e v e r e . N e v e r t h e l e s s  the  caveat remains.

More or le s s  im piicity , the assunption has so fa r  been made th a t 

the  labour under discussion i s  homogeneous. This, of course, i s  

u n re a lis tic  and one expects more productive, or higher q u a lity , labour 

to  earn more than le s s  (economically) productive. Numerous 

theo re tica l tra d itio n s  examine th is  issue  in  seme considerable d e ta il , 

of which the most fam ilia r i s  probably the work on human c ap ita l. 

Here, however, seme very simple reasoning, in  the s p i r i t  of the job 

competition models th a t have recently  been proposed, w ill be examined.

-j
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Perhaps the  most notable early exponent of th is  school was

Thurow (1979)> although i t  has a lso  found a f a i r  degree of support in

more mainstream quarters. Thus Nickell argued, when discussing the

standard job search model, th a t:

"Im plicit in  th is  model i s  the  assunption th a t  i f  an 
individual v i s i t s  a firm  he w ill be offered a job a t  sane 
wage, presumably re la ted  to  the firm fs assessment of h is  
current and fu tu re  marginal product were he to  work there . 
In practice, however, we know th a t indiv iduals v i s i t  firm s 
and simply receive no job o ffer of ary descrip tion . In the 
l ig h t  of th is  i t  behoves us to  ask why a firm, ra th e r than 
o ffer an individual h is  marginal product, w ill simply not 
o ffe r him a job a t  a l l .  The reason follows from a complex 
se t of circumstances. Equity, customer, in te rn a l labor
(s ic )  markets, union bargaining agreements, legal 
constra in ts , morale fac to rs  and d i f f ic u l t ie s  in  measuring 
individual productivity a l l  combine to  assoc ia te  a 
p a rticu la r wage w ith a p a rticu la r  job in  ary firm . So, a t  
any point in  time, given these fac to rs , technology and the  
s ta te  of demand, the number of job  s lo ts  and th e ir  
associated wages are  la rg e ly  predetermined. This has two 
important short run consequences. F irs t , wages are 
associated with jobs ra th e r than applicants. Second, the 
wage leve l and number of job s lo ts  tend to  be independent of 
the number of applicants. This impLies th a t  i f  an 
individual a rriv e s  a t  a firm  and there  are no job  s lo ts
availab le  with a wage which i s  low enough to  be covered by 
h is  productivity , he w ill be turned away".
(Nickell (1979a) p. 1250, i t a l i c s  in  o rig inal)

Sim ilarly, P issarides (1976), although in  a s lig h tly  d iffe ren t

context, a lso  sees employees as ra tio n a lly  having th e  option of

pursuing a fix-wage policy in  h is  model of labour market adjustment.

One of the main th ru s ts  of th is  l in e  of reasoning i s  th a t  a 

worker1s (perceived) personal c h a ra c te ris tic s  determine h is , or her, 

e l ig ib i l i ty  for jobs in  the  employment hierarchy. TWo of the most 

obvious, and frequently invoked, personal c h a ra c te r is tic s  a re  age and 

educational q u a lif ic a tio n s .^ 5 )  ^ary pay scales are  age re la te d  up to  

adulthood w h ilst many jobs also have e l ig ib i l i ty  c r i te r ia  based on 

educational q u a lif ic a tio n s . As a m anifestation of the f i r s t
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phenomenon, the evidence has ju s t  been presented fo r ROSLA having 

been the  cause of a ra th e r large  junp in  young peoples1 re la tiv e  pay.

A very simple, but not to ta l ly  vacuous, model can be invoked to  

demonstrate th a t age and education composition e ffe c ts  could in  a f ix -  

wage world, be responsible fo r changes in  the earnings of young people 

re la tiv e  to  those of adu lts. Assume a sing le  output Q i s  produced 

so lely  by labour input L, and in  the aggregate

(11) Q = f  (L)

The labour variab le  i s  re a lly , however, a composite of job, ra the r 

than worker, types each with an associated productiv ity . Thus, l e t  

there be (n + 1) job types, L, to  Ln+1 where Ln+1 jobs are  f i l l e d

soley by adu lts  and by the to  LR jobs a re  f i l l e d  by youths

according to  th e ir  age and educational q u a lif ic a tio n s  -  these being 

assumed to  be the  only c h a ra c te r is tic s  ava ilab le  to  employers by which 

they can screen applican ts.

The jobs, or tasks, are  h ie ra rch ica l, in  the  sense th a t the 

productivity  of job i  i s  le s s  than th a t of job ( i  + 1). Furthermore, 

i t  i s  assumed th a t  the aggregate labour index i s  a simple l in e a r  

function of the jobs id e n tif ie d  in  the hierarchy. That i s

(12) L = L.j + (1 + X2) ^2 "** •••••  ■** + ^

and

0 = A 1 < X2 < Ag < . . . . .  < Xn+1

and workers are paid the marginal product of the jobs in  which they
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w o r k . ^ 6 )  Snplcyers are  assumed to  advertise  vacancies when th e ir

to ta l  labour stock i s  le s s  than necessary to  produce th e ir  desired

output. Subsequent app lican ts fo r the  job (s) are  interviewed on a

f i r s t  come, f i r s t  served basis and are  appointed to  a job type i
(37)according to  th e ir  c h a ra c te r is tic s . ' '

In these circumstances, age and educational q u a lif ic a tio n  

changes w ill have e ffe c ts  on the re la tiv e  earnings of youths to  

adu lts , defined as

(13) wlH  + w2^2 + ............. . . . . +  wnLfi

«Y ly

m-1n+1

Ln+1

where:
Yw = average youth earnings

wA = average (fixed) adu lt earnings

n
Ly = z, l ± = to ta l  youths employed

i= l

= to ta l  aduiLts employed,

without there  having been any change in  job r e l a t iv i t i e s  . As a 

sp ec ific  example of th is  consider a world in  which there  are  th ree  

jun io r labour grades, one senior grade and there  i s  no excess supply



of workers. For concreteness l e t  the three non-aduLt grades (Lj, I^ , 

L^) be f i l l e d  by young people aged 15, 16 and 17 years respectively  

w ith ŵ  = 1, w2 = 2, Wg = 3. Let there  fu rth er be a "steady-sta te" 

population w ith 20 u n its  a t  each age and the  adu lt wage be w^ = 4. 

Then the youth to  adu lt wage r e la t iv i ty  i s

3
Z 4

A   izl

la

( 1) ( 20) + ( 2) (20) + ( 3) ( 20) 

60

= 0 .5 (38)

Let ROSLA remove the 15 year olds fran  the market then, a t  the  f i r s t  

enuneration following th is



= (2)(20) + (3)(20)
40
4

= 5/8

But th is  i s  an exceptional year. All e lse  equal, the following years 

should see fo rty  16 year olds in  work and twenty 17 year olds, giving 

a new steady -sta te  age d if fe re n tia l  of

wY (2)(40) + (3) (20)

wA 3
i  4  

i =1

4

= 7 /1 2

This then provides one, sim plified , example of how compositional 

changes could cause a positive  movement in  the youth earnings 

d if fe re n tia l  which i s  consisten t with th e ir  f u l l  employment. But note 

how th is  re s u lt  has depended c ru c ia lly  on there not being excess 

supply of any grade of labour, even in  the hypothesised f ix -p ric e  

w orld.(39)

This suggests th a t variab les such as age and educational 

attainm ent might be valid  arguments in  a model designed to  explain 

re la tiv e  earnings movements. Unfortunately, however, educational 

attainm ent s t a t i s t i c s  are not availab le  on a usable basis fo r most of 

the data period. But, to  the extent th a t the average age of youths in  

the labour market r e f le c ts  la te r  school-leaving, and th is  corresponds
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to  higher attainm ent, then the age variab le  should be tracking both 

influences. In i t s  annual labour force count the DE used to  produce 

estim ates of the nunber in  each u n it age a t  the time of each (mid­

year) enumeration. On the  assunption th a t  each youth i s  aged

exactly a t  the mid-year point th is  enables the average age of youths

in  the  market to  be calculated , where youth i s  as defined by the
( 4 1 )October earnings f ig u res . '  For young males under 21 th is  increased 

fran  17.99 to  18.50 years, w hilst fo r females le s s  than 18 the 

increase was more modest, from 16.64 to  16.79. Ihese average age 

fig u res may be expected to  be positive ly  co rre la ted  w ith the earnings 

re la tiv e s .

To sane extent these f ix  wage models take th e ir  lead  frcm the

work of those who argue th a t  wage se ttin g  i s  to  a la rge  degree an

in s titu tio n a lis e d  phenomenon. Early w rite rs  in  th is  tra d itio n  include

Ross (1948) and Wootton (1955) but they quickly found support in

ce rta in  sections of the more conventional economics profession.

Hicks, fo r  instance, wrote th a t;

!,I t  has never been the  general ru le  th a t w age-rates have 
been determined simply and solely  by supply and demand. 
Even on pure grounds of effic iency , i t  i s  desirab le  th a t 
the wage which i s  offered should be acceptable, acceptable 
both to  the  worker him self and those with whom he i s  to  
work”.
(Hicks (1955)) p .390)

and he went on to  suggest th a t:

"We get a b e tte r  clue to  actual behaviour i f  we th ink  of 
wages as being determined by an in terp lay  between social 
and economic fac to rs , instead of being based on economic 
fac to rs  -  and crude economic fac to rs  a t  th a t -  alone”. 
(Hicks (1955) p .394)

To some extent the tra d itio n a l apprenticeship mode of employment

and tra in in g  could be seen as an in s ti tu tio n  designed to  p ro tec t pay

d if fe re n tia ls  -  although i t  can equally be afforded more economic

ju s t if ic a t io n s .



To attem pt to  discrim inate between the various ra tio n a le  fo r

d iffe ren t tra in in g  modes and the outcomes they generate i s  a major

task  and i t  i s  not attempted here. Rather, a tten tio n  w ill be focussed

on some fa i r ly  general propositions about the  apprenticeship system in

Great B rita in  and i t s  e ffe c t on the re la tiv e  earnings of young people.

In the  f i r s t  instance th is  w ill  concentrate once again on hew

compositional changes could a ffe c t earnings re la tiv e s  without there

necessarily  having been ary change in  the  ra te s  of pay for d iffe re n t

jobs. Thus, consider a labour market comprising two secto rs, S and T.

Within the  former, the apprenticeship sector, there  a re  two types of

job, 0 and 1, with unique p roductiv ities , and therefo re  wages,
s sattached to  than (Wq and ŵ  ) .  In the  second sector, T, there  i s

Tonly one type of job with attached wage, w . Young people, i t  i s  

assumed, are  only e lig ib le  fo r type 0 jobs (apprenticeships) in S, and 

can en ter the so le  employment in  T. Adults, on the other hand, can 

e ith e r  take type 1 jobs in  S ( i f  q u a lified ) or the  sole job type in  T. 

Further assume th a t

then the aggregate average wage of youths re la tiv e  to  ad u lts  i s  given
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(14) S S T T
f l y  Wq  +  H y ^ f

w,y

w

where nA and nY re fe r  to  ad u lts  and youths employed respec tive ly . A 

c e te r is  paribus s h if t  of youths from secto rs S to  sector T w ill then 

c learly  increase th e ir  re la tiv e  earnings using arithm etic  analagous to

Obviously the above example i s  oversim plified but i t  does serve 

to  i l lu s t r a te  the kind of tendencies invoked in  wage r e l a t i v i t i e s  i f  

youths move from sectors with s t r i c t  age re la te d  pay to  o thers where 

th is  i s  not the case. Such link ing  of young peoples' wages to  age can 

be argued to  be closely linked to  the  formal apprenticeship mode of
(H?)

tra in in g . With the changing nature of in d u s try 's  labour

requirements frcm tra d itio n a l sk ille d  manual trades th e  need fo r

apprentices, in  the h is to r ic  sense, may well have declined. To the

extent th a t  a lte rn a tiv e  types of employment have wage payments le s s

rig id ly  linked to  a 5 year tra in in g  programme th is  may have served to

bring dcwn the  average age a t  which adu lt ra te s  of pay a re  received,
(44)and consequently increased aggregate r e la tiv e  youth earnings. 

There a re  several ways in  which th is  e ffe c t may be ra tio n a lise d . On 

the one hand, more e ff ic ie n t, and thereby shorter, tra in in g  methods 

may be substitu ted  fo r the old system. On the  other hand, many of the

(lip)
th a t u t i l is e d  in  the proceeding example. 7
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s k i l l s  fo r  which employees were tra d itio n a lly  apprenticed were very 

"mobile”, and the  tra in in g  fo r them could be classed as "general", in 

the Becker (1964) sense. In the hunan cap ita l scenario workers 

undergoing such tra in in g  a re  required to  finance a good proportion of 

i t  themselves, in  the form of reduced curren t wages. I f  a lte rn a tiv e , 

newer employments and tra in in g  a re  more firm -sp ec ific  then one might 

expect th is  to  be re fle c ted  in  higher average wage payments to  young
(  IIK*)

workers? JJ

The upshot of these arguments i s  th a t  re la tiv e  youth wages w ill 

be negatively re la te d  to  the proportion of youngsters undertaking 

apprenticeship tra in in g . Under the old NI card system, the  DE was 

able to  publish s t a t i s t i c s  on the f i r s t  employment d estin a tio n s of 

school-leavers. This information was availab le , in te r  a l ia ,  by

industry and by broad occupational c a t e g o r y . T h e  nunber entering  

apprenticeships i s  c learly  not the  same thing as the  nunber actually  

so employed. However, in general, fu rth e r  information i s  not 

ava ilab le  and, as in  Lindley (1975), the  nunber of en tran ts  w ill  be 

taken to  proxy the nunber engaged. 1'  One defence of th is  procedure 

i s  th a t  indentured apprentices a re  not normally viewed as  easily  

f ire d . Nevertheless, the caveat remains.

The DE fig u res do not allow any d e ta iled  breakdown of the  type 

of apprenticeship undertaken, d iffe ren tia te d , fo r example, by years of 

planned tra in in g . I t  might be f e l t ,  however, th a t  those in  th e

tra d itio n a l manufacturing in d u strie s  correspond most closely to  the

formal five  year mode. For th is  reason, the  proportion of job

en tran ts  en tering  apprenticeships in  to ta l  and those so doing in 

manufacturing w ill be used as a lte rn a tiv e  measures of the  hypothesised
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influence. Over the period 1950-1972 the proportion of male f i r s t  

time job en tran ts  who went in to  apprenticeships in  a l l  industries 

actually  increased from 33.8 to  38.7 per cent. However, the

proportion entering  them in manufacturing declined frcm 20.2  to  12.5

per cent.^2*^ The percentage of g i r l s  entering apprenticeships 

remained more or le s s  s ta t ic  over the whole period, fa l l in g  only frcm 

8.0 to  7 .9  per cent. The proportion entering  apprenticeships in  

manufacturing, however, f e l l  frcm 4.9 to  le s s  than one-half of one per 

cent of a l l  female school-leavers labour force en tran ts  in  1972.

Any discussion of tra in in g  in  th is  period and i t s  possible 

impact on re la tiv e  earnings would be inccmplete i f  no reference was 

made to  a piece of le g is la tio n  which held out the  premise of qu ite  

rad ical change. This was the In d u stria l Training Act,(ITA) of 1964. 

I t  introduced the  In d u stria l Training Board network w ith i t s

levy /gran t powers designed to  increase the amount of tra in in g  in 

industry, improve i t s  quality  and re d is tr ib u te  the costs of tra in in g  

more equitably between firm s. W hilst the scheme was not universally  

acclaimed to  be successful, and indeed was modified in  1974, Woodhall 

(1974) concluded th a t the Act had served to  a t  le a s t  increase the 

volune of tra in in g  over i t s  life tim e . Woodhall!s survey of the

l i te r a tu r e  and the evidence there in  revealed no concensus regarding 

the success of the  measure in  achieving i t s  two remaining aims. 

However, the p o ss ib ility  th a t i t s  provisions, p a rticu la rly  those 

regarding qua lity , served to  increase the productivity of apprentices 

and thereby increase th e ir  re la tiv e  wages cannot be ignored.

Focussing solely  on these quality  provisions, i f  one makes the., 

strong assumption th a t the jobs fo r which ind iv iduals were receiving



tra in in g  required a fixed  vector of s k i l ls ,  the marginal product of 

each element of which was zero once the minimum perm issible leve l had 

been achieved, then improved, costr-effective, tra in in g  wouLd seem to  

imply shorter tra in in g . This seems to  be what happened with the 

tra d itio n a l 5 year schemes being replaced by 4, and even 3 year 

periods of apprenticeship. Assuming fu rth er th a t employers 

reorganised the work schedules of th e ir  tra in ees  to  make fu l le r  use of 

th e ir  more quickly acquired s k i l ls ,  and increased th e i r  ra te s  of pay 

in  accordance, then one might expect th a t the ITA would increase the 

earnings of youths to  ad u lts  in  affected  in d u strie s . Perusal of the 

Department of Employment* s Time Rates of Wages and Hours of Work 

publications does indeed suggest th a t  the journeyman -  apprentice 

d if fe re n tia l f e l l  over the period in  mary cases and therefore  i t  seems 

appropriate to  consider whether the casually in ferred  re la tio n sh ip  

between th is  and the ITA i s  borne out s t a t i s t ic a l ly .  But the severity  

of the assumption th a t the productivity of adu lt jobs, and hence th e ir  

wages, were unaffected by the ac t should be reca lled . I f  in  f a c t  

b e tte r  tra ined  youths led  to  a more productive adu lt labour force then 

the long-run impact of the le g is la t io n  i s  a p rio ri unclear. Caveats 

aside, the p rac tica l problem i s  to  control fo r the ITA and th is  w ill 

be discussed in  the empirical section  which now follows.

(b) ESTIMATION

The case has been made above fo r the extension of the very 

simple model of re la tiv e  earnings derived in  Section VI. i  But even 

though the discussion was q u ite  wide ranging, the  claim cannot be made 

th a t i t  was exhaustive. In p a rticu la r, i t  probably e rrs  in  la rg e ly
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ignoring developments which might have brought about changes in  adu lt 

earnings. Nevertheless, those influences which were considered m erit 

s t a t i s t i c a l  investigation  as a f i r s t  step towards a po ten tia lly  

g rea ter understanding of the determinants of the earnings of young 

people re la tiv e  to  those of adu lts . To recap itu la te , i t  has been 

hypothesised th a t  these r e la t iv i t i e s  w ill  be determined by a function 

of the form

(15) wY. Ly . Hy .
_ i  - w.j(Q, _ i ,  A3Ei , APPV   i ,  ITA, t)

wA. LA, HA,
J J vJ

with expectations on the f i r s t  derivatives

Wijk > 0 (k = 1, 3, 5, 6 )

wijk < 0 (k = 2 , 4)

Wijk >
<

0 (k = 7)

Here

 ^  Qf __ 2

A Aw . L • and t  a re  as previously de ta iled , jfiGE. i s  the
J J ^

average age of youths in group i  in  the labour force, APPj. i s  the

proportion of them entering apprenticeships as th e ir  f i r s t  employment, 
Y AH ./H . i s  the average hours of work re la tiv e  between youth group iJ

and adu lt group j  and ITA i s  seme control for the in d u stria l tra in in g  

a c t . (lt9)

Recalling th a t two a lte rn a tiv e  measures of the apprenticeship  

variab le  have been proposed th is  l e f t  a core of eight equations to  

estim ate. But the problem remains of how to  capture the po ten tia l



influence of the ITA. Unfortunately, th is  i s  an exercise in  

a r t i f i c i a l  variab les and to  undertake anything other than simple 

experimentation, with no fu rth e r information, amounts v ir tu a lly  to  

accepting th e  hypothesis th a t  the act did have seme e ffe c t, and then 

choosing the most well determined se rie s  of (almost) a rb itra ry  numbers 

and arguing th a t  th e ir  pa ttern  re f le c ts  the  operation of the 

le g is la tio n . In recognition of th is  d iff ic u lty  ju s t  two v a rian ts  

were investigated . The f i r s t  i s  a trad itio n a l binary dunny variable , 

D1, with the d iscontinuity  occuring in  1964. Such a measure, however, 

assumes th a t  the ac t had immediate, once-cver, e ffe c ts . W hilst a good 

proportion of the evidence produced by Woodhall (1974) does, in  fa c t, 

suggest th a t  i t s  major impacts were f e l t  in  the  short>run, although 

not immediately, the arguments were not presented as conclusive. 

Therefore, the a lte rn a tiv e  spec ifica tion  explored assumed th a t  the ITA 

had a gradual impact. This was done by the inclusion  of a second 

tim e-trend, D2, but one which had a zero gradient p rio r to  1964. 

However, the im plication th a t the a c t had a constant marginal impact 

on the  earnings ra t io s  in  each year following i t s  passage might seem 

to  seme as unreasonable as the simple dumny variab le  form ualtion.

As th ere  was some ind ication  of au tocorrelation  when the  models 

were estimated by OLS, i t  was decided to  use the Beach and MacKinnon 

autoregressive procedure c ited  e a r l ie r .  However, the problem of 

m uL ticeilinearity  was a lso  apparent. This i s  a ccmmon m alaise in  

tim e-series exercises and i t  i s  in  general fa ir ly  in trac tab le . When 

i t  occurs, individual co effic ien ts  are uns-fcxb l^ . ancl standard 

e rro rs  a re  in fla te d  -  although the overall performance of the 

model i s  unaffected and can be used fo r  fo recasting  purposes. One 

p o ss ib ility  i s  to  s ta r t  removing variab les to  cope with the problem.



112

But usually th is  introduces sp ec ifica tio n  e rro r and the emitted 

influences then remain to  be captured by the erro r term which, in  

consequence, becomes non-randcm and hence v io la te s  a maintained 

hypothesis of the estim ating technique. However, here i t  might be 

regarded as defensible to  drop the catch a ll  time trend as the 

included tang ib le  influences capture most of the variance in  the  

dependent variab le . This certa in ly  improved the remaining t> 

s t a t i s t i e s  and these are  the resuLts reported. But there  i s  no

sa tis fac to ry  way of dealing with ary fu rth er such problems which
• (50)remain. J 7

However, there  remains a core of 16 equations to  repo rt before 

ary lag s  in  the posited re la tio n sh ip s  are  even considered. For 

presentational purposes, therefore, seme fu rth er se le c tiv ity  i s  

required. In general, sp ec ifica tio n s  in  curren t magnitudes could not 

be bettered  by any of the, adnitted ly  fa ir ly  crude, lagged 

form ulations attempted. A ttention i s  thus re s tr ic te d  to  the former. 

Further, in  the  case of young males, the equations incorporating the  

simple dumny form ulation fo r the ITA perform b e tte r  than those using 

the  a lte rn a tiv e  specifica tion , and so these are  the ones presented in  

Table 6 . But such a d e a r  pa ttern  did not emerge in  the young 

females* equations. In those using adu lt males as the comparator i t  

was easie r to  d iffe re n tia te  between the a lte rn a tiv e  d e fin itio n s  of the 

apprenticeship variab le , with th a t using the  to ta l measure being 

b e tte r  than th a t covering only the manufacturing sector and these are 

therefo re  the reported re su lts . However, when the comparator group 

was adu lt females, the manufacturing variab le  produced d ig h tly  b e tte r  

t - s t a t i s t i c s ,  although with l i t t l e  other d ifference, and the  equations 

using th is  measure are tabulated.
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Turning f i r s t  to  the boys to  adu lt males earnings re la tiv e  one

can see th a t there  remains strong s ta t i s t i c a l  support fo r the

hypothesis th a t i t  behaves p ro -c y d ic d ly . But the other o rig inal

regressor, re la tiv e  supply, remains perversely signed and achieves

significance in  the sp e c if ic ia tio n  using en tran ts  in to  manufacturing

apprenticeships. Note a lso  th a t  whichever apprenticeship measure i s

used both are signed counter to  p rio r expecations and s ig n ifican t.

W hilst no d e a r  expectation emerged about the  e fec ts  of the passage of

the ITA, thq current data suggests th a t the a c t tended to  reduce the

earnings of young r d a t iv e  to  older men. W hilst the  c o e ff ic ien ts  are

not qu ite  s ig n ifican t a t  conventional t e s t  le v d s ,  thqy cane

su ffic ie n tly  d o se  to  achieving th is  to  generate the suspicion th a t

the ITA, or seme sim ilarly  timed occurrence, did operate to  widen the 
( 51)d if fe re n tia l .  1 There a lso  appears to  be q u ite  d e a r  evidence th a t 

the r d a t iv e  earnings of male youths to  aduLt men responds positive ly  

to  the  average age of the former in  the  labour market. Equally, the 

r d a t iv e  hours variab le  was as per expectation, being both positive  

and s ig n ifican t.

Turning to  the  equations attem pting to  explain the  earnings of 

male youths r d a t iv e  to  aduLt fem des an dm ost id e n tic d  p ictu re  

emerges. Thus, w hilst, as one would expect, there  are  d ifferences in  

the size of most co e ffic ien ts  the sign pattern  remains unchanged. In 

terms of significance le v d s ,  the principal devdopments a re  th a t now 

the dunny attem pting to  capture the operation of the ITA i s  

s ig n ifican t, w hilst the r d a t iv e  supply measure i s  never so. This 

l a t t e r  finding  i s  more favourable to  the standard th eo re tica l 

reasoning presented e a r l ie r ,  d though the t - s t a t i s t i e s  remain 

uncomfortably la rge . But one cannot even say th is  much about the
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apprenticeship variab les, both o f which run sig n ifican tly  counter to  

p rio r expectation.

The equations attem pting to  model the re la tiv e  earnings of young 

females do not perform as well as those fo r  young men. Thus f i r s t ly ,  

w hilst th e ir  earnings r d a t iv e  to  d d e r  women do appear to  move pro- 

c y d ic a lly , the opposite seems to  be the case when adu lt males are the 

comparative group. I t  might be possible to  ra tio n a lise  the l a t t e r  

finding by arguing dong  the l in e s  th a t the jobs of the l e a s t  

productive, and lower paid, g i r l s  disappear in  recessions more rapidly 

than those of adu lt m des, w ith wages remaining sticky . But th is  

seems d ig h tiy  contrived given i t  i s  the  only case in  which the 

co effic ien t on output i s  negative. Once again the r d a t iv e  supply 

v a riab le s  a re  perversely signed in  a l l  instances, but never 

s ig n ifican tly  so. Looking a t  the newly added variab les, those 

proxying the  proportion of g i r l s  in  apprenticeships are  inco rrec tly  

signed, as in  the case of young m des, dthough only s ig n ifican tly  so 

in  the  f i n d  equation. Also, as in  the  boys case, the bulk of the 

evidence suggests th a t the HA negatively depressed the r d a t iv e  

earnings of young fem des, but one can only invoke so lid  s ta t i s t i c a l  

evidence to  support th is  condusion when ad u lt fem des are the 

comparator group and the  dunmy/time-trend i s  used to  capture the  ac t. 

Ihe age variab le  i s  dways correctly  signed, and s ig n if ic an t when D2 

i s  used ra th e r than D1, and promotes confidence in  a generd  

condusion about th is  influence given the re s u l ts  obtained fo r  young 

m des. Lastly, however, r d a t iv e  hours are  inco rrec tly  signed on 

three occasions w ith f a ir ly  high, but not s ig n ifican t, t - s t a t i s t i c s  in  

two of them. Ib is  would appear to  be a p a rticu la rly
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d i f f ic u l t  finding to  ra tio n a lise , save fo r the fa c t th a t the data i s  

highly aggregative.

Given the overall goodness of f i t  of the equations, as signalled  
- 2by the R fs, the seeming lack  of residual au tocorrelation  problems, 

as evidenced by the EW s ta t i s t i c s ,  and c e rta in  re g u la r it ie s  across the 

models fo r  males and females, i t  i s  reasonable to  venture some general 

conclusions about the  analysis. As possible ra tio n a lisa tio n s  of the 

behaviour of the re la tiv e  supply variab les were put forward e a r l ie r  i t  

can ju s t  here be noted th a t  they were consisten tly  perversely signed. 

But, with the exception of g ir ls  compared to  men, the re la tiv e  

earnings of young people seem to  be sen sitiv e  to  the cycle in  the  

hypothesised manner. I t  i s ,  therefore , perhaps tempting to  surmise 

th a t the present problems they face should to  seme extent be se lf -  

righ ting , unless the struc tu re  of the market has changed beyond the 

estim ation period. But even i f  market clearing  tendencies are  

estab lished , i t  cannot, with the availab le  information, be estim ated 

hew long th is  process would take to  evolve unaided. There i s  a lso  

strong evidence to  suggest th a t the re la tiv e  earnings of young people 

are  positively  associated with the average age of those of them who 

are in  the labour market. I f  age simply re f le c ts  productivity  then 

th is  might be seen as an equilibrium  phenomenon; but i f  i t  rep resen ts 

a face t of a pay s tru c tu re  which m aintains a r t i f i c i a l  d if fe re n tia ls , 

then a c e te r is  paribus older youth labour force may be expected to  

face increased employment problems.

The re s u lts  ind icate  th a t the proportion of young people 

en tering  apprenticeships as th e ir  f i r s t  job destina tion , included to  

proxy the proportion of the stock of youth so engaged, i s  a positive
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influence on th e ir  re la tiv e  earnings. Prior expectations were not, 

therefore , confirmed with the current data se t. One possible 

explanation i s  th a t the chosen measure does not in  fa c t  adequately 

re f le c t  the stock of apprentices. A second i s  qu ite  simply th a t the 

maintained hypothesis i s  inco rrec t. That i s ,  i t  i s  not true  th a t the 

average earnings of those engaged in  apprenticeship tra in in g  are 

lower than those of other young workers. Unfortunately, i t  i s  not 

possible, with the availab le  data, to  answer th is  question d irec tly . 

Maintaining the tra in in g  theme, the bulk of the evidence suggests th a t 

the  ITA actually  served to  depress the  re la tiv e  earnings of young 

workers. Taken a t  face value the inference i s  th a t the a c t had a 

la rg e r impact on the quality  of older workers than i t  did on th a t  of 

youth labour. But one might note th a t s ta t i s t ic a l ly  the strongest 

re s u lts  occurred in  the  equations modelling youth earnings re la tiv e  to  

those of aduLt females. The variab les attem pting to  capture the 

e ffe c ts  of the ITA might conceivably therefore  be picking up the 

operation of the Equal Pay Act of 1970. Such an in te rp re ta tio n  i s  the 

more p lausib le  the more employers an tic ipa ted  the  le g is la t io n  and the 

le s s  young, as opposed to  older, females benefited from such pre­

emptive action. However, the  p o ss ib ility  of m ultiple ra tio n a lisa tio n s  

i s  a common, adverse fea tu re  of dummy variab les and any conclusions 

regarding the  ITA's impact on earnings should probably be guarded.

Finally , i t  remains to  comment on the re la tiv e  hours of work 

variab les. In the  young males' equations these work as per 

expectation; but th ree-quarters of those in  the females' equations are  

negative, a lb e it  not s ig n ifican tly  so. These l a t t e r  findings are
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cou n te r-in tu itiv e  and suggest th a t compositional changes may have 

been taking place which the model does not take account of. 

A lternatively , thqy may be of a m anifestation of the simultaneous 

equation b ias which may be a ffec tin g  the re su lts , as noted e a r l ie r .

V II. CONCLUSION

Simple economic theo rising  suggests th a t  the wages of young 

people w ill play a v i ta l  ro le  in  determining th e ir  fortunes w ithin the 

labour market. As a re s u lt  of th is  much energy has been expounded 

arguing th a t the root cause of th e ir  current unemployment problem i s  

th a t th e ir  wages are  "too high". A b r ie f  glance a t  the  data which i s  

normally used to  support th is  claim, the October Earnings and Hours 

Inquiry figures, does reveal th a t, re la tiv e  to  adu lts, th e ir  pay did 

increase in  the early  to  mid 1970's. But th is  does not co n stitu te  a 

proof th a t they thereby became excessive.

In the f i r s t  place, very l i t t l e  a tten tio n  i s  normally paid to  

the problems th a t  e x is t when the  October data i s  used fo r deduction or 

analysis. A section of th is  chapter attempted to  present a coherent 

l i s t in g  of these d i f f ic u l t ie s  and these proved formidable enough to  

suggest th a t one should not unreservedly accept conclusions based 

so lely  on th is  source of information. But, notwithstanding the  doubts 

ra ised , th is  data does provide a useful time se rie s  summary of the 

behaviour of one measure of young peoples' pay. Inspection of i t  

reveals th a t the 1970' s  did not co n stitu te  the only period in  which 

movements occurred in  th e ir  nominal earnings re la tiv e  to  those of 

ad u lts . A much neglected exercise in  the l i te ra tu re  on the youth 

labour market i s  c r i t ic a l  appraisal of why such movements occur.
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An attem pt a t  such an exercise therefore constitu ted  a 

s ig n if ic an t portion of the work of the chapter. This proceeded in  two 

stages. F irs tly , the reasons which have been suggested fo r the r is e  

in  youth earnings were re-examined. Those re fe rrin g  to  the  e ffe c ts  

of ROSLA, pay r e s t ra in t  and the sex discrim ination le g is la t io n  would 

appear to  stand up to  scrutiny, although disentangling th e i r  separate 

e ffe c ts  would pose d if f ic u l t  problems. But i t  i s  not necessarily  true  

th a t the movements in  nominal earnings which thqy might have brought 

about were harmfuL to  young workers. Thus age and productivity  may be 

positive ly  re la ted  and the  e ffec t of ROSLA on earnings may simply be a 

m anifestation of th is . Furthermore, the impact of pay policy and the 

sex discrim ination a c ts  on nominal earnings may, to  some extent, have 

been confounded by movements in  other elements of the " re a l11 cost of 

labour.

The second strand of the  attempt to  explain movements in  the  

re la tiv e  earnings, of young people was a s ta t i s t i c a l  exercise using 

data fo r the period 1950-1972. From th is  i t  would appear th a t th e ir  

re la tiv e  pay i s  cyc lica lly  sensitive . To seme th is  would suggest th a t 

the market fo r youths has a se lf-c lea rin g  tendency : although dual 

labour th e o r is ts  and rad ical economists see no lo g ica l connection 

between unemployment and wage movements (e .g . Pi ore (1979)). In 

support of th is  l a t t e r  v ia /  one can c ite  the finding th a t there  i s  no 

evidence th a t re la tiv e  labour supply a ffe c ts  re la tiv e  pay. But th is  

does not complete the p icture. S ta t is t ic a l  support was a lso  found fo r  

the  existence of a positive  re la tio n  between re la tiv e  earnings and 

both re la tiv e  hours of work and the average age of young workers. 

Neither of these need lo g ica lly  be a cause fo r concern and should urge



caution in  rash in te rp re ta tio n s  of movements in  the October se rie s . 

But whether the s tru c tu re  of the market has remained s ta b le  beyond the 

estim ation period i s  a question th a t remains unanswered. For now 

a tten tio n  re tu rn s to  the  issue of whether the earnings of young people 

appear to  have influenced th e ir  labour market success, beginning with 

th e ir  employment.
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(1) There i s  no overlapping data a t  1970 to  allow of a crude 
"correction  fac to r"  calcu lation .

(2) No contrast to  the October f ig u res  a r is e s  frcm an examination 
of those fo r April in  e a r l ie r  years.

(3) But see below fo r d e fin itio n a l changes.

(4) In con trast to  youths, however, the same source a lso  suggests 
th a t part-tim e female workers do not receive tra in in g .

(5) The issue of (female) part-tim e working co n s titu te s  an area
of study in  i t s  own r ig h t, although one which has only
recently  begun to  receive serious a tten tio n . For d iffe re n t
approaches to  the phenomena see Bosworth and Dawkins (1981 a ) ,
Robinson and Wallace (1984) and Disney and Szyszczak (1984).

( 6) Unless otherwise sta ted  part-tim e workers are taken to  be
those working le s s  than 30 hours per week.

(7) The c la ss ic  reference on labour cost am ortisation ("periodic 
ren t") i s  Oi (1962). More recently  Ehrenberg and Smith 
(1982) provide evidence th a t U.S. manufacturing frin g e  
b en e fits  rose from 20.3 to  37.3 per cent of payroll costs 
during the period 1957-77. For a recent survey of B ritish  
fringe  benefits  see Green e t. a l. (1984).

( 8) The extent to  which a l l  agents actually  discount tax
financed goods and serv ices i s  an unresolved empirical 
question.

(9) I t  i s  not possible to  be very precise about the  d is tr ib u tio n  
of youth earnings using published data but the  NES showed 
th a t  in  1984, when the  national insurance l im it  was £34 per 
week, 44 per cent of males le s s  than 21 earned le s s  than £80 
but only one-third of females aged le s s  than 18 earned le s s  
than £50 per week. Conversation with the Department of 
Employment indicated th a t those in  government jobs creation  
schemes are excluded frcm the NES.

(10) On labour turnover and i t s  determinants see Parsons (1977) 
who confirms th a t high youth turnover i s ,  a t  le a s t  in  part, 
caused by higher cet. par. q u it p ropensities.

(11) Note th a t by making assumptions about "standard hours" and 
the  premium ra te  attached to  overtime hours one can attempt 
to  overcome th is  problem (see Addison (1976), p.58).

(12) The NES figu res in  the  Appendix exclude the  e ffe c ts  of 
overtime payments.
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(13) On the efficiency of overtime see Ehrenberg (1971) and on i t s  
prevalence in  B rita in  see L eslie  (1976) and Why brew (1968).

(14) That i s ,  the employer se ts :

90/ 3 H a C/ a H

90/ 9 L 3 0/ a L

where Q i s  output, C i s  to ta l  cost, H i s  hours and L 
employees. Ihe increase in  post-war fixed  employment costs 
has sometimes led  to  the  presumption th a t  overtime working 
w ill be optimal.

(15) But those receiving no pay a t  a l l  are  excluded.

(16) However, fo r such a trend to  e x is t, technology, broadly 
defined, must presumably be changing.

(17) Wells (1983) does provide seme counter evidence from the Time 
Rates of Wages and Hours of Work survey (Table 8 p .23), but 
th is  i s  based on a "survey” which i s  not described.

(18) P rior to  th is  the  manufacturing data had aggregated p a rt and 
fu ll- tim e  female earnings on a 2:1 basis.

(19) Two important q u a lif ic a tio n s  should be noted here: (1) the
age figu res d if fe r  fo r the earnings and employment fig u res;
(2) the  fig u res on which the young male percentages a re  based 
a re  from the NI card count and therefo re  include the 
unemployed.

(20) Wells (1983) shows th a t  the main impact on the  NES was
delayed u n til  1974 owing to  the fa c t  th a t the survey i s  taken
in  A pril. See a lso  below.

(21) I t  i s  not here being suggested th a t  youths as a group should, 
in general, be viewed as sa tis fy in g  any reasonable c r i te r ia  
fo r iden tify ing  the  low paid. The e ffe c ts  to  be described 
are probably best thought of as a fo rtu ito u s  side e ffe c t of 
incomes policy for those youths in  work.

(22) A fuLl descrip tion  of a l l  post-war incanes p o lic ie s  to  1979 
can be found in  Ingham (1981). Note th ere  a lso , however, how 
a l l  p o lic ie s  from the time of Wilson’s "Statement of In te n t” 
included low pay as an "exception".
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(23) Note th a t the October Inquiry w ill have u n d e rs ta te d  the 
reduction in  d if fe re n tia ls  as only 1056 of male manual workers 
earned more than £76,9 per week (c. £4,000 per annum) per 
annum compared to  the  1056 of male non-manuals who earned more 
than £103.1 per week (c. £5,360 per annum). The fig u res fo r  
wcmen a re  considerably lower in  both cases. Data frcm the 
NES.

(24) Note th a t the  g i r l s  -  adu lt male re la tiv e  f e l l  in  1975.

(25) One fea tu re  of the le g is la t io n  which might be of importance 
when considering young workers, however, i s  th a t  i t  does not 
cover firm s employing fewer than 5 workers.

(26) For fu rth e r discussion of the  a c ts  considered here and other 
female o rien tated  labour market le g is la t io n  in  the  1970' s  see 
ELias (1980).

(27) This i s  on the  assumption th a t  a f te r  50 years the  councils, 
however " in s t i tu t io n a l” they may sound, paid seme cognisance 
to  the  operation of market forces.

(28) This was not in  fa c t greatly  successful.

(29) W hilst the  earnings of part>time females a re  availab le  fo r 
the estim ating period, th e ir  numbers in  work are not; 
therefo re  the female "labour supply" fig u res a re  an amalgam 
of fu l l  and part-tim ers. This i s  c learly  a caveat, but one 
which i s  not pursued. The problem i s  not serious when 
considering the other groups as part>time working amongst 
them i s  very much a m inority phenomenon.

(30) Note th a t fo r equation (1) to  be an accurate short-term  
formulation seme ad u lts  must be in  "competitive" jobs.

(31) This i s  in  the s p i r i t  of the references c ited  l a t e r  in  the 
paragraph. But long periods of disequilibrium , perhaps 
p a rticu la rly  of excess demand, seem hard to  ra tio n a lis e  -  see 
Hart (1984).

(32) I t  should be noted th a t  higher order p a tte rn s  of 
au toco rrela tion  may not be adequately contro lled  fo r by 
f i r s t-o rd e r  techniques such as th is .

(33) But non-reg istra tion  propensities are sometimes found to  be 
qu ite  high fo r young people (see e .g . Lynch (1984)).

(34) There would also be a problem of s ta t i s t i c a l ly  iden tify ing  
any conceivable hours function to  be estim ated simultaneously 
with th a t fo r earnings.
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(35)

(36)

(37)

(38)

(39)

(40)

(41)

(42)

There are , of course, c lear s im ila r it ie s  with the job market 
s igna lling  l i t e r a tu r e  pioneered by Spence (1974). That such 
p rac tices can degenerate in to  .socially  costly credentialism  
has been via*ed w ith concern by the 0 .E.C.D. (1977). -Also 
fo r seme B ritish  evidence see Jo lly  e t .  a l (1980).

There has been a debate in  the  l i t e r a tu r e  as to  the  
legitim acy of forming aggregate labour input indices. In 
p rinc ip le  th is  procedure i s  invalid , although in  ce rta in  
empirical circumstances l i t t l e  i s  lo s t  by so doing. See 
Berndt and Christensen (1974) for a review, bibliography and 
expansion of the above conclusion.

Applicants not reaching th e  standard required fo r the le a s t  
productive jobs w ill be re jec ted . In r e a l i ty ,  of course, 
app lican ts a re  re jec ted  fo r sk ille d  jobs and not offered 
unskilled  work instead  e tc . This re f le c ts  not only the 
abstrac tion  involved in  assuming job su b s ti tu ta b ili ty  but 
also  a host of in s t itu t io n a l  constra in ts  and r ig id i t ie s .

I f  "education” i s  a lso  used in  a llo ca tin g  people then i t  i s  
here assumed s t r ic t ly  proportional to  age.

Note a lso  th a t, in  a more general framework, "perverse” 
occupational changes higher up the hierarchy, due say to  
s h if ts  in  the  educational attainm ents of d iffe re n t cohorts, 
could conceivably outweight the e ffe c ts  of an event l ik e  
ROSLA.

This data included both employed and unemployed youths. In a 
s t r ic t ly  fix-wage world th is  would not m atter. 
A lternatively , one has to  make the  assumption th a t  these two 
groups have id en tica l age d is tr ib u tio n s . Later reasoning 
renders th is  assumption unnecessary fo r adu lts.

With a l l  adu lts  assumed to  be paid the same ra te  th e ir  
average age i s  immaterial. To th e  extent th a t  earnings a re  
experience re la ted , and th is  co rre la tes  with age, th is  i s  
u n re a lis tic . However, i f  earnings p ro file s  " ta i l -o f f "  in  
l a t e r  years th is  w ill provide a p a rtia l o ffse t.

This same re su lt, of course, follows i f  adu lts  become more 
concentrated in  T. Thus, sanewhat t r iv ia l ly ,  l e t  a given 
number of adult workers be re -a llo ca ted  more heavily in  T.

Then, i f  = w^/w^, and dn«^ = dn.^, and dnfl̂  = -dn.^  by 
assumption.
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S S X J  n y Wg + n y
(nAS + nAT) (wT -  w«jS) dnAS > 0

(nÂ w1S + nAV ) 2

(43) Suzuki (1976) provides an in te re s tin g  in te rn a tio n a l 
comparative study of s ta t ic  age-earnings p ro file s . W hilst 
the  ra te s  of pay of many groups of workers a re  found to  be 
age re la te d , there  i s  more lik e ly  to  be only one "scale” fo r 
manual workers w h ils t white c o lla r  employees may be promoted 
across scales. This provides a p a r tia l  ju s t i f ic a t io n  fo r the 
strong assumption in  the  tex t.

(44) W hilst not s t r ic t ly  re levan t in  the present context, the
debate over whether unions or management a re  responsible fo r 
the continuation of what are seen as outmoded forms of 
apprenticeship should be noted (Williams (1957)> 1963),
Liepmann (1960), Carter (1966)). For a more recent defence 
of trade unions in  th is  area see Lee (1979).

(45) There remains, of course, the question of whether lowering 
the  age of m ajority merely formalised ex is tin g  socia l and 
economic fa c ts  or was i t s e l f  a trend se ttin g  piece of 
le g is la tio n .

(46) An ir re g u la r  sample survey was re in s ta te d  in  1978 but only 
fo r  England and Wales.

(47) M errilees (1983) uses a stock measure fo r the engineering 
industry , but th is  i s  only availab le  from 1963 on.

(48) Models attem pting to  explain th e  demand fo r apprentice 
re c ru its  can be found in  M errilees (1983), Ryrie (1976) and 
Lindley (1975). The decline in  manufacturing apprentices i s  
n e ith er inconsis ten t with a model in  which curren t output 
(Ryrie) or expected output (M errilees, Lindley) determines 
demand.

(49) More precise d e ta ils  of the variab les can be found in  the  
data appendix to  th is  chapter.

(50) For a de ta iled  discussion of the problems of m ulti- 
c o llin e a rity  see Johnston (1972, Chapter 5).
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(51) But note th a t when the dumny time trend, D2, was used i t  was 
po sitiv e , although w ith a standard e rro r many times the  size 
of the co effic ien t.
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Average Hourly Earnings 
Males <21, 21+
Females <18, 18+ 
Part>time females 18+

Labour Force (Employed plus 
Unemployed)
Males <21, 21+
Females <18, 18+
Males <20, 20+

GDP Index (1975 = 100)

Wholly Unemployed 
Males <20, 20+
Females <18, 18+

Average Weekly Hours of 
Work

Average Age Youths in  
Labour Force (Employed 
plus Unemployed)

Number en tering  Apprenticeships

D1

D2

Department of Employment 
October Earnings and Hours 
Inquiry -  Department of 
Employment Gazette Relevant 
Years

Annual mid-year National 
Insurance card count -  
Department of Employment 
Gazette

Average of Output, Expenditure 
and Income Indices -  Economic 
Trends 1982 Supplement

Mid-year count of unemployed -  
Department of Employment 
Gazette

Department of Employment 
Employment October Earnings 
and Hours Inquiry -  Department 
of Employment Gazette Relevant 
Years

Annual mid-year National 
Insurance card count -  
Department of Employment 
Gazette

Young persons en tering  
employment -  Department of 
Employment Gazette, re levan t 
years

Dunny control fo r IT A, taking 
value 0 fo r 1950-1963, 
inclusive, 1 fo r  1964 onwards

Dummy/time-trend control fo r  
ITA taking value 0 fo r 1950— 
1963 inclusive, 1 , 2 3 . . .  fo r  
1964, 1965, 1966 ........



C H A P T E R  4

YOUTH EMPLOYMENT PATTERNS 

1 951 -1 9 81
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I . INTRODUCTION

W hilst the  pay of young people has received a good deal of

a tten tio n  in  recent discussions of th e ir  unemployment problem, many

students, both today and in  e a r l ie r  times, would show in te re s t  in

whether any of th e ir  d i f f ic u l t ie s  were s tru c tu ra l in  nature.

Although th is  i s  not an en tire ly  th eo re tica lly  rigorous l in e  of

reasoning, i t  i s  one th a t has sane appeal to  those who do not accept
Mlth a t labour markets have short-term  clearing  c h a ra c te r is tic s . '

Quite simply the idea i s  th a t i f  ind iv iduals are  in i t i a l ly  located  in

"secto rs” ( in d u s tr ia l, occupational or geographical) th a t  su ffe r

subsequent decline they are  lik e ly  to  have d if f ic u l t ie s  re -lo ca tin g

themselves i f  th is  decline involves th e i r  displacement.

Concentrating on youths, the question beccmes th a t of whether they

have been disadvantageously placed, v is -a -v is  other age groups in  the

market, in  any of these ways and whether th is  might have had seme

bearing on the behaviour of th e ir  unemployment through time.

Clearly, certa in  strands of the l i t e r a tu r e  lead one to  expect

th a t  c lustering , or segmentation, of p a rticu la r  groups in  the  labour

force w ill occur. The modern day precursors of these developments

are probably Kerr (1954) with h is  work on balkanised labour markets

and Doeringer and Piore (1971) with th e ir  analysis of dual labour 
( 2 )markets. But, in addition, two of the (re la ted ) hypotheses

considered by Casson (1979) as being p o ten tia lly  re levan t to  an 

explanation of re la tiv e ly  high youth unemployment le v e ls  imply the 

existence of something l ik e  labour market duality . The f i r s t  of 

these i s  the  job-search hypothesis under which young people value 

re la tiv e ly  heavily the non-income a tt r ib u te s  of employment. This
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being because they do not have to  share them, as opposed to  any

pecuniary returns, with th e ir  supporting fam ily. The second i s  the

l i f e  cycle hypothesis, under which young workers in i t i a l ly

concentrate in low wage, poor career prospect industries/occupations;

p a rtia lly  i t  appears fo r the reasons outlined above. W hilst these

arguments are  ra th e r more supply side o rien tated  than most true

d u a lis ts  would accept, they do point to  po ten tia l concentration,

which of i t s e l f  can adversely a ffe c t groups heavily employed in

secto rs with declining fortunes. Such s tru c tu ra l imbalances could be

the cause of v a ria tio n s in  young peoples1 unemployment experience, as
(?)

Freeman (1982) argues has been the case in  the United S ta te s . D

This i s  a very large area, and the  present study w ill 

concentrate on only one aspect of i t ;  namely the in d u s tr ia l 

concentration of labour in  the  post-war period. For th is  purpose the 

four decennial Censuses of Population th a t have taken place in  th is  

era w ill be used, with the labour-force disaggregated by sex and by 

age in to  those le s s  than, and those equal to  or g rea ter than, 20 

years. The next section introduces the  broad movements in  employment 

which have occurred. Section I I I  then goes on to  discuss the data in  

use in  somewhat more d e ta il . Following th is , Section IV goes on to  a 

more deta iled  descrip tion  of employment movements and looks a t  the 

issue of re la tiv e  concentration across the  groups under study. More 

substantively , Section V examines the movements which have taken 

place in  the  in d u stria l d is tr ib u tio n  by means of sh if t-sh a re  

analysis. A suimary of the principal findings concludes the chapter.
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I I . EMPLOYMENT PATTERNS 1951-1981 : OVERVIEW

I t  i s  perhaps su rp rising  to  discover th a t, in  sp ite  of the depth 

of the recession, more people were actually  in  work in  1981 than was 

the  case in  1951. But th is  bald aggregate statement hides many 

con flic ting  movements across p a rticu la r groups in the labour force. 

For present purposes, one of the most in te re s tin g  of these i s  th a t  

the employment of young people aged under 20 f e l l  qu ite  markedly and 

to ta l  employment only held up because of the exceptional (nearly  50$) 

increase in  the nunber of older females on the national pay-ro ll. As 

shown in  the  l a s t  chapter, th is  l a t t e r  has p rincipally  been due to  

the explosion in part-tim e working. This ra is e s  in te re s tin g

questions about the  level of true  labour resource u t i l is a t io n  through 

time; although, unfortunately, not ones which can be pursued in  

d e ta il here. However, th is  should serve to  keep one a le r t  to  the  

frequently voiced argument th a t part-tim e females have been 

responsible fo r displacing young people a t  the work-place, on which a 

l i t t l e  more i s  said below.

Table 1 below presents the  employment movements fo r the four 

age-sex groups th a t were recorded across the four censuses. But

before considering the  d e ta il contained there in , two of the most 

in te re s tin g  fea tu res are brought out. Thus, as s ta ted  above, to ta l  

employment was nearly 800,000 g rea ter in 1981 th a t in  1951. But

fu rth er, w h ilst employment had decreased by ju s t  under 820,000 in  the

decade 1971- 1981, to ta l  reg istered  unemployment ac tually

rose by nearly 1.7 m illion . At i t s  very sim plest th is  r e f le c ts  an 

increase in  recorded labour supply, and a more complete treatm ent of 

Hie issue  would require an explanation of wty the l a t t e r  occurred.
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This w ill be returned to  a t  various points in  the work, but now the 

year on year d e ta il provided by the tab le  w ill be explored.

Between 1951 and 1961 the employment of a l l  groups increased in  

absolute terms. For young people th is  increase was more or le s s  

proportional to  the increase in  to ta l  employment which occurred, as 

witnessed by the e ssen tia lly  s ta t ic  percentage of the work force fo r 

which they accounted. Adult male employment, however, gra* 

re la tiv e ly  slowly; a fea tu re  which was compensated fo r by the size  of

TABLE 1. EMPLOYEES IN EMPLOYMENT
1953__________________________________1961- — ______________________ m i_______________________________1251

MALES
<20: ABSOLUTE 1 ,237,688 1,326,350 1,057,490 948,380

AS % 
TOTAL 5.6 5.7 4.5 4.1

20+: ABSOLUTE 14,071,334 14,422,110 13,974,060 12,816,340
AS % 
TOTAL 63.6 61.8 58.9 55.9

FEMALES 
<20: ABSOLUTE 1,201,034 1,229,620 937,770 814,850

AS % 
TOTAL 5.4 5.3 4.0 3.6

20+: ABSOLUTE 5,624,633 6 ,363,620 7,763,290 8 ,336,620
AS %

 TOTAL_ _ _ _ _ _ _ _ 2 5 A — ______ Z L 3 __ _ _ _ _ _ _ 32*Z______ 36 .JL -

TOTAL 22,134,689 23,341,700 23,732,610 22,916,190

IJmffiE-INJCQTAL =_________________  £LZ__ -3.4

SOURCES : 1951, 1961, 1971, 1981 CENSUS OF POPULATION, ECONOMIC 

ACTIVITY TABLES.

the growth in  adu lt female working. More in te re s tin g  developments 

emerged in  the years 1961-1971. Then the employment of both male and
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female youth declined, by 20 and 24 per cent respective ly . This 

compares to  a to ta l  employment grcwth of something under 2 per cent, 

and i s  re f le c ted  in  the reduced share of the workforce accounted fo r 

by young people. Clearly, there  must have been o ffse ttin g  

developments in  the adu lt labour market, and, as the tab le  shews, 

th is  was more than fu lly  represented by the grcwth in  the  employment 

of older females. Like young people, the employment of older males 

f e l l ,  although only by th ree  per cent.

Most people, however, would probably show the keenest in te re s t

in  developments over the most recent period and, as shewn, 1971-1981

represented the only decade over which to ta l  employment ac tua lly

declined. Once again the  brunt of th is  was borne by young people and

p a rticu la rly  by g i r l s  who had over 13 per cent fewer jobs a t  the end

of the decade than they did a t  i t s  ou tse t. But the most s tr ik in g

fea tu re  i s  the fa c t th a t older females actually  held more jobs a t  the

terminal data year than they did ten  years previously and had come
( 21)

to  account fo r well over one-third  of a l l  persons in  employment. 

This grcwth is ,  of course, well docunented (Robinson and Wallace 

(1984), Joseph (1983), E lias (1980), Greenhalgh (1977)), although 

each treatm ent has a s lig h tly  d if fe re n t focus of a tten tio n . In the 

present case the major in te re s t ,  especially  in  Section V, w ill be how 

much of th is  increase appears to  have been a t  the expense of young 

people. But i t  i s  in te re s tin g  to  d igress a l i t t l e  on the re a l, as 

opposed to  nominal, impact on labour resource usage th a t th is  

expansion of older females employment im plies.

I t  i s  not possible to  trace  the number of females working p a rt-  

time in  the whole of Great B rita in  across the four censuses.
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However, one can say th a t th e ir  nunber increased from 1,892,050 in  

1961 to  3,543,329 in 1981; or from 25 to  39 per cent of a l l  females 

in  work. Equally, i t  has been found, using the Census of Employment, 

th a t between June 1971 and September 1981 the nunber of females 

engaged on a part-tim e basis rose from 2.8 to  3.8 m illion  (Robinson 

and Wallace (1984), Table 1, p .4 ). The »rep lication  is , therefore , 

th a t the increase in  female employment has not been as g rea t in  re a l 

terms as the  nominal figu res might seem to  imply. However, without 

making very strong assumptions about hours of work, p a rticu la rly  when 

aggregate data i s  involved, i t  does not seem wise to  venture firm er 

conclusions about the behaviour of fu ll- tim e  equivalent employment 

beyond the  q u a lita tiv e  presumption th a t  i t  has declined.

Clearly the trend towards increased part-tim e working a lso  has 

important d is tr ib u tio n a l consequences. In 1981, for instance, only 

1.7$ of young males, 2.7% of older males and 4.7$of younger females 

worked part-tim e compared to  a remarkable 42$ of older females. 

Nevertheless, such observations are the net re s u lt  of complex 

in te rac tio n s  between numerous demand and supply forces; and from such 

broad-brush data one should not be tempted to  in fe r  th a t the outcome 

of the process has necessarily  been to  the  detriment of younger 

workers. Indeed, seme evidence emerges in Chapter 6 to  the e ffe c t 

th a t youth labour i s  complementary to  th a t  of adu lt female p art- 

tim ers. But th is  i s  forcing the pace too quickly and the next 

section goes on to  consider in  more d e ta il the Census of Population 

employment s t a t i s t i c s  before the descrip tion  of employment behaviour 

of age-sex groups i s  taken up again.

i
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I I I . CENSUS OF POPULATION DATA

To examine employment pa ttern s ty age in  the post-war period so

as to  incorporate developments beyond the early  1970' s  and to  use

only one sing le  source of data, one i s  e ffec tiv e ly  constrained to

u t i l i s e  Census of Population data. For years beyond 1973 the EEC

inspired  Labour Force Survey (LFS) has become availab le  on a regular

basis but, ( i )  taken alone i t  does not co n stitu te  a true  tim e-series

and, ( i i )  i t  i s  only a sample and therefo re  one has a com patibility

problem with sources of information l ik e  e ith e r the censuses of

population or employment. Using the  population census, one has

availab le  four fuLl enumerations since 1951, reported in  the Economic

A ctivity tab les , fo r the in d u stria l d is tr ib u tio n  of employment by age 
(5)and sex. From the data contained there in  one i s  able to

estab lish , fo r a l l  counts and fo r the whole of Great B rita in , the 

broad in d u s tr ia l d is tr ib u tio n  of youths aged le s s  than 20 and ad u lts  

aged 20 years and o v e r . ^

The principal problems encountered in  looking a t  developments 

through time in  industry disaggregated employment, whether th is  be by 

standard tim e-series regression analysis (which as already noted 

would only be possible up u n til  1972) or by the more d isc re te  methods 

used here in  Section V, are  re la ted  to  the  changes in  the  Standard 

In d u stria l C lassifica tion  (SIC) which have taken place over the 

period. W hilst no wholly sa tifac to ry  so lu tion  to  the  problem is  

availab le , one can a t  le a s t  form a se t of reasonably consisten t 

industry aggregates across the  four census dates. These are  given in  

Section V where they form the data base fo r analysis  w h ils t fu rth e r 

d e ta il on th e ir  derivation  i s  provided in  the  Appendix to  the 

chapter.



But in  addition to  the commonplace data problems one should note

also ce rta in  of the conceptual d i f f ic u l t ie s  which a rise  in  conducting

exercises of the present kind. In the f i r s t  place, even i f  the SIC

had changed l i t t l e  through time and one had le s s  of an aggregation

problem than i s  the case here, i t  would s t i l l  be tru e  th a t the

in d u strie s  would not be defined in  ways which appeal to  the

theo re tic ian . Thus they are not based on close su b s ti tu ta b ili ty  of

outputs (Chamberlin (1933)) or in  terms of goods1 c h a ra c te r is tic s

vectors (Chamberlin (1951), Lancaster (1966)). Rather they represent

seme m ixture of h isto ry , in e r t ia  and present adm inistrative

convenience. Secondly, w h ilst i t  i s  tempting to  adopt the language

encountered in  the  labour market segmentation debates in  an exercise

such as the present, seme r e s t ra in t  i s  ca lled  fo r. Thus, as argued

above, the in d u strie s  defined a re  highly aggregative and

heterogeneous. Also, w h ilst the early  works of Kerr (1954) and

Doeringer and Piore (1971) have inspired  much la te r  research (eg

Gordon (1972), Edwards e t .  a l .  (1975)) i t  remains an area in  which
( 7 )q u an tifica tio n  i s  d i f f ic u lt .  "  In p a rticu la r, i t  i s  ce rta in ly  not 

c lear th a t one should adopt in d u s tria l breakdowns of employment as i s  

done here. Nevertheless, the in d u s tria l d is tr ib u tio n  of labour 

remains of in te re s t  as one possible way in  which s tru c tu ra l 

unemployment may come about, and the  next section goes on to  describe 

th is  fo r the four d isc re te  years under study.

IV. EMPLOYMENT DISTRIBUTION BY AGE AND SEX 1951-1981

IV. i  INTRODUCTION

This section  w ill present, in  turn , the s ta t ic  employment 

d is tr ib u tio n s  derived frcm the four fu l l  censuses of population th a t
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have taken place since 1951. As, fo r present purposes, each sub­

section w ill la rge ly  co n stitu te  a stand-alone, cross-sectional 

descrip tion by age and sex-group, with the bulk of the analysis 

contained in  the  following section, use can be made of the fu l l  

in d u s tr ia l break-down fo r each year. However, to  present these in  

th e ir  en tire ty  wouLd not only be cumbersome, i t  would a lso  in  many 

ways be unnecessary, owing to  the heavy concentration of a l l  groups 

in but a few in d u strie s . For expositional purposes, therefore, 

a tten tio n  w ill i n i t i a l ly  be focussed on the f iv e  most important 

in d u strie s  fo r each p a rticu la r  group in  each year.

However, there  i s  a ce rta in  amount of ambiguity surrounding the

notion of importance in  the  present context. One way of in te rp re tin g

i t ,  and perhaps the most obvious, i s  to  take the f iv e  in d u strie s

which account fo r the la rg e s t percentages of each age-sex group in

employment. I f  th is  i s  compared to  the percentage of to ta l

employment accounted fo r by those in d u strie s  then one ge ts  one

impression of the extent of employment concentration. However, the

notion of importance might a lso  be taken to  re la te  to  the  percentage

of each in d u s try 's  employment accounted fo r by each age-sex group;

th a t  is ,  a fac to r in ten sity  approach. I f  th is  information i s  then

compared to  the percentage of to ta l  employment accounted fo r ty each

age-sex group, then one can once again begin to  draw some inferences

about the extent of employment concentration. Therefore, the fiv e

leading in d u s trie s  in  in ten sity  terms w ill a lso  be presented fo r each
(81group in  each year.

But i f  one i s  looking a t  the question of whether young people 

are dispersed le s s  evenly across the in d u s tr ia l network than th e ir  

elders, and hence are  possibly more susceptib le  to  s tru c tu ra l



unemployment, one can go a l i t t l e  fu rth e r. Thus, measuring 

concentration has fo r long been a favoured pu rsu it of in d u stria l 

economists. W hilst the focus of th e ir  a tten tio n  has usually been on 

the proportion of an industry !s a sse ts  held by individual firms, the 

general p rinc ip les employed can be put to  use in  the current context 

also . But given no single measure has gained universal acceptance, 

four employment concentration s t a t i s t i c s  w ill be presented fo r each 

year, and these are  now discussed in  turn .

The f i r s t ,  CRj, simply gives the number of in d u strie s  which 

account fo r 70 per cent of the to ta l  employment of each group, 

s ta r tin g  with the la rg e s t. In a l l  cases th is  i s  not an in teger value 

and the  following, simple apportionment ru le  has been followed. I f  

i s  the percentage of group i  employed in  industry j  and

and 

Then,

The second index of concentration, CR2 , i s  c losely re la ted  to  the  

f i r s t  and gives the percentage of each group employed by the f iv e  

most important in d u strie s  to  them in employment terms. ^  Both of 

these measures, however, are  extremely simple and re la te  to  only a 

point on the  "concentration curve”. As such, the information they 

convey can be sensitive  to  the precise c u t-o ff chosen. Furthermore,

E xi i  = yi < 70 
3 = 1 1

n + 1 
Z x. . = yp > 70 

3 = 1 J

OR*. = n + 70 -  y1 
y2 "  y1
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they are sensitive  to  the nunber of in d u strie s  in to  which the economy 

i s  divided and are, therefore , not s t r ic t ly  comparable across SIC*s.

A s lig h tly  more soph istica ted  way of examining employment 

concentration can be derived based on the  Herfindahl index, although 

th is  too remains sensitive  to  the nunber of in d u strie s . In the f i r s t  

instance the basic s t a t i s t i c  i t s e l f  i s  defined as

n 2
H. = Z S . .

J j : 1  1J 1 = 1 . . . . 4

where the squared proportion of each group i  in  industry j  i s  summed 

across a l l  n i n d u s t r i e s . H o w e v e r ,  as Adelman (1969) has pointed 

out, the Herfindahl can be tran s la ted  in to  the nunber of equal-sized 

in d u strie s  (in  employment terms) th a t  would give the same value of

the index. This i s  the form of the measure th a t w ill be used here

and, in  the  general case, fo r ary exponent a , th is  i s  defined as

l

n j ( a )  = ( S S “/ 1 - a )

By using the  popular value a = 2, as here, th is  becomes simply the 

reciprocal of the orig inal index, H.
2

Finally , a chi-squared s t a t i s t i c ,  x , w ill be presented fo r  each 

year to  asce rta in  whether the actual overall

d is tr ib u tio n  of employment d if fe rs  from th a t which one might expect. 

In th is  p a rticu la r instance, the nu ll hypothesis (or expectation),

under the Laplace p rincip le  of in su ff ic ie n t reason, i s  th a t  the



groups are d is trib u ted  amongst in d u strie s  in  proportion to  the 

importance of each jo in tly  in overall employment. That is ,  the 

expected employment of group i  in  industry j  i s

E . . = S. S. N
i j  i  J

where Si  i s  the  proportion of to ta l  employment accounted fo r by group 

i ,  S. the proportion accounted fo r by industry j ,  and N represents 

to ta l  employment. The te s t  s t a t i s t i c  i s  then defined as

2o m n ( C h . - E , , )
X =  E Z

j = 1  1 = 1  E. .

where 0 represen ts observed values, E those expected and the sub­

s c r ip ts  are  as above. As no population parameters a re  here being 

compared, the derived s t a t i s t i c  has (n -  1)(m -  1) degrees of freedom 

and can be evaluated a t  any chosen leve l of s ig n if ic a n c e .^ 2  ̂ This 

completes the d e ta il which w ill  be presented fo r each year and the 

employment d is tr ib u tio n s  can new be examined in  turn , beginning with 

the most h is to r ic a l .

IV. i i  1951(12)

Table 2 below presents the  summary information on the  fiv e  most 

important in d u strie s  fo r the age-sex groups under study fo r the year 

1951. Taking young males f i r s t ,  i t  can be seen th a t almost o n e -fif th  

of them were employed in  public adm inistration and defence. This, 

hcwever, i s  perhaps a ra th e r misleading s t a t i s t i c  caused by the 

continuation of national service conscription u n til  1960. Thus as
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w ill be seen, in  no other year did the industry defined to  include 

defence employ more than 9 per cent of young men. But, what might 

now be considered as ra th e r remarkable i s  the fa c t  th a t the labour 

market seemed to  have been read ily  able to  absorb those who wouLd in  

e a r l ie r  times have been conscriptees. Construction was the second 

la rg e s t absolute employer of boys, accounting fo r 11 per cent of 

those in  work, which approached almost twice the importance of the 

industry to  the  labour force as a whole. The combined engineering 

in d u strie s  accounted fo r about 9 per cent of young men, which i s  in  

l in e  with th e ir  overall labour market share. However male youths were 

heavily under-represented in  the d is tr ib u tiv e  trades, even though 

th is  sector accounted fo r more than 1 in  12 of a l l  young male 

employees. L astly , one can see the early  importance of a g ricu ltu re  

to  young males, a sector well known to  have declined in  importance in  

the labour market through time.

In some ways i t  i s  most in te re s tin g  to  compare the position  of 

youths in  the in d u stria l s tru c tu re  w ith those of th e ir  ad u lt 

counterparts of the same sex. Looking a t  the data in  the  f i r s t  h a lf  

of Table 2 i t  can be seen th a t the p ictu re  fo r aduLt males was 

broadly sim ilar to  th a t fo r younger men; save fo r the importance of 

defence to  the l a t t e r  group, as discussed above, and the importance 

of tran spo rt to  the former. This i s  in te re s tin g  because th is  l a t t e r  

sector i s  one w ith in  which le g is la t iv e  r e s tr ic t io n s  are often seen as 

an influence m itigating  against the  employment of young people (e .g . 

age re s tr ic tio n s  on the a b il i ty  to  hold various kinds of driv ing 

lic en ce ).
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Looking a t  the 1951 position  of young females in  the employment 

d is tr ib u tio n , i t  i s  immediately apparent th a t  they were grossly over­

represented, and heavily employed in  absolute terms, in  ju s t  th ree  

in d u strie s . These were the  d is tr ib u tiv e  trades and the  clothing and 

the te x t i le  in d u strie s . The former in  fa c t  employed more than 1 in  5 

of a l l  g i r l s  in  work, w hilst the  second mentioned was over three 

times as important fo r  young females as i t  was fo r the workforce as a 

whole. Miscellaneous and professional serv ices were the  other 

important secto rs fo r  young women and between then emplcyed 20 per 

cent of th e ir  nunber in  work. W hilst the  order of the in d u strie s  

d iffered  in  the hierarchy, the position  fo r older women was broadly 

sim ilar to  th a t  described above -  except th a t  in  th is  case the 

heaviest over-representation occurred in  the miscellaneous and the 

professional serv ices -  and therefo re  a tten tio n  w ill now be turned to  

the fac to r in ten s ity  d e ta ils  given in  the second h a lf  of Table 2.

Looking a t  th is  information, one sees c learly  th a t re la tiv e

sp ec ia liza tio n  in  any labour fac to r i s  not su ff ic ie n t fo r an industry

to  be responsible fo r a large  proportion of th a t fac to r in  employment

(or v ice-versa). Thus wood and cork manufacturing and precision

instruments both specialised , in re la tiv e  terms, in  male youth labour

w hilst not being heavy absolute employers. With the exception of

construction, the s itu a tio n  fo r adu lt males was s trik in g ly  d iffe re n t

frcm th a t which obtained fo r  young men. Given the former accounted

for around 90 per cent of a l l  employees in  mining and the  pcwer

supply in d u strie s  the in i t i a l  impression, although much more evidence

i s  required, i s  th a t of recruitm ent p o lic ies  in  c e rta in  secto rs
(13)which, a t  le a s t  in  e ffec t, discrim inate against younger males. J
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Once again the p ic tu re  fo r  females was more c lea r-cu t than th a t

fo r males, in sp ite  of the fa c t th a t one expects considerable wastage

frcm the labour force of aciult women. Thus th ree  in d u s trie s  were

commmon to  those in  the  top f iv e  female in tensive  fo r each group,

with the most notable exception being miscellaneous serv ices which

was over twice as ad u lt women in tensive  as the  workforce as a
( 1 4 )whole. '  The in i t i a l  impression i s  th a t th is  was a re f le c tio n  of 

part-tim e working p a tte rn s  in  th is  secto r; but, as suggested a t  

various other points of the present study, th is  i s  a phenomenon which 

awaits a convincing economic ra tio n a lisa tio n . Further, however, with 

th is  f i r s t  snap-shot shewing the pattern  of older females1 employment 

to  be much more nearly lik e  th a t of g i r l s  than boys, i t  might 

in i t i a l ly  be hypothesised th a t increases in  older womens* 

p a rtic ip a tio n  should have more serious impacts upon the  employment 

prospects of the former. However, in  tru th , th is  denies the 

p o ss ib ility  of complementarity in production -  whether th is  be 

s t r ic t ly  economic, or qua s i- in s t i tu t io n a l  (as might be argued to  be 

the  case with certa in  journeyman-apprentice employment r a t io s ) .

Having got seme im pressionistic  evidence frcm the upper echelons 

of the employment d is tr ib u tio n s  th a t  the employment pa tte rn s of the 

four groups exhibited noticeable d ifferences in  1951, and therefo re  

th a t declines in  various in d u strie s  a t  th a t time might have had 

d iffe re n tia l  impacts upon them, fu rth e r  l ig h t  can be shed on the 

issue by looking a t  the four concentration measures described above. 

These are given in  Table 3, and seme in te re s tin g  fea tu res  emerge. 

Thus no group was as widely dispersed throughout the  in d u s tria l 

hierarchy as was the workforce as a whole (CR^) wherein 9.6
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in d u strie s  accounted fo r  70 per cent of to ta l  employment. On th is  

measure young people f e l l  between the extremes provided by aduLt 

males a t  the upper end (9.3  in d u strie s) and adu lt females a t  the most 

concentrated, lower end (5 .9 ). On looking a t  the percentage of each

TABLE 3

1951 : MEASURES OF EMPLOYMENT CONCENTRATION

MALES
<20

MALES
>20

FEMALES
<20

FEMALES
>20

TOTAL

CR*, 7.6 9.3 6 .8 5.9 9.6

CR2 57.0 46.6 60.2 65.6 44.6

n(H) 11.5 15.5 10.1 8.9 15.4

x2 5,311,098

group employed in  the f iv e  biggest users of th a t labour type in  

aboslute terms (CR^) a more or le s s  a m irror image emerges. Thus 

these account fo r fewer employees in  to ta l  than they do fo r any group 

alone, and the  individual orderings re f le c t  th a t fo r CR,. On turning 

to  the numbers equivalent Herfindahl (n(H)), which takes account of 

a l l  in d u strie s  defined, a s im ila r ranking emerges, except th a t  adu lt 

males are marginally more dispersed than i s  the workforce as a whole. 

However, w h ilst there  i s  no te s t  s t a t i s t i c  availab le , young workers 

appear to  have a skewed employment d is tr ib u tio n  much more akin to  

th a t of older women than men. F inally , as w ill  be seen fo r a l l
p

years, the x i s enormously s ig n ifican t and ind ica tive  of a highly
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non-randan employment d is tr ib u tio n . But, of course, the measure 

i t s e l f  provides no fu rth e r in s ig h t. The question now to  be angered  

i s  whether the same so rts  of pa tterns as those which pertained in  

1951 continued through the remaining census points.

IV. i i i  1961

Between the 1951 and 1961 censuses the  SIC in  use was changed 

frcm the 1948 to  the 1958 c la s s if ic a tio n . However, w h ilst the orders 

changed (herein  the  in d u strie s  or sectors) th e i r  nunber remained 

constant a t  24. The m aterial to  be presented i s  the same as in  the 

previous sub-section, and the  upper h a lf  of Table 4 gives the  la rg e s t 

employers, in  absolute terms, of each of the four groups. Looking 

f i r s t  a t  young males one sees th a t  w h ilst public adm inistration and 

defence remained important to  them, the ending of conscription meant 

th a t  th is  was only s lig h tly  more so than fo r the population as a 

whole. Also, in  l in e  w ith i t s  overall decline in  importance, 

ag ricu ltu re  was no longer one of the most important employers of 

young males. Further, of the f i r s t  four employing in d u strie s  in  the 

hierarchy, abstrac ting  from any d e fin itio n a l changes, a l l  had 

considerably increased th e ir  importance to  the group. But note now, 

however, th a t  w h ilst boys were again heavily dependent upon the  

d is tr ib u tiv e  trades, they were not s ig n ifican tly  under-represented 

there in  compared to  the labour force as a whole, which was in  marked 

contrast to  the s itu a tio n  in  1951. When the position  of boys i s  

compared to  th a t which prevailed fo r older males in  1961, one can see 

th a t they had drawn much closer to  each other than was the case 

e a r l ie r .  The only real exceptions to  th is  being th a t tran sp o rt and 

communication remained very important fo r ad u lts  w h ilst miscellaneous 

serv ices figured highly for youths.
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In 1961 v ir tu a lly  one quarter of a l l  young females in  work were 

employed in  the  d is tr ib u tiv e  trades. A fu rth e r one in  e igh t were in  

miscellaneous serv ices and one in  twelve in  professional and

sc ie n tif ic  serv ices. However, amongst the  in d u strie s  which were most 

important to  them, they were most heavily over-represented in  the 

clothing and footwear in d u strie s . Of the f iv e  most important

employers of young females, four appeared in  the equivalent l i s t  fo r 

adu lt women. Whilst the  d is tr ib u tiv e  trades alone were not as 

s ig n ific an t in  the l a t t e r  case, jo in tly  the f i r s t  th ree  in d u strie s  

( a l l  in the  service sector) were and together accounted fo r over h a lf  

the nunber in  work.

Looking a t  each groups in ten sity  w ithin p a rticu la r in d u strie s , 

one sees th a t fo r  young males only two remained in  the top f iv e  in

1961 from the equivalent l i s t  fo r 1951. W hilst there  a re  aggregation

problems, SIC changes and the ending of conscription to  remember, 

th is  does a t  le a s t  give an i n i t i a l  impression th a t  some f le x ib i l i ty  

does e x is t  in  fac to r usage. In 1961 young men were s lig h tly  more 

important in  the  labour force than in  1951, but the  extremes of th e ir  

in ten sity  w ithin individual in d u strie s  seemed, i f  anything, to  have 

been s lig h tly  attenuated. However, the  position  of boys w ith in  

ag ricu ltu re  and construction m erit fu rth e r canment. Ihus the labour 

force in  the  former declined by almost one quarter over the 

preceeding decade and y e t the importance of young males w ithin  i t  

remained la rg e ly  stab le . Using simple hunan cap ita l or in s t i tu t io n a l  

l a s t  in, f i r s t  out reasoning (which can, of course, be given an 

economic in te rp re ta tio n ) th is  seems a surprising  re s u lt .  But, on the 

other hand, i t  might provide one counter-example fo r those who worry
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th a t young people have the most to  fea r frcm sectoral declines. 

However, the construction industry i s  both cyc lica lly  and seasonally 

sen sitiv e  and i t  would be in te re s tin g  to  know how youths fared 

through such v ic iss itu d es .

Turning to  the s t a t i s t i c s  fo r adu lt males one sees confirmation 

of th e ir  declining importance in  the labour market as a whole. 

However, they s t i l l  u tte r ly  dominated a t  le a s t  f iv e  in d u strie s . Of 

these, only two, construction and shipbuilding, were amongst the most 

in tensive  employers of young males. The former has already been 

discussed, but one might note th a t the l a t t e r  has been faced with 

long-term secular decline. Given th a t  th is  industry i s  separately  

id e n tif ie d  again in  1971 i t  w ill be in te re s tin g  to  compare l a t e r  

developnents there in  with the case of ag ricu ltu re  noted above.

On looking a t  the s itu a tio n  fo r  young females one can see th a t, 

w h ilst the  ordering changed, the top fiv e  in d u strie s  remained 

e sse n tia lly  unchanged over the decade. The same i s  a lso  true  of 

adu lt females and therefo re  the remarks made fo r the e a r l ie r  year 

apply here as w ell. But i t  i s  perhaps in te re s tin g  to  note how the 

re la tiv e  sp ec ia lisa tio n  of insurance, banking and finance and the  

professional and s c ie n t if ic  serv ices fo r  young and ad u lt females 

respectively  hardened, without th is  a ffec tin g  the  other group in  

e ith e r case.

Formalising the  im pressionistic  p ic tu re  s lig h tly , Table 5 gives 

the concentration s ta t i s t i c s  derived frcm the 1961 census re tu rn s. 

Taking CR̂  f i r s t ,  a l l  groups except young males had a more 

concentrated employment d is tr ib u tio n  in  1961 than was the case a 

decade e a r l ie r .  In the case of the l a t t e r  i t  took 9.2 in d u strie s  to  

employ 70 per cent of th e ir  to ta l  in  work. Furthermore, on th is  

c r ite r io n , th is  made them the le a s t  concentrated group; having
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TABLE 5

1961 : MEASURES OF EMPLOYMENT CONCENTRATION

MALES
<20

MALES
20+

FEMALES
<20

FEMALES
20+

TOTAL

CR1 9.2 8.5 6.7 5.7 9.1

CR2 51.9 46.2 60.0 66.7 49.4

n(H) 13.8 15.7 9.4 8.7 14.2

2
X 4,839,877

exchanged places with adu lt males. However, when one looks a t  the 

percentage of employment accounted fo r by only the  f iv e  most 

important in d u strie s , CR^ the 1951 concentration hierarchy remains 

unchanged; a fa c t which most of a l l  demonstrates the  po ten tia l 

ambiguity in  such simple measures. Nevertheless, the fig u re  fo r  

young males was much closer to  th a t recorded fo r th e ir  adu lt 

counterparts. One might note fu rth er th a t, under th is  measure, a l l  

groups appear le s s  concentrated in  1961, except fo r older females, 

which again provides something of a con trast with the CR̂  re s u lts .

Turning to  the nunbers equivalent Herfindahl, n(H), the  re s u l ts  

support those obtained frcm the f iv e  industry CR̂  measure. Thus,

the concentration ordering i s  the same, and boys appear more nearly 

d is trib u ted  in  the same way as men. Young females became le s s  widely 

dispersed over the decade, and moved c loser to  the  extrone provided 

by older wcmen. As fa r  as the labour force as a whole i s  concerned, 

however, a l l  these measures in d ica te  th a t i t  became more
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concentrated, a t  le a s t  in  terms of SIC orders, over the ten  year 

period 1951-1961. Lastly, the  chi-square s t a t i s t i c  once again shews 

th a t the overall employment d is tr ib u tio n  was d is tin c tly  not random. 

But more in te re s t  might be shown in  the  census re tu rn s fo r 1971, to  

which a tten tio n  i s  now turned, in  as much as th is  was the f i r s t  

enumeration a t  which the aggregate employment of a l l  groups, except 

older women, had fa lle n .

IV. iv 1971

Table 6 below gives the  employment d is tr ib u tio n s  fo r 1971. This 

enumeration u ti l is e d  the 1968 SIC, which had 27 orders, and so was 

not s t r ic t ly  comparable to  the  e a r l ie r  c la ss if ic a tio n s  reported 

above. However, the principal d e fin itio n a l changes th a t took place 

were w ithin the  manufacturing sector and, with most workers of a l l  

ages and sex located  elsewhere in  the economy, th is  does l i t t l e  

damage to  the  comparisons a t  the upper end of the hierarchy. With 

th is  in  mind, the l i s t  of the most important employers of young males 

had a very sim ilar appearance to  th a t of a decade e a r l ie r .  With the 

exception th a t no engineering industry figured  in  the f iv e  most 

important employers of older males, much the  same was tru e  in  th e i r  

case. The development which accounted fo r the foregoing change was 

the  emergence of the professional and s c ie n t if ic  se rv ices as a 

s ig n ifican t user of th e ir  labour in  absolute terms. However, th is  

was large ly  a re f le c tio n  of the growth of th is  sector and the  

importance of older males in  the labour force as a whole. As a 

m anifestation of th is  one can see th a t they were heavily under­

represented there  in sp ite  of the absolute number employed.
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To a c e rta in  extent, a sim ilar p ictu re  emerged fo r  young females 

with the only ostensib le  change being th a t  insurance e tc . replaced 

engineering in  the upper echelons of the employment d is tr ib u tio n . 

However, there  i s  some suggestion th a t  th e ir  position  in  the  

d is tr ib u tiv e  trades and miscellaneous serv ices softened to  bring them 

more in to  l in e  with th e ir  older contemporaries. But, on the  other 

hand, i t  i s  noteworthy th a t w h ilst the percentage of young females 

engaged in  the  professional and s c ie n t if ic  serv ices increased i t  did 

so by le s s  than the secto r i t s e l f  grew, although th e ir  re la tiv e  lo ss  

was not as g rea t as th a t  of older women. Thus overa ll, the general 

impression i s  th a t the employment d is tr ib u tio n s  had tended to  more 

closely  resemble each other -  notwithstanding the  continued massive 

over-representation of g i r l s  in  the clothing industry.

As in  the  work fo r previous years, the lower h a lf  of Table 6 

provides information on the most in tensive users of the labour of 

each group. For young males the  p ic tu re  appeared s im ila r to  th a t 

pertaining a decade e a r l ie r .  However, except fo r  metal goods nes and 

mechanical engineering (which replaced a g ricu ltu re  in  the  hierarchy) 

sp e c ia lisa tio n  in  th e ir  labour apparently diminished somewhat, 

although th is  must be placed in  the  context of th e ir  diminished share 

of the overall labour force. I t  w ill be reca lled  th a t the continued 

heavy presence of young men in  a declining a g ric u ltu ra l workforce 

e a r l ie r  e lic i te d  comment. Between 1961 and 1971 the industry 

declined a fu rth er 25 per cent in  employment, but th is  time the 

movement in  the share of young males in  the to ta l  was ra th e r  more in  

accord with a p rio ri expectations. Thus th e ir  share of employment 

w ithin the industry declined by seme 30 per cent and meant th a t
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ag ricu ltu re  no longer figured amongst the leading boy in tensive 

secto rs. Examining b rie f ly  the  figu res fo r adu lt males one can see 

th a t w h ilst th e ir  share of the aggregate labour force had declined 

once again, thqy s t i l l  continued to  dominate certa in  in d u strie s . The 

f iv e  id e n tif ie d  in  the tab le  were the same as those appearing in  1961 

and, in p a rticu la r, they maintained th e ir  share of shipbuilding 

employment which declined by 24 per cent in  to ta l .  However, one 

might actually  have expected th e ir  in ten sity  within th a t  sector to  

have increased. F inally , there continued to  be marked d ifferences in  

the id e n ti t ie s  of the in d u strie s  specia lising  re la tiv e ly  heavily in 

ad u lt men and those so doing in  th e ir  younger counterparts.

Looking a t  the  fig u res  fo r females, and comparing them with 

those frcm a decade e a r l ie r ,  one quickly sees the sharply divergent 

behaviour of the overall employment of the two groups. Thus older 

females sig n ifican tly  increased th e ir  share of the to ta l  w h ils t there  

was a marked decline in  th a t  accounted fo r by g ir ls .  As one would 

expect, th is  l a t t e r  f a l l  was matched by a corresponding reduction in  

the upper extremes of the sp ec ia lisa tio n  figu res. However, in  sp ite  

of th is , those concerned with s tru c tu ra l unemployment issu es might 

note with some concern the  continued heavy represen tation  of young 

females in  the declining clothing, footwear and te x t i le  in d u s trie s . 

Older females, on the  other hand, experienced an increase in  th e i r  

rep resen tation  in  most in d u strie s , in  l in e  with th e ir  increased to ta l  

share of employment. The exception to  th is  was the  declin ing te x t i le  

industry and one might be tempted to  ra tio n a lise  th is  in  much the 

same way as the expectation th a t youths w ill be " f i r s t  out" in  th is  

s i t u a t i o n . B e a r i n g  in  mind the fa c t th a t the nunber of 

in d u strie s  had grown in  1971, the upshot of the foregoing in  terms of 

concentration ra t io s  i s  now examined.
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These are presented in  Table 7 and, apart frcm the equality  

between the  CR,j s t a t i s t i c s  fo r the two male groups, a l l  re la te  

basically  the same story . This i s  th a t aduLt females continued to

have the most concentrated employment d is trib u tio n , followed by

younger females, younger males and la s t ly  adu lt men whose pattern  of 

employment was again the  most widely disperesed. Once more the

s t a t i s t i c s  were closer by sex than they were by age. A seemingly

robust development over the observations fo r ten  years

TABLE 7

1971 : MEASURES OF EMPLOYMENT CONCENTRATION

MALES
<20

MALES
>20

FEMALES
<20

FEMALES
>20

TOTAL

CR1 10.6 10.6 7.1 6.2 10.1

cr2 49.3 43.3 60.9 65.8 54.0

n(H) 15.3 17.0 10.2 8.5 15.0

2
X 4,340,986

e a r l ie r ,  although one which may of course be due simply to  the  SIC 

changes, was th a t  both young and older males had an employment 

d is tr ib u tio n  th a t was wider than th a t of the labour force as a whole. 

Combined with the observations fo r females one might, a t  th is  stage, 

have taken th is  as seme evidence th a t young men should not be unduly 

sen sitiv e  to  cyclical downturns. But th is  ignores the  d iffe rin g

in d u s tr ia l loca tions of the various groups and the f a c t  th a t, in
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general, in d u strie s  are not equally sensitive  to  the cycle. What the 

actual outcome of the c r i s i s  torn  1970!s was on the  d is tr ib u tio n  of 

employment i s  therefore  the issue to  which a tten tio n  i s  now turned.

OT.v 1981(17)

When looking a t  the d is tr ib u tio n  of employment in  1981 one i s  

faced with a very rea l problem of data consistency when making 

h is to r ic a l comparisons. Thus the  1980 SIC moved frcm the old Order 

system to  a c la ss if ic a tio n  based on 60 Classes. W hilst i t  i s  

possible, by aggregation, to  introduce a broad conformity, as w ill  be 

undertaken in  the next section, fo r the purposes of the cu rren t work 

th is  w ill not be done, and the  caveat should be borne in  mind. 

However, in  general one i s  forced to  look a t  more narrowly defined 

in d u strie s  when the  f u l l  c la s s if ic a tio n  i s  made use of, and th i s  has 

certa in  compensating advantages.

Looking f i r s t  a t  the  top h a lf  of Table 8 , the f iv e  la rg e s t  

employing c lasses are presented fo r each group. Young males were the 

only group in  1981 who were over-represented in  each of these 

compared to  the share of the to ta l  labour fo rce  fo r  which the 

in d u strie s  accounted. The la rg e s t four fo r them bore a s tr ik in g  

resemblance to  those which were important in  previous years, w h ilst 

the f i f th  -  motor rep a irs  -  was previously an element of 

miscellaneous serv ices. * These f in a l  observations prompt the 

conclusion th a t, throughout the post-war period, young males have 

been heavily concentrated in  the construction industry. Purely frcm 

a s tru c tu ra lis t  stand-point th is  leads one to  expect th a t  the group 

would face periodic unemployment problems. Furthermore, these forces
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may not ccme about simply fran  the econanic cycle; there  may also be 

a p o lit ic a l  element to  the  problem, given th a t  the loca l au th o ritie s  

are  responsible fo r the generation of a s ig n ifican t amount of 

construction work. But th is  l a t t e r  i s  admittedly a conjectural 

hypothesis. On the other hand, public adm inistration would normally 

be regarded as a sector affording considerable employment s ta b il i ty  

to  those workers who wished, and were able, to  take advantage of i t  

and th is  has a lso  been found to  be a consisten tly  large employer of 

young males.

On turning to  the  employment d is tr ib u tio n  of older males, one 

can see th a t, even with the f in e r  SIC in  operation, the p icture  

resembled reasonably closely  th a t obtaining fo r boys. The principal 

d ifference i s  th a t nowhere are the former as over-represented 

compared to  th e ir  weight in  the  labour force as a whole, as are  the 

l a t t e r ,  although th is  necessarily  follows given the size of the adu lt 

male workforce. An in te re s tin g  fea tu re  of the  findings i s  th a t  

r e ta i l  d is tr ib u tio n , a sector most would assoc ia te  w ith  female 

employees, is , by v irtue  of i t s  very size , important, in  the  labour 

market fo r older men. Indeed, i t  ranked in  the top th ree  la rg e s t  

employers fo r a l l  four groups here id en tifie d .

The most important employers of both younger and older females
(1Q)

were a l l  in the  service sector. 77 For each, the  la rg e s t of these 

was the r e ta i l  d is tr ib u tio n  industry, which employed one in  fiv e  

g i r l s  and one in  seven women. But i t  seems important to  note the 

marked d ifferences in  the d is tr ib u tio n s  of male and female workers. 

Those fo r males had w ithin  them a preponderance of in d u strie s  which 

might be regarded as cyclica lly  sensitive . However, those fo r

females would, a t  le a s t  a t  f i r s t  sigh t, appear to  b e lie  s tru c tu ra l
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explanations of the recent surge in  unemployment, although th is  i s  a 

la rge ly  im pressionistic  response to  very aggregate data.

Looking a t  the second h a lf  of Table 8 , one ge ts immediate 

confirmation of the findings e a r l ie r  in  the  chapter. That is ,  the 

share of older females in  the employed population increased over the 

preceeding decade w h ilst th a t of others f e l l .  But, with the f in e r  

in d u s tria l breakdown under the 1980 SIC, one can fu rth er see th a t 

ce rta in  areas of the economy continued to  specia lise  heavily in each 

group of worker. In the case of young males th is  amounted to  the 

in d u strie s  in  which they were most in tensely  represented employing 

between two and three times as many of them as the econony wide 

average. The la rg e s t of these, consumer goods and motor vehicle  

rep a irs , one imagines to  be populated by, in  the main, small firm s 

and prompts the  observation th a t we s t i l l  do not knew enough about 

youth employment and firm  size . On top of th is  i t  can be noted th a t 

none of the leading employing in d u strie s  are  common fo r men and boys, 

which fu rth e r suggests a g reater knowledge of the employment 

tra n s itio n  process from youth to  adu lt i s  required. Also, in  sp ite  

of th e ir  reduced share of the labour force, older males can c learly  

be seen to  s t i l l  u tte r ly  dominate c e rta in  areas of the economy and a 

more thorough investiga tion  of why th is  i s  so would be desirab le .

The same divergent p ic tu re  a lso  emerged in  the  labour market fo r 

females. W hilst the in s t i tu t io n s  of marriage and part-tim e working 

might in  th is  case provide a p a rtia l explanation, none of the 

arguments popularly advanced are a ltogether convincing. For 

instance, one might ask why females do not appear, a t  le a s t  on the  

present evidence, to  re tu rn  to  those areas where they in i t i a l ly  found
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some sectors than others, and why do not the jo b less  young appear to  

compete fo r  i t ?  But w h ilst these are  issues suggested by the present 

data, they cannot adequately be researched and explained by i t  and 

therefore  to  complete th is  i n i t i a l  suimary of the d is tr ib u tio n  of 

employment by age and sex the  measures of concentration fo r 1981, 

given in  Table 9, are new examined.

Taking the  nunber of in d u strie s  which accounted fo r 70 per cent 

of each group in  employment, CR«j, young males can be seen to  f a l l  in  

between the extremes provided by the two female categories and older 

men. Further, there  was a reversion to  the pa tterns of 1951 and 1961

TABLE 9

1981 : MEASURES OF EMPLOYMENT CONCENTRATION

MALES
<20

MALES
>20

FEMALES
<20

FEMALES
>20

TOTAL

CR1 14.5 18.0 11.3 11.1 17.1

cr2 44.0 34.2 46.4 49.9 35.5

n(H) 18.0 25.4 14.0 15.6 24.9

X 2 5,445,514

with only the l a t t e r  group being more widely dispersed than the 

labour force as a whole. A sim ilar p ic tu re  emerges when the  share of 

each groups employment accounted fo r by the f iv e  most important 

in d u strie s  to  them, CR̂ , i s  considered -  except th a t male youths more 

nearly approach the degree of concentration of females. The numbers •
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equivalent Herfindahl, n(H), which takes account of a l l  in d u strie s , 

seems to  add weight to  the finding th a t, in 1981, young females 

displayed the most concentrated employment pa ttern . However, th is  

concentration was not much g rea ter than th a t  of older women, although 

th e ir  overall employment fortunes have d iffered  markedly through 

time. Clearly more information i s  required, and the next section 

attem pts to  analyse the temporal employment movements which have 

occurred in  a way which gives fu rth e r in s ig h ts  in to  the  p o ss ib ility  

th a t important s tru c tu ra l fo rces have been a t  work.

V. SHIFT-SHARE ANALYSIS

V .i INTRODUCTION

I t  i s  probably f a i r  to  say th a t the employment of young workers 

has received somewhat le s s  a tten tio n  than has th e ir  unemployment. 

Furthermore, on examining the  analyses of the former which have been 

undertaken to  date one quickly becomes aware of contrad ictions 

between the  findings of d iffe ren t researchers. Thus, Hutchinson e t  

a l .  (1984, p .196) s ta te  th a t nthe strongly s ig n ifican t po sitiv e  

c o effic ien t on the  r a t io  of young to  adu lt male wages gives support 

to  the view th a t young and ad u lt male labour are complementary 

inputs” w h ilst Wells (1983, p.48) s ta te s  th a t  ’’There was a strong 

negative re la tio n sh ip  in  a ll  the form ulations between the labour 

costs of young people re la tiv e  to  ad u lt males and th e i r  ( re la tiv e )  

employment” and ’’...young males under 18 were found to  be su b s titu te s  

fo r a l l  other age/sex groups (there  were negative re la tio n sh ip s

between employment and re la tiv e  earnings fo r adu lt males ) ”

(parentheses in  o r ig in a l) . Both of these findings are  based on the  

app lication  of regression analysis to  data on the employment of young



172

people through time and i t  would appear both useful and in te re s tin g  

to  apply a somewhat d iffe re n t methodology to  the  problem, given the 

co n flic ting  re s u lts  th a t have previously been generated.

In the  present instance the  aim w ill be to  attempt to  iso la te  

the components of in d u s tr ia l employment change across census years by 

a v arian t of sh if t-sh a re  analysis. Not only w ill th is  allcw an 

examination of several disaggregated sectors simultaneously, i t  w ill 

a lso  prove possible to  compare the performance of youths with adu lts. 

In p a rticu la r, i t  w ill allcw a l i t t l e  more to  be said about the 

hypothesised su b s titu tio n  of adu lt female fo r youth labour through 

t im e /2^  The technique employed has been used by, amongst o thers, 

Bonnell (1982) and Bonnell and Dixon (1982) in an employment context 

and by T^annatos and Zabalza (1983) to  investiga te  components of 

earnings change. Within th is  framework, the employment of the i fch 

group in  the labour force a t  time t(E^fc) can be expressed as

J

(1) Ei fc = j =1 h i *  ^  Nt ( i  =

where J i s  the nunber of in d u strie s , S. J '  i s  i ' s  share of the 

employment in  industry j  a t  t ,  Q.fc i s  the  proportion of to ta lJ
employment accounted fo r by j  a t  t  and i s  to ta l  employment a t  t .

From equation (1) the change in  employment of the i th  group 

(AEi ) across any time period t^ -  t Q can be shown to  be

(2) AE. = ?i  + \J± + G± + ^
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where ?i  could be lab e lled  the share e ffe c t and i s  given by

(3 )  PX = i  Qj N ( S i j 1 -  s i3 °)

w  ̂ might be termed the  s tru c tu ra l change e ffe c t and i s  measured as

J  -  -  1 0(4) W, = Z S ,. N (Q, 1 -  Qi ) i  J=1 i  J J J

and represents an overall employment growth e ffe c t given by

J  -  -  1 0(5) G. = Z S..j Qi (N -  N ) i  j = 1  U  J

Finally , L  i s  a residual term which may be ignored as in s ig n if ic an t, 

i t  being the product of three changes,

(6) R, = Z (S . , 1 -  S °) (Q,1- Q .° )  (N1 -  H°)(21) 
1 J-J J  J

In the  above, the superscrip ts represent the  two chosen (census) 

dates fo r analysis and the bars denote mean values of the va riab le  in  

question; fo r instance

Q . = Q .1 + Q .°

2
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This technique simply s ta te s  th a t when the employment change of

any one group ( a E^) i s  not in  d irec t proportion to  the  change in
1 0aggregate employment (N‘ -  N ) then the d ifference can conceptually 

be broken down in to  two components:

( 1) th a t  due to  the  change in  th a t  group1s share of each
1 0p a rticu la r  industry1s employment ( Si i  -  S. • )

(2) th a t  due to  changes in  overall d is tr ib u tio n  of to ta l

employment, i .e .  in  the importance of individual 
1 oin d u strie s  (Q. -  Q. ) w ithin which group i  i s

J  J

employed.

I t  i s  obviously a ttra c tiv e  to  in te rp re t the  share e ffe c t as

being analogous to  the su b s titu tio n  e ffec t of microeconomic theory

wherein a c e te r is  paribus increase in  the  re la tiv e  price of any one

fac to r  w ill lead  to  a reduction in  i t s  employment. I f  such an analogy

is  to  be " s t r ic t" ,  however, i t  should be noted th a t  the production

functions would be required to  be hcmothetic (fac to r price constant

output changes occur along a ray in  fac to r space) and the  qua lity  of

a ll  inputs would be required to  change a t  the same r a t e / 22  ̂ W hilst

accepting th a t  such re s tr ic tio n s  are  unlikely to  hold, each individual

section commences with a recap itu la tio n  of the r e s u l ts  fo r r e la tiv e

wage movements in  the  time period concerned, as depicted in  th e  l a s t
( 23)chapter. But, even i f  one i s  unable to  accept such an

in te rp re ta tio n , the methodology re ta in s  in te re s t  as a useful ex-post 

way of disaggregating employment change, p a rticu la rly  in  the context 

of youths whose employment has received much le s s  a tten tio n  th a t  th e ir  

unemployment.
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In the aggregate, of course, such su b s titu tio n  e ffe c ts  may be 

e ith e r  masked or reinforced by any s tru c tu ra l changes or general 

growth e ffe c ts , which have taken place through time. This, fo r 

instance, may o ffer a p a rtia l explanation as to  why the employment of 

females has grown (as de ta iled  in  Joseph (1983)) in sp ite  of the Equal 

Opportunity (1970) and Equal Pay (1975) Acts which most commentators 

agree w ill have served to  increase the price of th e ir  labour. 

In te re stin g ly , Bonnell (1982) found th a t  s tru c tu ra l changes between 

1971 and 1976 in  the A ustralian labour market had re-in fo rced  a 

perverse share e ffe c t fo r females. Equally, one might ask, and w ithin

the cu rren t framework gain seme in s ig h t in to , whether some alleged
/

re la tiv e  wage induced e ffe c ts  on youths in  employment may not more

properly be seen as a re f le c tio n  of th e ir  re la tiv e ly  heavy
( 24)concentration in  declining secto rs. '

S h ifts  share, or components of change, analysis has, of course, 

led  a chequered l i f e  in  the  l i te ra tu re .  The weight of the  c ritic ism s 

lev e lled  a t  i t  depend very much on what i s  being expected of any 

p a rticu la r application . I t s  s te rn est c r i t i c  i s  probably Richardson 

( 1978) who argues fo r the abandonment of the "prim itive technique", 

w hilst i t s  most sp ir ite d  defence i s  l ik e ly  th a t of F o th erg ill and 

Gudgin (1979). Given, however, th a t the l i t e r a tu r e  i s  so 

comprehensive (a d e ta iled  bibliography may be found in  Danson e t .  a l. 

( 1980) ) ,  only a short review of the most s a lie n t issues w ill be 

undertaken here.

The aim of the exercise i s  to  use a varian t of the re la tiv e ly  

simple standard isation  technique which has found favour, and success, 

in  other areas of investigation  to  shed fu rth e r l ig h t  on h is to r ic a l  

developments w ithin the B ritish  labour market which, to  date, have
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a ttra c te d  d iffe rin g  in te r p r e ta t io n s /2^  I t  i s  to  be stressed , 

however, th a t i t  i s  not the current aim to  use the r e s u lts  fo r 

fo recasting  purposes; which would only be possible, i f  a t  a l l ,  in  

conjunction with other techniques, as S tilw e ll (1970) argued.

Further, as Mackay (1968) points out, the components of change 

are  often lik e ly  to  be interdependent. In the  current instance, for 

example, a wage change of a group w ithin an in d u s tria l sector which 

a ffe c ts  i t s  share of employment there in  may also  a ffe c t the  fortunes 

of th a t sector through re la tiv e  cost e ffe c ts . To meet th is  c ritic ism , 

one might argue, as S tilw e ll (1970), th a t estim ated share e ffe c ts  

represent a minimum magnitude of the e ffe c t of, fo r example, re la tiv e  

wage changes. However, i t  should be noted th a t the analysis  i s

conducted as though the market was demand constrained throughout the 

period although, of course, supply e ffe c ts  may well have impinged, a t  

the very le a s t  through the average growth e ffe c t. However, th is  i s  a 

c h a ra c te ris tic  shared by many of the conventional analyses in  th is  

area such as Hutchinson e t  a l .  (1984).

F inally , the existence of the aggregation problem cannot be 

ignored, which was one of Richardson1 s (1978) major c ritic ism s of the 

sh ift-sh a re  technique. A f in e r  disaggregation than th a t  to  be used 

here, to  be discussed fu rth er below, would c learly  be desirab le . But 

even without the  changes which have occurred to  bedevil th is , i t  must 

be noted th a t, as argued previously, the SIC i s  not constructed on 

defensible economic c r i te r ia  and seme degree of in te rnal heterogeneity 

remains inev itab le . But th is  c ritic ism  notwithstanding, i t  i s  

reassuring to  note th a t the findings of F o therg ill and Gudgin (1979) 

were re la tiv e ly  in sen sitiv e  to  disaggregation a t  the SIC Order or NLH
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le v e l. However, more consideration must now be afforded to  the 

sectoral d e fin itio n s  to  be used below, as made necessary by the SIC 

changes over time.

V .i i  SECTOR DEFINITIONS

For the analyses using the  data fo r 1951-1971 inclusive  i t  i s  

possible to  id en tify  11 in d u strie s  or sectors common across SIC* s. As 

the  changes which took place over th is  time involved in te rn a l 

adjustments w ithin the manufacturing sector th is  simply e n ta i ls  

aggregating th e  individual in d u strie s  there in . AL1 other in d u strie s  

remain the same with the exception of the tran sfe r of garage re p a irs  

frcm vehicles to  miscellaneous serv ices in  1951, as noted in  the  

Appendix to  the chapter.

The manipulations needed to  perform the analysis fo r 1971-1981 

are somewhat le s s  sa tis fac to ry  than those above. However, the paucity 

of data, and consequently work done, on youth employment in  th is  

decade provides a t  le a s t  p a rtia l  ju s t i f ic a t io n  fo r the procedures 

adopted. Given the rad ical changes made to  the  SIC in  1980 i t  i s  only 

possible to  id en tify  7 broad sectors across 1971 and 1981 w ith any 

degree of exactitude. These are de ta iled  in  Table 10 where the  

sectors are defined in  terms of the 1971 SIC nomenclature. Even th is , 

however, i s  not possible with published data and recourse had to  be 

made to  unpublished data tab les , provided py the o ffice  of Population 

Censuses and Surveys, on employment by age and sex disaggregated to  

A ctivity lev e l. Nevertheless, certa in , minor irreco n c ilab le  

d ifferences remain between the c la ss if ic a tio n s  and the  adjustm ents 

made in  the l ig h t  of them are de ta iled  in  the Appendix.
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TABLE 10 : SECTOR SPLIT FOR 1971-1981
I  AGRICULTURE FORESTRY AND FISHING

I I  MININS AND QUARRYING
I I I  MANUFACTURING INDUSTRY

IV CONSTRUCTION
V GAS, ELECTRICITY AND WATER

VI TRANSPORT AND COMMUNICATION
VII OTHER SERVICES -  1971 SIC

ORDERS XXIII -  XXVII

F inally , the decision was made to  exclude those workers with 

"industry inadequately described" or with "workplace outside the 

United Kingdom" from a l l  the analyses ra th e r than adopt seme a rb ita ry  

a lloca tion  procedure. But as the numbers involved, given belcw in  

Table 11, represent scmehat le s s  than 1 per cent of a l l  in  employment 

the choice of action  i s  not c r i t ic a l ,  and the same i s  tru e  fo r each 

group taken ind iv idually . Having defined the  sectors to  be u t i l is e d  

the three sh ift-sh a re  analyses can now be performed.

TABLE 11 : EXCLUDED EMPLOYEES

YEAR INDUSTRY INADEQUATELY 
DESCRIBED

WORKPLACE OUTSIDE 
UNITED KINGDOM

TOTAL

1951(1) 18,596

1961 74,860 29,350 104,210

1971 170,100 7,320 177,420

1981 139,930 53,730 193,660

SOURCE : AS TABLE 1

( 1) in 1951 the remainder group comprised industry not s ta ted  or i l l -  

defined.
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VI. i l l  1951-1961

Each of the  following sections w ill  begin w ith a sunmary

reproduction of the re la tiv e  hourly earnings movements over the whole

of the relevan t decade based on the fig u res  presented in  the  previous

chapter; those fo r the current period being given in Table 12 below.

This should serve to  re ta in  focus on the  linkage, postulated in

theory, between wage and employment lev e ls . However, care should be

taken in  in te rp re tin g  the  information, not le a s t  because only the

extreme points of each period are considered. These include earnings

re la tiv e  to  partr-time females, although a de ta iled  in d u s tr ia l analysis

of th e ir  employment i s  not availab le . However, they have formed a

s ig n ifican t element of the  increase in  female employment over the

post>war period (Joseph (1983), Robinson and Wallace (1984)).

TABLE 12 : HOURLY EARNINGS RELATIVES 1951-1961

MALES 21+ FEMALES 21+ GIRLS <18 PART-TIME 
FEMALES 18+

BOYS <21 +8.9 +14.1 +11.5 +19.2

GIRLS <18 -2.5 + 3.2 + 6.2

FEMALES 18+ -4 .8 + 3.9

MALES 21+ + 7.3

Source: October Earnings and Hours Inquiry 1951, 1961 : Ministry of 
Labour Gazette
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Over the decade 1951-1961 to ta l  employment increased by 

1,207,011 (556). Looking a t  individual groups, young males in

employment gratf by 85,091 (6.956), young females by 25,845 (2.256), 

adu lt males by 265,957 (1.956) and adu lt females by 738,987 (13.156). 

W hilst therefore  a l l  groups shared in  the employment growth, they did 

so very unevenly. Given th a t  young males are  the  only group whose 

earnings discernibly  rose against a l l  o thers i t  may seem surp rising  

th a t  th e ir  ra te  of employment growth was ac tually  above average. 

Also, the l a t t e r  observation point followed closely upon the ending of 

conscription, which s ig n ifican tly  reduced the  intake of one large 

"employer” of young men. But i t  remains true  th a t the la rg e s t growth 

of a l l  was recorded by older females.

Before going on to  conduct the sh if ts  share analy sis  fo r the 

decade, Table 13 provides the  absolute and percentage to ta l  employment 

changes by the 11 in d u strie s  id e n tif ie d  in  order to  complete the 

background. From i t  can be seen th a t  the  la rg e s t employment growth 

occurred in  the professional and s c ie n t if ic  services and insurance, 

banking and finance. The primary industries  on the  other hand shed 

nearly 20 per cent of th e ir  1951 work-force.

(a) MALE YOUTHS

Table 14 shows th a t, in sp ite  of th e ir  increased re la tiv e  

earnings over the period, young males ac tually  increased th e ir  share 

of employment in  seven of the eleven in d u strie s . Furthermore, the 

negative element fo r public adm inistration and defence w ill r e f le c t  in  

large  p a rt the cessation of National Service in  1960. A dditionally, 

in  five  of the in d u strie s  in  which young males increased th e ir  

proportion of employment the share e ffe c t dominates the  other two.
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Also, i t  i s  of in te re s t  to  note th a t the son of the share e ffec ts  

contributes almost as much as the  overall growth e ffec t to  the  to ta l  

change in  male youth employment over the period.

TABLE 13 : INDUSTRY EMPLOYMENT CHANGES 1951-1961

INDUSTRY ABSOLUTE
EMPLOYMENT
CHANGE

PERCENTAGE
EMPLOYMENT
CHANGE

AGRICULTURE, FORESTRY & FISHING -270,739 -24.0

MINING AND QUARRYING -119,044 -14.2

MANUFACTURING 311,016 3.9

CONSTRUCTION 211,622 15.2

GAS, ELECTRICITY AND WATER 20,186 5.7

TRANSPORT & COMMUNICATION -  31,275 -  1.8

DISTRIBUTIVE TRADES 515,002 19.3

INSURANCE, BANKING & FINANCE 136,679 31.4

PROFESSIOANL & SCIENTIFIC SERVICES 596,374 39.1

MISCELLANEOUS SERVICES 29,729 1.3

PUBLIC ADMINISTRATION & DEFENCE -278,153 -16.3

TOTAL 1 ,207,011 5.5

SOURCE : AS TABLE 1

NOTE: Those with industry ill-d e fin e d , not sta ted  or working out­
side UK exluded.

Turning to  the  s tru c tu re  e ffe c ts  i t  can be seen th a t  in  a l l  

cases except manufacturing and miscellaneous serv ices th e ir  sign i s  

the  same as those fo r the industry employment changes given in  Table 

13. The reason fo r the two perverse re s u lts  can be found in  the 

in d u strie s  concerned having employment growths le s s  than th a t  which



182

TABLE 14

1951-1961 MALES LESS THAN 20 EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROVfTH TOTAL
(E-A)
ERROR

A g ric u ltu re  
F o re s t ry  4 
F ish in g

-3 ,0 4 4 -29 ,809 4,583 -28 ,2 7 0 -12

Mining 4 
Q uarrying -1,661 -10 ,039 2,465 -9 ,2 3 5 -4

M anufact­
u rin g

77,669 -5,341 22,637 94,965 16

C onstruc­
t io n 11,333 14,170 7,587 33,090 -13

Gas, E le c t .  
4 Water 242 81 724 1,047 0

T ran sp o rt 
4 Communi­
c a t io n

9,951 -4 ,2 5 5 3,096 8,792 8

D is t r ib u ­
t iv e
Trades

46,508 17,757 6,940 71,205 -73

Banking, 
In surance 
4 F inance

9,317 4,126 916 14,359 -26

P ro fe ss io n ­
a l 4
S c ie n t i f i c

-2 ,9 6 7 8,572 1,519 7,124 10

M isc.
S e rv ice s 44,759 -3 ,2 2 0 4,357 45,896 20

P ub lIc  
Admin. 4 
Defence

-130,061 -36 ,0 7 9 7,873 -158 ,267 -365

TOTAL 62,046 -44 ,0 3 7 62,697 80,706 -439
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occurred nationally . That i s ,  in  sp ite  of growing in  absolute 

employment terms, these two in d u s trie s  consituted a ana lle r proportion 

of to ta l  employment in  1961 than they did in  1951. In aggregate one 

can see th a t, over the decade, youths lo s t  employment through being 

concentrated in  re la tiv e ly  declining in d u strie s . However, th is  

adverse e ffe c t was swamped by share and growth e ffe c ts  -  the l a t t e r  of 

which i s ,  of course, constrained to  be positive  given th a t aggregate 

employment increased.

(b) FEMALE YOUTHS

As already sta ted , the  to ta l  employment of g i r l s  increased over 

the period, but ty a comparatively small amount. Again, as required 

by the methodology adopted, the growth a ffec t contributed positive ly , 

by over 60,000, to  th is  change, as shown in  Table 15. Furthermore, as 

one might in tu it iv e ly  expect, the l a s t  f iv e  service in d u strie s  

id en tifie d  produced almost a l l  of the positive  contribution to  the 

overall increase in  th e ir  employment.

No d e a r  evidence has been found to  ind icate  th a t the r e la tiv e  

earnings of young women increased during th is  decade and, in fa c t, 

they f e l l  s lig h tly  against those of young males. Nevertheless, unlike 

boys, the share of young females in  the  employment of six  of the 

in d u strie s  ded ined . Most s trik in g ly  of a l l ,  the d is tr ib u tiv e  trades 

f a l l  w ithin th is  category w hilst mining and construction ac tua lly  

emerged w ithin the minority exhib iting  positive  share con tribu tions. 

Summing the  share e ffe c ts  produced a r d a t i v d y  very large, negative 

contribution to  the overall growth of g i r l s  employment of 85 ,000. 

This was compensated fo r by individually  smaller, but overall 

dominating, s truc tu re  and growth e ffe c ts .
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TABLE 15

1951- 1 961 FEMALES LESS THAN 20 EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL
(E-A)
ERROR

A g r ic u l tu r e  
F o r e s t r y  4 
F is h in g

-1 ,2 9 5 -4 ,8 5 0 746 -5 ,3 9 9 -5

M ining 4 
Q u a rry in g 654 -651 160 163 2

M an u fac t­
u r in g -8 3 ,8 5 1 -6 ,1 1 2 2 5 ,9 0 8 -6 4 ,0 5 5 -1 2

C o n s tru c ­
t i o n 1 ,954 1,010 541 3 ,5 0 5 -2

G as, E le c t .  
4 W ater -1 ,0 5 1 36 324 -691 0

T r a n s p o r t  
4 Communi­
c a t io n - 1 ,3 3 4 -2 ,4 4 7 1 ,780 -2 ,0 0 1 - 2

D i s t r i b u ­
t i v e
T ra d e s

-1 5 ,7 3 6 35 ,4 1 4 13,842 3 3 ,5 2 0 25

B an k in g , 
In su ra n c e  
4 F in a n ce

16,115 12 ,173 2 ,7 0 2 3 0 ,9 9 0 -4 5

P r o f e s s io n ­
a l 4
S c i e n t i f i c

-2 8 ,8 9 4 2 8 ,8 0 7 5 ,105 5 ,0 1 8 100

M isc .
S e r v ic e s 16,953 -5 ,2 8 1 7 ,146 18,818 8

P u b lIc  
Admin. 4 
D efence

11,512 -8 ,1 5 8 1 ,780 5 ,1 3 4 32

TOTAL -8 4 ,9 7 3 49,941 6 0 ,0 3 4 2 5 ,0 0 2 10!



185

Turning to  the struc tu re , or in d u stria l composition, movements 

i t  can be seen th a t  young females benefited frcm being re la tiv e ly  

heavily concentrated in  in d u strie s  which grew rapidly over the period. 

In p a rticu la r, they eryqyed a heavy representation  in  the  d is tr ib u tiv e  

trades, banking, insurace and finance and professional and s c ie n t if icA
services which a l l  grew abnormally quickly. I t  i s  to  be noted, 

however, th a t th e ir  share in  the employment of two of these in d u s tr ie s  

f e l l  and in  one of them (professional and s c ie n tif ic  serv ices) th is  

influence outweighed the s tru c tu ra l e ffe c t.

(c) ADULT MALES

In re la tio n  to  i t s  i n i t i a l  value, adu lt male employment grew the 

most slowly of a l l  groups over the period under s t u d y . A s  Table 

16 shows, th e ir  re la tiv e  performance was affected  by both adverse 

share and s tru c tu ra l components. Concentrating on the share 

components f i r s t ,  one can see th a t, in  sp ite  of the fa c t th a t  male 

earnings re la tiv e  to  those of boys f e l l ,  they had a negative share 

component in  six  in d u strie s  where th a t of boys was positive . The 

la rg e s t reversal of fortune occurred in  the d is tr ib u tiv e  trad es where 

the decline in  employment on th is  score was nearly 50,000 g rea te r in  

absolute value than the to ta l  fo r a l l  share e ffe c ts . Somewhat 

surprising ly  perhaps, they made th e ir  g rea tes t inroad in to  the  

miscellaneous service industry , and th is  i t  should be remembered i s  

a f te r  taking account of the movement between SICfs of the veh ic le  

rep a irs  e tc  fLH.

In terms of the in d u stria l s tru c tu re  e ffe c t older men reg is te red  

a lo ss  of employment of a quarter of a m illion  jobs, or over 2 per 

cent of th e ir  to ta l in 1951, in a g ricu ltu re  and public adm in istration
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TABLE 16

1951 — 1961 MALES 20 AND OVER EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL
(E-A)
ERROR

A g r ic u l tu r e  
F o r e s t r y  & 
F is h in g

-5 ,5 9 6 -2 5 6 ,0 1 9 3 9 ,3 6 3 -2 2 2 ,2 5 2 -2 3

M ining & 
Q u a rry in g - 7 .7 0 5 -1 4 4 ,2 2 0 35,411 -1 1 6 ,5 1 4 -2 0

M an u fac t­
u r in g 2 6 ,6 1 8 -6 0 ,6 9 3 2 5 7 ,2 5 3 2 2 3 ,1 7 8 -1

C o n s tru c ­
t i o n -3 1 ,6 6 3 118,730 6 3 ,5 6 8 150,635 34

G as, E le c t .  
& W ater - 8 ,4 0 6 1,742 15,637 8 ,9 7 3 0

T r a n s p o r t  
& Communi­
c a t i o n

-2 5 ,5 1 2 -9 5 ,5 7 8 6 9 ,5 5 0 -5 1 ,5 4 0 -2 2

D i s t r i b u ­
t i v e
T rad e s

-1 6 8 ,0 1 6 185,254 7 2 ,4 0 7 8 9 ,6 4 5 263

B an k in g , 
In su ra n c e  
& F in a n ce

-4 3 ,1 2 7 6 5 ,4 6 2 14,531 36 ,8 6 6 118

P r o f e s s io n ­
a l  &
S c i e n t i f i c

-3 0 ,0 1 9 196,388 34 ,804 2 0 1 ,1 7 3 104

M isc .
S e r v ic e s 9 7 ,5 6 5 -3 3 ,3 7 6 4 5 ,1 6 3 109,352 44

P u b l ic  
Admin. & 
D efence

6 8 ,9 6 6 -2 5 6 ,2 1 5 5 5 ,9 1 4 -1 3 1 ,3 3 5 193

TOTAL -1 2 0 ,1 4 2 -2 9 9 ,5 8 5 6 8 5 ,6 8 4 298,181 690
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alone. These developments, the l a t t e r  of which w ill once again have

been affected  by the demise of national service, made a considerable

contribution towards the overall lo s s  frcm an unfavourable in d u s tr ia l 

concentration over the period of seme 300,000 jobs. Only the 

magnitude of the econony wide growth e ffe c t allowed ad u lt male

employment to  grow over the decade.

(d) ADULT FEMALES

The re s u l ts  fo r th is  group hold a special in te re s t  in

discussions of the fortunes of youths in  the labour market as the

growth in  th e ir  employment i s  frequently  alleged to  have been a t  the
( 27 )expense of younger w o r k e r s . "  To condition the findings, i t  w ill be 

reca lled  th a t  part>time females appear to  have become cheaper re la tiv e  

to  a l l  other groups over the period, w h ilst those working fu ll- tim e  

cheapened re la tiv e  to  male youths. Table 17 presents th e  components 

of change of the increase in  employment of th ree  quarte rs  of a m illion  

th a t  older women enjoyed between 1951 and 1961.

Looking f i r s t ly  a t  the share components, in  only two in d u s trie s , 

manufacturing and miscellaneous serv ices, were these negative.

The second of these co n stitu tes  something of a su rp rise , p a rtic u la rly  

as i t  i s  by fa r  the la rg e s t individual element in  absolute terms. But 

i t  i s  fu rth e r of in te re s t  to  note th a t in  these in d u s trie s  the share 

e ffe c ts  fo r young and adu lt males were positive , and re la tiv e ly  large . 

However, as fa r  as adu lt females are  concerned, the remaining share 

movements were su ff ic ie n t to  swamp these reversa ls ; th e  la rg e s t  

contributions coming frcm the d is tr ib u tiv e  trades and the professional 

and s c ie n t if ic  services.

The overall s truc tu ra l e ffe c t fo r adu lt females, along, of 

course, with the growth e ffec t, was also positive . Indeed, th e i r



TABLE 17

19 5 1-1 9 6 1 FEMALES 20 AND OVER EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL
(E-A)
ERROR

A g r ic u ltu re  
F o re s try  & 
F ish in g

9,934 -29,251 4 ,497 -1 4 ,8 2 0 38

Mining & 
Q uarrying 8,712 -2 ,8 7 7 706 6,541 21

M anufact­
u rin g -20 ,435 -23 ,888 101,252 56,929 -2

C o n stru c ­
t io n 18,376 3,917 2,097 24,390 -21

Gas, E le c t .  
& Water 9 ,214 165 1,447 10,826 -31

T ran sp o rt 
& Communi­
c a t io n

16,894 -12 ,567 9,145 13,472 14

D is tr ib u ­
t iv e
T rades

137,237 131,854 51,535 320,626 -2 2 |

Banking, 
Insu rance  
& F inance

17,695 30,087 6 ,679 54,461 -50

P ro fe s s io n ­
a l &
S c ie n t i f i c

61,880 272,828 48,351 383,059 -214

M isc.
S e rv ice s -159,270 -42 ,304 57,243 -144,331 -66

P ub lIc  
Admin. & 
Defence

49,583 -55 ,348 12,079 6,314 139

TOTAL 149,820 272,616 295,031 717,467 -393
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favourable in d u s tria l d is tr ib u tio n  contributed almost as much as the 

general growth e ffe c t to  th e ir  to ta l  employment increase. In 

p a rticu la r, thoy benefited enormously from th e ir  presence w ithin the 

two in d u strie s  w ithin which th e ir  employment share increased most 

markedly. In to ta l ,  therefore , confirmation has been provided th a t 

the growth in  the  importance of females began early  in th e  post-war 

period. In th is  early  ph ase, however, with the notable exception of 

public adm inistration, the evidence frcm the share components suggest 

th a t i f  th is  was a t  the expense of young people i t  was g i r ls  who 

suffered ra th e r than the  male youths. Ihe next section goes on to  

explore whether th is  pa ttern  was maintained over the following decade.

Y .iv 1961-1971

Once again whatever movements in  re la tiv e  earnings were 

d iscern ib le  in  th is  decade involved increases in  those of young males 

re la tiv e  to  other groups. However, i t  i s  to  be stressed  th a t  none of 

these were p a rticu la rly  s ig n ifican t, taking the decade as a whole.

TABLE 18 : PERCENTAGE CHANGES IN HOURLY EARNINGS RELATIVES 1961-1971

Denominator

Numerator

MALES 21+ FEMALES 18+ GIRLS <18 PART-TIME
FEMALES
18+

BOYS <21 +8.2 +7.4 +7.1 +6.7

GIRLS <18 0 -1 .5 0

FEMALES 18+ +1 .7 0

MALES 21+ 0.6

SOURCE : October Earnings Hours and Inquiry 1961, 1971 : M inistry of 
Labour and Department of Employment Gazettes.
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The magnitude of the changes in  the re la tiv e s , comparing ju s t  the two 

boundary years, i s  provided in  Table 18 and may be used as a backdrop 

to  the ensuing employment shift>share analysis. Frcm i t ,  one might 

most strongly hypothesise th a t young males would have negative share 

e ffe c ts . But before looking a t  more deta iled  changes, the broad 

employment trends over the period a re  f i r s t  presented.

Over the decade to ta l  employment increased by nearly 400,000 

( 1.6%), although there  was considerable v a ria tio n  around th is  re la tiv e  

increase across the four age-sex groups. Thus, the employment of 

young males f e l l  by over a quarter of a m illion  (20%), th a t  of young 

females by nearly 300,000 (24%) and th a t of adu lt males by around 

450,000 (3%). Therefore, the 1.4 m illion (22%) increase in  the  

employment of aduLt females was responsible fo r the whole of the 

overall positive  employment change. F inally , to  complete the 

background to  employment change over the decade, Table 19 below breaks 

i t  down by industry.

As in  the  previous decade, the la rg e s t employment growths were 

recorded in  banking, insurance and finance and the professional and 

sc ie n tif ic  serv ices, with the former increasing by two th ird s  of i t s  

o rig inal s ize . By fa r  the la rg e s t employment lo sses on the o ther hand 

were recorded in  ag ricu ltu re  and mining, where they to ta lle d  a quarte r 

and almost one h a lf , respective ly , of th e ir  1961 le v e ls . The other 

notable change over the period was the  10 per cent increase in  

employment recorded in  public ad n in is tra tio n  and defence. Given th is  

b r ie f  background, a tten tio n  can now be turned to  the s h if ts  share 

analysis.
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TABLE 19 : INDUSTRY EMPLOYMENT CHANGES 1961-1971

INDUSTRY ABSOLUTE PERCENTAGE
EMPLOYMENT EMPLOYMENT
CHANGE CHANGE

AGRICULTURE FORESTRY & FISHING - 220,630 -25.8

MINING AND QUARRYING -330,510 -45.8

MANUFACTURING -249,850 -  3.0

CONSTRUCTION 69,380 4.3

GAS, ELECTRICITY & WATER -  15,100 -  4.0

TRANSPORT AND COMMUNICATION - 109,000 -  6.5

DISTRIBUTIVE TRADES -172,690 -  5.4

INSURANCE, BANKING & FINANCE 380,370 66.5

PROFESSIONAL & SCIENTIFIC SERVICES 781,180 36.8

MISCELLANEOUS SERVICES 39,560 1.7

PUBLIC ADMINISTRATION & DEFENCE 144,990 10.2

TOTAL 317,700 1.4

SOURCE : AS TABLE 1

NOTE: Those with industry inadequately described or working outside 
UK excluded.

(aj MALE YOUTHS

Table 20 presents the re s u lts  from the sh ift-sh a re  decomposition 

of the quarter of a m illion  f a l l  in  the employment of young males 

between 1961 and 1971. As hypothesised e a r l ie r ,  the negative share 

e ffe c ts  in  ten of the eleven in d u strie s  are what one might expect in  a 

period in which the re la tiv e  wages of young men increased. Indeed



TABLE 20

1961-197! MALES LESS THAN 20 EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL
(E-A)
ERROR

A g r ic u l tu r e  
F o r e s t r y  & 
F is h in g

-2 0 ,2 3 5 -1 8 ,0 1 7 791 -3 7 ,4 6 1 21

M ining & 
Q u a rry in g -5 ,8 8 8 -1 9 ,3 6 8 434 -2 4 ,8 2 2 12

M an u fac t­
u r in g

-5 5 ,4 6 3 -2 0 ,6 2 7 6 ,3 9 2 -6 9 ,6 9 8 8

C o n s tru c ­
t i o n -4 8 ,5 5 1 4 ,3 3 0 2 ,0 3 6 -4 2 ,1 8 5 -5

G as, E le c t .  
& W ater 528 -8 2 3 205 -9 0 0

T r a n s p o r t  
& Communi­
c a t i o n

- 1 1 ,0 7 6 -4 ,7 9 1 804 -1 5 ,0 6 3 3

D i s t r i b u ­
t i v e
T ra d e s

-3 1 ,2 9 4 -1 0 ,9 2 6 2 ,1 4 3 -4 0 ,0 7 7 7

B ank ing , 
In su ra n c e  
& F in a n ce

-1 4 ,2 2 2 13,626 380 -2 1 6 -2 4

P r o f e s s io n ­
a l  4
S c i e n t i f i c

-1 4 ,1  17 9 ,9 2 9 453 -3 ,7 3 5 -1 5

M isc .
S e r v ic e s -8 ,4 3 6 361 1,465 -6 ,6 1 0 0

P u b lIc  
Admin. & 
D efence

-2 0 ,5 1 0 6 ,6 2 4 1 ,082 -1 2 ,8 0 4 - 6

TOTAL .-2 2 9 ,2 6 4 -3 9 ,6 8 2 16,185 -2 5 2 ,7 6 1 1
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having taken account of the other two components of change th e ir  

employment decreased in  every industry. The gas, e le c tr ic i ty  and 

water in d u strie s  were the only area in  which they increased th e ir  

share of overall employment and th is  benefited them by only a l i t t l e  

over 500.

Turning to  the  s tru c tu re  e ffe c ts  these were a l l  of the same sign 

as the overall employment change by industry, and w h ilst, in  to ta l ,  

they accounted fo r a lo s s  of almost 40,000 jobs th is  was le s s  than 

o n e -fif th  as many as the sun of the share e ffe c ts . The most notable 

declines on th is  score arose in  the  primary and manufacturing 

in d u strie s  w h ilst the la rg e s t gains were made in banking, insurance 

and finance and the  professional and s c ie n t if ic  serv ices. But 

although comparatively sn a il, the overall e ffe c t was th a t young males 

suffered frcm having an unfavourable in d u s tria l d is tr ib u tio n  a t  the 

beginning of the decade. F inally , the growth e ffe c ts  were, of course, 

po sitiv e  in  a l l  industrie s, but they were sna il and overa ll only 

contributed seme 16,000 jobs fo r  young men over the period.

(b) FEMALE YOUTHS

The re s u lts  of the sh if ts  share analysis on young females* 

employment change over the period 1961-1971 are presented in  Table 21. 

In to ta l ,  th e ir  employment f e l l  by almost one quarter over th is  decade 

and th is  was re fle c ted  in  job lo sses in  eight of the eleven in d u s trie s  

id en tifie d . But, unlike young males, there  was no evidence th a t  g i r l s  

earnings re la tiv e  to  adu lts  rose and y e t i t  can be seen th a t ten  of 

the share e ffe c ts  were negative. The only exception was once again 

gas, e le c tr ic i ty  and water, although th e ir  employment gain there  was



TABLE 21

1961-1971 FEMALES LESS THAN 20 EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL
(E-A)
ERROR

A g r ic u l tu r e  
F o r e s t r y  & 
F is h in g

- 3 ,2 1 8 - 2 ,8 5 0 125 -5 ,9 4 3 -3

M ining & 
Q u a rry in g -9 8 -1 ,5 0 6 34 -1 ,5 7 0 0

M an u fac t­
u r in g -1 5 3 ,1 0 8 -1 7 ,8 4 5 5 ,5 3 0 -1 6 5 ,4 2 3 -2 3

C o n s tru c ­
t i o n - 2 ,0 6 0 347 163 -1 ,5 5 0 0

G as, E le c t .  
& W ater 763 -351 88 500 0

T ra n s p o r t  
& Communi­
c a t io n

-4 ,9 5 9 -2 ,5 3 8 426 -7 ,0 7 1 -1

D i s t r i b u ­
t i v e
T rad e s

-7 8 ,2 7 4 -1 7 ,2 6 0 3 ,3 8 5 -9 2 ,1 4 9 -1 9

B ank!ng . 
In su ra n c e  
& F in a n ce

-2 0 ,0 1 6 4 1 ,3 4 5 1,154 2 2 ,4 8 3 33

P r o f e s s io n ­
a l  &
S c i e n t i f i c

-3 9 ,9 6 9 3 0 ,5 8 6 1,394 -7 ,9 8 9 41

M isc .
S e rv ic e s -4 5 ,3 5 3 444 1 ,800 -4 3 ,1 0 9 1

P u b l ic  
Admin. & 
D efence

-2 5 3 ,3 1 3 541 3 ,8 9 2 -1

TOTAL -3 4 6 ,3 1 7 3 3 ,6 8 5 14,640 -2 9 7 ,9 9 2 28



195

s lig h t. Overall the sun of the share e ffe c ts  amounted to  an

employment lo ss  of almost 350,000 for th is  group over the period.

Young females did, on the other hand, benefit from a favourable 

in d u s tr ia l d is tr ib u tio n . Thus although the s tru c tu re  e ffe c ts  were 

negative in  the m ajority of in d u strie s  the overall contribution was 

positive . This was p rincipally  due to  the  re la tiv e ly  heavy

cooncentration of young females in  the two fa s te s t  growing in d u strie s  

over the decade -  the fin an c ia l and professional and s c ie n t if ic  

serv ices. Ihe th ird  column of the tab le  presents the, necessarily  

positive , growth e ffe c ts  but, as can be seen, they were always 

comparatively small and overall accounted fo r only 15,000 jobs.

(c) ADULT MALES

The components of change fo r adu lt male employment over the 

decade are presented in  Table 22, in  which i t  can be seen th a t both 

adverse share and s tru c tu re  e ffe c ts  contributed to  the  overall decline 

of approaching h a lf-a -m illio n  in  the number of jobs held by th is  

group. In sp ite  of the fa c t th a t  there  i s  no evidence of male 

re la tiv e  earnings having risen , the share e ffe c ts , given in  column 1, 

operated to  the  detriment of th is  group in  nine of the  in d u s trie s . 

The only two exceptions to  th is  were manufacturing and construction, 

but the  gains in  men!s employment there in  frcm th is  source s t i l l  l e f t  

an aggregate share e ffe c t amounting to  a lo s s  of nearly 300,000 jobs. 

In te re s tin g ly , perhaps, the la rg e s t po sitiv e  share e ffe c t was in  

manufacturing, an industry already in  the throes of decline, w h ilst 

the la rg e s t negative component occurred in  public adm inistration  and 

defence, a sector which one might expect to  have been pioneering
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TABLE 22

1961-1971 MALES 20 AND OVER EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL
(E-A)
ERROR

A g r ic u l tu r e  
F o r e s t r y  4 
F is h in g

-2 6 ,4 4 3 -1 7 9 ,9 2 1 7 ,8 9 6 -1 9 8 ,4 6 8 -2 8

M ining 4 
Q u a rry in g -2 ,1 3 0 -3 0 6 ,7 0 5 6 ,8 7 2 -3 0 1 ,9 6 3 -3

M an u fac t­
u r in g 152,059 -2 3 2 ,7 2 4 7 2 ,1 1 7 -8 ,5 4 8 22

C o n s tru c ­
t i o n 2 3 ,0 2 8 4 0 ,4 8 2 19,038 8 2 ,5 4 8 -2

G as, E l e c t .  
4 W ater -2 2 ,4 2 4 -1 6 ,4 8 5 4 ,1 1 5 -3 4 ,7 9 4 -4

T r a n s p o r t  
4 Communi­
c a t i o n

-4 4 ,8 7 4 -1 0 6 ,2 0 2 17,824 -1 3 3 ,2 5 2 -1 2

D i s t r i b u ­
t i v e
T ra d e s

-1 0 9 ,6 7 6 -9 7 ,5 1 7 19,127 -1 8 8 ,0 6 6 -2 6

B an k in g , 
In su ra n c e  
4 F in a n c e

-5 4 ,1 7 1 187,506 5 ,2 3 4 138,569 89

P r o f e s s io n ­
a l 4
S c le n t  I f  ic

-7 7 ,0 6 6 27 1 ,9 7 6 12,398 20 7 ,3 0 8 78

M isc .
S e r v ic e s -2 2 ,2 3 4 3,231 13,103 -5 ,9 0 0 0

P u b lIc  
Admin. 4 
D efence

-1 1 4 ,3 5 0 8 7 ,7 3 5 14,326 -1 2 ,2 8 9 31

TOTAL -2 9 8 ,2 8 0 -3 4 8 ,6 2 5 192,051 -4 5 4 ,8 5 5 145
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trave l towards more equal employment opportunities between the sexes.

To an even grea ter extent than th e i r  younger counterparts, adu lt 

males suffered  frcm an unfavourable in d u s tria l d is tr ib u tio n  w ith the 

aggregate of the s tru c tu re  e ffe c ts  losing  them nearly 350,000 jobs. 

This was considerably la rg e r than the lo sses  they suffered frcm the 

share e ffe c ts . The la rg e s t individual lo s s  under the s tru c tu re  

ccmponent occurred in  mining and quarrying, the size of which was 

nearly as g rea t as the  overall employment lo s s  in  th a t  industry over 

the decade. This provides an exceptionally c lear example of how 

concentration, even in  a comparatively small industry, can strongly 

influence a work group*s fortunes through time. F inally , the growth 

e ffe c ts  provided some r e l i e f  fo r older men*s employment behaviour by 

generating almost 200,000 new jobs to  p a r tia lly  o ffse t the other two 

negative influenceces.

(d) ADULT FEMALES

Lastly, a tten tio n  i s  turned to  the  shift>share decomposition of 

adu lt females employment change over the period and the p ic tu re  i s  in  

sharp con trast to  those presented above fo r the other groups. Thus, 

in  aggregate, th e ir  employment grew by over 1.3 m illion  in  the ten  

year period. As Table 23 shows, th is  arose as the  sun of th ree  

positive  influences, of which the general growth e ffe c t was by fa r  the 

sm allest. I t  was shown e a r l ie r  th a t there  was l i t t l e  movement in  

adu lt females re la tiv e  earnings over the period and y e t the share 

e ffe c ts  a re  a l l  considerable, with the d is tr ib u tiv e  trades making the  

la rg e s t individual contribution to  the aggregate e ffe c t of nearly



TABLE 23

19 6 1-1 9 7 1 FEMALES 20 AND OVER EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL
(E-Ai
ERROR

A g ric u ltu re  
F o re s try  4 
F ish in g

49,897 -2 9 ,9 7 0 1,315 21,242 52

Mining 4 
Q uarrying 8,116 -10 ,5 0 4 235 -2 ,1 5 3 17

M anufact­
u rin g 77,188 -9 1 ,2 9 7 28,291 14,182 12

C onstruc­
t io n 27,583 2 ,030 955 30,568 -2

Gas, E le c t .  
4 Water 21,133 -2 ,4 6 4 615 19,284 4

T ran sp o rt 
4 Communi­
c a t io n

60,909 -17,451 2,929 46,387 17

D is tr ib u ­
t iv e
Trades

219,245 -8 9 ,1 2 5 17,481 147,601 51

Banking, 
Insurance 
4 F inance

88,409 127,564 3,561 219,534 -146

P ro fe ss io n ­
a l 4
S c ie n t i f ic

130,267 434,764 19,818 584,849 -881

M isc.
S e rv ice s 76,023 3 ,790 15,367 95,180 0

P ub lIc  
Admin. 4 
Defence

134,884 26,965 4,403 166,252 -38

TOTAL 893,654 354,302 94,970 1,342,926 -914
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900,000 jobs. Furthermore, in  th is  instance, the evidence i s  strong 

th a t the price of increasing the  proportion of a l l  industries  

employment fo r  which they accounted was paid by a l l  other groups in 

the market. However, in general, the e ffe c ts  were proportionately 

g rea ter fo r  young people.

The s tru c tu re  e ffe c ts  a lso  on balance operated in  favour of 

older wanen, they having been the source of over 350,000 new jobs. As 

normally expected, a l l  of these were of the  same sign as the  overall 

employment changes by industry , with the professional and s c ie n t if ic  

services providing fa r  °and away the la rg e s t individual positive  

contribution. But i t  must be noted th a t no attem pt has been made to  

separate any of the e ffe c ts  fo r females in to  th e i r  f u l l  and part>time 

components, and so the analy sis  i s  s i le n t  on actual trends in  resource 

u t i l i s a t io n .^ 2^

V.v 1971-1981

To most, th is  l a t e s t  decade covered by census inform ation w ill 

represent the most in te re s tin g . Unfortunately, the degree of d e ta il 

availab le  i s  reduced over previous decades cwing to  the  fundamental 

rev ision  to  the SIC in  1980, as discussed e a r l ie r .  Nevertheless, the 

paucity of a lte rn a tiv e  data sources s t i l l  renders even th e  lim ited  

exercise possible of seme in te r e s t .^ 0 )  I t  might be objected a t  th is  

point th a t  the ra is in g  of the school leaving age in  1973 w ill serve 

fu rth er to  bedevil analysis over th is  period. But, in p rinc ip le , th is  

had but a once over e ffec t in  reducing the  nunber of school leavers in  

the year following the passage of the A c t .^ 1  ̂ The tru th  of th is  w ill 

depend in  p a rt on the su b s titu ta b ili ty  of 15 and 16 year olds and in  

part on the asp ira tio n s  of those Mforced” to  remain
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in  school an ex tra  year compared to  what they would have been without 

the constra in t. To the  extent th a t  such e ffe c ts  operated to  b e lie  the 

once over assumption they are here ignored. Before conducting the 

analysis, however, the movements in  re la tiv e  earnings over the decade 

w ill f i r s t  be presented as background, and Table 24 provides th is  

information.

As can be seen, the most s ig n ific an t of these were the

cheapening of adu lt males re la tiv e  to  a l l  other groups of worker and

the  increase in  the  re la tiv e  earnings of young females re la tiv e  to  a l l

other groups except young males, where the movement was s lig h t. The

firm est working hypothesis would therefo re  be to  expect positive  share
(32)e ffe c ts  fo r the former group and negative ones fo r the l a t t e r .  

Before examining whether those expectations are  upheld, however, the 

general employment movements over the decade w ill be charted.

TABLE 24 : PERCENTAGE CHANGES IN HOURLY EARNINGS RELATIVES 1971-1981

DENOMINATOR

NUMERATOR

MALES 
21 +

FEMALES
18+

GIRLS
<18

PART-TIME
FEMALES

18+

BOYS <21 +11.3 -2.3 -0.9 -1.1

GIRLS <18 +23.1 +7.8 +8.7

FEMALES 18+ +13.1 +0.9

MALES 21+ -10.8

SOURCE : October Earnings and Hours Inquiry 1971, 1981 : Department 
of Employment Gazette
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Within the parameters of the present study, to ta l  employment 

f e l l  for the f i r s t  time w ith the decline of over 850,000 representing 

seme 3.6 per cent of the 1971 workforce. Three of the groups shared 

the misfortune to  a reasonably sim ilar extent, these being the  two 

male categories and younger females. Their respective  lo sses , with 

young males f i r s t ,  were 109,000, 1,158,000 and 130,000 jobs which 

amounted to  10,8 and 14 per cent of th e ir  1971 employment to ta ls .  As 

in  the  previous decades, however, the employment of older females 

increased su b s tan tia lly ; th is  time by something over h a lf-a -m illio n  

(7%).

Turning to  the  employment changes by industry, Table 25 shows 

th a t the service in d u strie s  ac tually  achieved an employment growth of 

12 per cent, in sp ite  of the  recession. AL1 other in d u strie s , 

however, returned negative employment changes to  help contribute to  

the overall decline in  those in  work. The la rg e s t of these was 

recorded in  the manufacturing sector, a trend which has in sp ired  the 

controversy surrounding Bacon and E l t i s  (1976), where the decline 

amounted to  almost 24 per cent. For the th ird  successive decade the 

primary in d u strie s  suffered double fig u re  percentage employment 

reductions, th is  time being the la rg e s t  in  ag ricu ltu re , the gross 

re s u lt  of which was th a t  the  primary sector employed over one m illion  

fewer workers in  1981 than i t  did in  1951; a reduction amounting to  

almost 60 per cent of i t s  e a r l ie r  lev e l. In the  l ig h t  of these 

general developments, a tten tio n  i s  now turned to  the d e ta iled  sh ift>  

share analysis by age-sex group.
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TABLE 25 : INDUSTRY EMPLOYMENT CHANGES 1971-1981

INDUSTRY
ABSOLUTE
EMPLOYMENT
CHANGE

PERCENTAGE
EMPLOYMENT
CHANGE

AGRICULTURE, FORESTRY & FISHING -  120,200 -18.9

MINING AND QUARRYING -  42,360 -10.8

MANUFACTURING -1,943,490 -23.9

CONSTRUCTION -  40,910 -  2.5

GAS, ELECTRICITY AND WATER -  18,770 -  5.2

TRANSPORT AND COMMUNICATION -  30,470 -  1.9

OTHER SERVICES 1,322,280 12.2

TOTAL -  873,920 -  3.7

SOURCE: AS TABLE 1

NOTE: Those with industry inadequately described or working outside 
U.K. excluded

(a) YOUNG MALES

As has been shown above, young males1 earnings over the decade 

only rose against older males and ac tually  f e l l  s lig h tly  against a l l  

female groups. However, Table 26 reveals th a t  the share e ffe c ts

worked against them most heavily in  the re la tiv e ly  female in tensive 

manufacturing and service in d u strie s . The employment lo sse s  recorded 

under th is  influence in  these in d u strie s  indeed went most of the  way 

to  ensuring th a t  the to ta l  share e ffe c t made the  la rg e s t overall 

contribution to  th e ir  to ta l  job lo ss  of nearly 125,000. But i t  should 

be noted th a t  the young males increased th e i r  overall employment in  

the service sector, an outcane only rep lica ted  in  the construction 

industry.
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TABLE 26 : 1971-81 MALES <20 EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL ERROR
(E-A)

AGRICULTURE, FORESTRY
AND FISHING 4,142 -  6,711 -  1,477 -  4,046 -6

MINING AND 
QUARRYING 1,190 -  1,521 -  750 -  1,081 -1

MANUFACTURING -5,6974 -83,048 -13,412 -153,434 126

CONSTRUCTION 8,229 1,701 -  4,949 4,981 1

GAS, ELECTRICITY 
AND WATER -  2,597 -  206 -  506 -  3,309 1

TRANSPORT AND 
COMMUNICATION -1 ,2 7 2 920 -  1,917 -  2,269 1

OTHER SERVICES -  9,381 58,378 -14,421 34,576 -13

TOTAL -56,663 -30,4BT -37,432 -124,582 109

The growth e ffe c t, of course, made a negative contribution  to  

boys employment change over the period, and th is  amounted to  some 30 

per cent of the to ta l  f a l l .  A dditionally, and fo r the th ird  

consecutive decade, th is  group suffered frcm an unfavourable 

in d u s tria l d is tr ib u tio n . In p a rticu la r, they were heavily penalised 

fo r th e ir  presence in  the  manufacturing in d u s trie s  wherein th e  overall 

employment lo s s  was the la rg e s t recorded. Indeed the s tru c tu re  e ffe c t 

there  alone was 67% of th e ir  to ta l employment lo s s  and th e  overall 

reduction in  th e ir  presence in  th a t secto r was even g reater than th is . 

But, unlike in  previous decades, the other s tru c tu ra l lo sse s  were not 

la rge  and young males benefited frcm th e ir  presence in  the service 

sector where the  employment gains amounted to  nearly 60,000.
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(b) YOUNG FEMALES

I t  w ill be recalled  th a t  the re la tiv e  earnings of young females 

increased ra th e r  more noticeably over the decade taken as a whole than 

did those of young males, but the  pattern  of th e ir  employment change, 

reported in  Table 27, bear seme fa ir ly  strong s im ila r it ie s ;  

notwithstanding the  fa c t th a t g i r l s  lo s t  20,000 more jobs overa ll. 

Thus, only in  the construction and tran spo rt in d u strie s  were there  

discrepancies in  the  sign of the  share e ffe c ts , although these were 

not p a rticu la rly  s ig n if ic an t in  magnitude. The biggest d ifferences 

occurred in  the  manufacturing and service in d u s trie s  where the  

combined excess f a l l  of sane 74,000 jobs in  the case of g i r l s  

accounted fo r nearly a l l  of th e ir  g rea ter lo sse s  due to  share e ffe c ts .

As required, the growth e ffe c t made a negative contribu tion  to  

the  g i r l s  employment change although i t  only represented 22.5 per cent 

of the to ta l ,  which was somewhat le s s  than in  the case of young men. 

In te re stin g ly , however, w hilst the  individual s tru c tu re  e f f fe c ts  a re  

of the same sign fo r beys and g i r ls  the l a t t e r  group ac tua lly  

benefited in  to ta l  frcm th e ir  in d u s tria l d is tr ib u tio n . In la rge  p a rt 

th is  resu lted  from th e ir  re la tiv e ly  heavy presence in  the expanding 

service sector and re la tiv e  under-representation in  the  markedly 

declining manufacturing sector. The overall s tru c tu re  e ffe c t of some

28,000 additional jobs, however, was in su ff ic ie n tly  large to  make 

strong inroads in to  the declines reg is te red  under the other two 

components of change.
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TABLE 27 : 1971-81 FEMALES <20 EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL ERROR
(E-A)

AGRICULTURE, FORESTRY 
AND FISHING 1,322 -  1,118 -  246 -42 -2

MINING AND 
QUARRYING 196 -  131 -  65 0 0

MANUFACTURING -82,451 -57,319 -9,257 -140,927 183

CONSTRUCTION -  2,243 129 -  377 -  2,491 -1

GAS, ELECTRICITY 
AND WATER -  651 -  95 -  234 -  980 0

TRANSPORT AND 
COMMUNICATION 1,691 517 -  1,077 1,131 1

OTHER SERVICES -  57,902 86,151 -21,282 6,967 -84

TOTAL -140,038 28,134 -32,538 -144,442 97

(c) ADULT MALES

The most s tr ik in g  fea tu re  of the re s u l ts  fo r adu lt males, given 

in  Table 28, i s  the fa c t  th a t th e ir  employment declined not only 

overa ll, but a lso  in  each industry taken ind iv idually . Furthermore, 

with the exception of manufacturing, the same pa ttern  was reproduced 

in the  share e ffe c ts  -  in sp ite  of the fa c t th a t  adu lt male earnings 

appeared to  decline re la tiv e  to  a l l  other groups over the decade. In 

p a rticu la r, they suffered heavily in  the  growing serv ice sector 

(losing  a th ird  of a m illion  jo bs). C learly, because of the 

aggregation involved, the findings here can only be taken to  represent 

f i r s t  stage re su lts , but they do seem to  strengthen the e a r l ie r  view 

th a t care should be taken in  applying the  October Earnings Inquiry



206

TABLE 28 : 1971-81 MALES 20+ EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL ERROR
(G-A).

AGRICULTURE, FORESTRY
AND FISHING -4,595 -74,668 -16,439 -95,702 8

MINING AND QUARRYING -7,051 -25,415 -12,529 -44,995 5

MANUFACTURING 93,199 -1,101,906 -177,948 -1,186,655 -205

CONSTRUCTION -44,503 18,239 -53,070 -79,334 -4

GAS, ELECTRICITY
AND WATER -9,082 -  4,214 -10,351 -23,647 3

TRANSPORT AND
COMMUNICATION -39,825 22,021 -45,912 -63,716 -6

OTHER SERVICES -330,696 763,201 -188,532 243,973 -477

TOTAL -342,553 -402,742 -504,781 -1,250,076 -676

s ta t i s t i c s  to  the econony as  a whole. But, th is  said, the po sitiv e  

share e ffe c t in  manufacturing of over 90,000 jobs was not 

inconsiderable.

The s tru c tu re  e ffe c ts  fo r adu lt males a lso  contributed heavily 

in  aggregate to  th e ir  job lo sses, w ith the decline in  the 

proportionate size  of the  manufacturing sector alone accounting fo r  

over one m illion  men. The only rea l o ffse t to  th is  came frcm the

service sector where, in sp ite  of the  groups concentration being 

comparatively low, th e ir  absolute size  ensured a positive  s tru c tu re  

e ffe c t of over th ree-quarters of a m illion . This absolute importance 

in  the labour market, however, was also the cause of the aggregate 

growth e ffe c t being the  la rg e s t contributing influence, in  absolute 

terms, to  th e ir  employment change over the decade, a fea tu re  not 

shared by any other group.
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(c) ADULT FEMALES

The re s u lts  of the sh if ts  share analysis fo r adu lt females, given 

in  Table 29, present a sharp con trast to  those of other groups. Thus, 

in  a l l  but one industry the share e ffe c t was positive  and i t s  

magnitude in  the exception, agricuLture, amounted to  le s s  than 1,000 

jobs. Also the  gains made by older females on th is  score in  other 

in d u strie s  and the increase in  the service sector of over a quarter of 

a m illion  jobs over the decade amounted almost to  the to ta l  job lo sse s  

of young people of both sexes in  the same period. Furthermore, in  the 

tra d itio n a l male bastions of mining and construction the  positive  

overall employment gain by older females was in  marked con trast to  the 

to ta l  employment changes there in .

AduLt women a lso  benefited from th e ir  d is tr ib u tio n  through the 

in d u s tria l s truc tu re  over the decade. The aggregate contribution  from 

th is  component of th e ir  employment change being, in  fa c t, the  la rg e s t 

of the th ree  and amounted to  over 400,000 jobs. This resuLt, 

however, i s  la rge ly  a function of the  developments in  the  

manufacturing and service secto rs w ith ad u lt females gaining 

approximately twice as mary jobs through the expansion of the l a t t e r  

than they lo s t  through m anufacturing's decline. The growth e ffe c ts  

were of course a l l  negative; but in  th is  instance th e ir  overall 

contribution was the sn a lle s t  recorded, thereby emphasising the 

significance of the gains made by d d e r  females. W hilst remembering 

the caveats introduced by the p a ra lle l growth in  part>time working, i t  

seems d i f f ic u l t  using the  approach of th is  section  not to  ascribe  much 

of the youth labour market problem to  the growth of ad u lt female 

p a rtic ip a tio n .
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TABLE 29 : 1971-81 FEMALES 20+ EMPLOYMENT CHANGE DECOMPOSITION

SHARE STRUCTURE GROWTH TOTAL ERROR
(E-A)

AGRICULTURE,FORESTRY
AND FISHING -868 -16,015 -3,526 -20,409 1

MINING AND 
QUARRYING 5,664 -1,305 -643 3,716 -4

MANUFACTURING 28,338 -433,090 -69,940 -474,692 -62

CONSTRUCTION 38,517 1,352 -3,935 35,934 4

GAS, ELECTRICITY 
AND WATER 12,330 -915 -2,247 9,168 -2

TRANSPORT AND 
COMMUNICATION 39,407 4,627 -9,648 34,386 6

OTHER SERVICES 249,917 859,682 -212,366 897,233 361

TOTAL 373,305 414,336 -302,305 485,336 304

VI. CONCLUSION

This chapter has examined in  seme d e ta il the developments in  

employment pa tterns which occurred over the th ir ty  year period 1951- 

1981. Throughout th is  era young people have had a re la tiv e ly  more 

heavily concentrated in d u s tr ia l employment d is tr ib u tio n  than have 

older workers of the same sex, although the d ifferences, a t  le a s t  a t  

the leve l of data disaggregation used here, are perhaps not q u ite  so 

g rea t as one might expect. Also the hypothesis th a t employment in  

aggregate i s  d is trib u ted  throughout the in d u s tr ia l s tru c tu re  in  

proportion to  group and industry importance can be resoundingly 

re jec ted  a t  each census point.
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When a tten tio n  turns to  more deta iled  employment movements over 

the period some qu ite  in te re s tin g  fa c ts  emerge. Most commentaries 

date the emergence of the c r i s i s  in  the youth labour market to  the 

1970*3. Looking a t  the increase in  th e ir  unemployment from January 

1971 to  January 1981, fo r example, such an in te rp re ta tio n  appears 

understandable. Thus in  th a t  time boys unemployment increased by

81,000 and th a t of g i r ls  by nearly 74,000. Furthermore, the evidence 

produced here shews th a t, in  large  part, th is  re f le c ts  th e ir  fa ll in g  

employment over th a t period. S ign ifican tly , however, th is  l a t t e r  was 

actually  considerably la rg e r in  absolute magnitude than the  increase 

in  th e ir  unemployment. Furthermore, the declines fo r both young males 

and young females were la rg e r  than could be accounted fo r by the 

general decline in  aggregate employment. Ihe major re sp o n sib ility  fo r 

th is  lay  with large  negative share and s tru c tu ra l e ffe c ts  in  the

manufacturing in d u strie s , although th e ir  share lo sses  in  the service 

sector were not inconsiderable, p a rticu la rly  fo r young males.

However, i t  seems ra re ly  to  be recognised th a t th is  employment 

decline began in  the  previous decade, when in  fa c t th e ir  job lo sses

were considerably g rea ter than in  the 1970's. Thus between 1961 and

1971, a decade in  which, when taken as a whole, employment was s t i l l  

increasing, the number of jobs held by young males f e l l  by a quarte r 

of a m illion  and those by young females some 300,000. Even more so 

than in  l a t e r  years th is  was due to  adverse share e ffe c ts  -  those in  

the manufacturing in d u strie s  once again and th a t portion of the

service sector formerly c la ss if ie d  as the d is tr ib u tiv e  trades being 

the most s ig n ifican t.
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As s ta ted  a t  the ou tse t, the labour market behaviour of older 

females i s  often  regarded as an important determinant of the fortunes 

of young people. I t  has been shown th a t, in  a comparative context, 

the  performance of adu lt wcmen in  the  post-war B ritish  labour market 

has been remarkable. Thus in  only 3 out of a possible 29 cases were 

th e ir  share e ffe c ts  negative, and th e ir  to ta l employment increased 

considerably in  a ll  three decades. Furthermore, they always benefited 

in  aggregate from a favourable in d u s tria l d is tr ib u tio n  or, more 

bluntly , fran  being in  the r ig h t place a t  the r ig h t time.

But, even^when account was taken of the employment developments 

fo r older workers over the whole of the period analysed, i t  emerged 

th a t the observations fo r young people, or indeed adults, couLd not 

readily  be accounted fo r by casual reference to  movements in  re la tiv e  

earnings. Several possible ra tio n a lisa tio n s  fo r th is  e x is t, not 

le a s t  of which are the degree of aggregation used in  the employment 

data and the  po ten tial de fic iencies surrounding th e  earnings 

s ta t i s t i c s ,  the l a t t e r  of which were discussed in  seme d e ta il in  the 

previous chapter. But, w hilst the  findings of the chapter are  of 

in te re s t  in  th e ir  own r ig h t, i t  has to  be recognised th a t the ana ly sis  

was e sse n tia lly  uni-dimensional and takes no account, fo r instance, of 

supply influences. When employment changes have been markedly 

d iffe ren t to  those in  unemployment, there  i s  a d e a r  suggestion th a t  

th is  issue requires seme investiga tion . Therefore, the study

tu rns to  a m ultivaria te  approach to  the  performance of young people in  

the post war labour market with unemployment being su b s titu ted  as the 

phenomenon to  be explained.
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(9)

( 10)

( 1 1 )

(12)

As such, s t ru c tu ra lis t  and pay r ig id ity  arguments are to  a 
large extent complementary.

For attem pts to  discover whether there i s  evidence of labour 
market duality  in  Great B rita in  see, fo r instance, Bosanquet 
and Doeringer (1973) and McNabb and Psacharopoulos (1981).

Sim ilar reasoning has been invoked in  c e rta in  B ritish
attem pts to  model youth unemployment, p rincipally  those of
Makeham (1980) and Lynch and Richardson (1982). However, as
brought out more fu lly  in  Chapter 5, the methodology
employed was not wholly sa tis fac to ry .

Note th a t a problem which i s  la rge ly  ignored in  the present 
chapter i s  th a t  comparisons from in s titu tio n a l 
censuses/surveys may involve d iffe ren t poin ts of the 
economic cycle.

There was a lso  a sample census in  1966. The other possible 
source of sex-age delim ited information was the old 
Department of Employment annual national insurance card 
count which ceased in  1972.

Any other seemingly reasonable d e fin itio n  of youth, save 
th a t of being aged le s s  than 25 years, i s  debarred by the 
more aggregative nature of the  early  Scottish  figu res.

Attempts to  te s t  some of the ideas can be found in  Osterman 
(1975) and Leigh (1976). Detailed c ritiq u e s  of the
l i te r a tu r e  can be found in  Wachter (1974) and Cain (1976).

Given the figu res with which these importance measures are 
to  be compared a moments re f le c tio n  w ill reveal th a t
knowledge of any th ree  w ill y ie ld  the fourth . The concepts 
are brought together in  the sh ift-sh a re  analysis of the 
following section.

I t  i s ,  therefore , simply the sun of the la rg e s t  f iv e
industry to ta ls  used in  computing CR̂ .

On the genesis of the Herfindahl see Hirschman (1964). On 
concentration measures in general see Hay and Morris (1979, 
Chapter 3 ).

On the chi-square s t a t i s t i c  see, fo r instance, Spiegel
(1972).

To ensure conformity with l a te r  years motor vehicle  rep a irs  
were tran sfe rred  from Order Head Vehicles to  Miscellaneous 
Services. See Appendix.
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(13)

(14)

(15)

(16)

(17)

( 18)

(19)

( 20)

(21)

( 22)

(23)

L egislative  provisions may, of course, be important in  these 
industries  as well as the  tran spo rt example given e a r l ie r .  
Also supply influences of the Casson (1979) type, discussed 
in  Section 1, may be important.

Note th a t w h ilst g i r ls  did not "benefit” d irec tly  from 
conscription there  may have been a in d irec t e ffe c t in  th a t 
they were su b stitu ted  fo r scarce males in  other in d u strie s .

That the measure based on a l l  in d u strie s  supports th a t  based 
on only fiv e , ra th e r than the CR- index, i s  ind ica tive  of 
the  problems caused by switching Lorenz, or concentration, 
curves.

On top of human cap ita l and redundancy pay arguments one 
should note a lso  the lik e ly  strengthening impact of 
d if fe re n tia l  turnover on these influences.

An insurmountable problem with the 1981 fig u res  i s  th a t no 
attempt was made to  control fo r the  various job c rea tion  
measures. As the re tu rn s are self-ccm pleted i t  i s  not even 
c lea r whether people on them regard thanselves as in  work or 
unemployed.

See the Appendix fo r the adjustment made to  the 1951 data to  
make th is  true .

In sp ite  of the  t i t l e s  of some of the  in d u s trie s  which 
employed a la rge  number of females, heterogeneous 
occupational s tru c tu res  and a lso  h ierarch ies w ithin  these 
e ffec tive ly  debar any conclusions regarding 
p ro fessionalisa tion  of the  female workforce (see Webster 
(1985)).

For seme suggestive evidence on th is  see, fo r example, 
Manpower Services Commission (1978). But note th a t th is  may 
be due to  some independent e ffe c ts  from the growth of jobs 
with "non-standard” work requirements (Bosworth and Dawkins 
(1981b)) fo r which young people do not, for some reason, 
compete (e .g . part-tim e work).

For completeness, however, these res idua ls  w ill  be reported 
in  a l l  actual computations.

On homotheticity see, fo r instance, Dixon e t. a l .  (1980).

Berndt and Khaled (1979) e x p lic itly  t e s t  fo r, and 
"decisively  re je c t” , homotheticity in United S ta te s  
manufacturing 1947-1951.
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(24) See below fo r the c ritic ism s ra ised  about try ing  to  iso la te  
independent causa lity ; although immedialtely i t  can be seen 
th a t th is  i s  a very " in s t i tu t io n a l is t” approach.

(25) The s itu a tio n s  i t  i s  usually employed to  analyse revolve 
around in d u stria l location , such as S tilw e ll (1969), 
Chalmers and BeckheLm (1976), Lloyd (1979); but i t  has also  
been used to  investiga te , in te r  a lia , regional policy (Moore 
and Rhodes (1973), (1976)), and employment growth (P aris  
(1970)).

(26) In the  post-war period in  general "retirem ent” (wealth?) 
e ffe c ts  appear to  counteract cohort e ffe c ts  fo r th is  group.

(27) A more de ta iled  treatm ent might attempt to  separate older 
females ty m arital s ta tu s .

(28) The National Insurance card count shows th a t  the share of 
part-tim e females engaged in part-tim e manufacturing rose 
from 12.2 to  13.7 per cent.

(29) But th is  i s  equally true  of ary employment ana ly sis  which 
does not take account of hours of work.

(30) The only other p o ss ib ility  with currently  availab le  data 
would be an exercise involving one of the sample surveys. 
However they are , in general, small and th e ir  sampling 
porperties fo r an exercise of th is  so r t unknown. The Labour 
Force Survey seems lik e ly  to  be the most premising 
a lte rn a tiv e , but th is  has oriy  been running since 1973.

(31) This point i s  taken up again in  the following chapter.

(32) See Chapter 3 for earnings movements w ithin the  decade.

(33) But note the seasonality  problem with the  youth unemployment
s t a t i s t i c s .  This i s  taken up fu lly  in  th e  following
chapter.
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For the years 1951, 1961 and 1971, whether considered alone or 

pairwise, the adjustments made to  generate the eleven in d u strie s  used 

in  the  tex t were straightforw ard. These were:

1951: M.H 81 -  Motor rep a ire rs  and garages -  tran sfe rred  from Order
VII -  Vehicles -  to  Order XXIV -  Miscellaneous serv ices.

Manufacturing comprised the sun of Orders III-XVI.

1961: Manufacturing comprised the  sun of Orders III-XVI.

1971: Manufacturing comprised the sun of Orders III-XIX.

When employment movements 1971-1981 were considered the  most 

compatible c la s s if ic a tio n  availab le  was based upon:

1971: 1. Agriculture, Forestry and Fishing -  Order I .

2. Mining and Quarrying -  Order I I .

3. Manufacturing -  Orders III-XIX.

4. Construction -  Order XX.

5. Gas, E le c tr ic ity  and Water -  Order XXI.

6. Transport and Communication -  Order XXII.

7 . Other Services -  Orders XXIII-XXVII.



215

In 1981 the comparable data was derived as follows:

1. 1980 SIC Classes 01-03.

. 2. Classes 13, 21, 23
Class 11

A ctivity  1113

3. Classes 12, 14, 15, 22, 24-26, 31-37, 41-48
Class 11

A ctivity 1115
Class 49

Groups 491, 492, 494, 495

4. Class 50
Class 11

A ctivity  1114
Class 84

Group 842

5. Classes 16, 17

6. Classes 71, 72, 74-77, 79
Class 84

Group 848
Class 93

Group 936

7. Classes 61-67, 81-83, 85, 91, 92, 94-99, 00 
Class 49

Group 493
Class 84

Groups 841, 843, 846, 849
Class 93

Groups 931-933

The information necessary for th is  rec o n c illia tio n  to  be made i s  

contained in  "Standard In d u stria l C lassifica tio n  Revised 1980: 

R econcillia tion  with Standard In d u stria l C lassifica tio n  1968”, Central 

S ta t is t ic a l  O ffice, 30th June 1980. The additional data necessary i s  

contained in  the unpublished version of Table 13 of the 1981 Census of 

Economic A ctivity re tu rns (DT's 5069 U and 5070 U) held by the Office 

of Population Censuses and Surveys.
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Certain, minor irreco n c ilab le  d ifferences do remain, however, 

between the compressed 1971 SIC and i t s  equivalent fo r 1981. This was 

due to  certa in  A ctivity headings (the sm allest u n it of enumeration) 

comprising previous MLH's which overlap two of the seven categories of 

the reduced c la ss if ic a tio n  used in  the te x t (RC's 1-7). These were:

1. A National Coal Board mining research establishm ent placed in  

A ctiv ity  1113 (RC 2). Formerly in  M.H 876 (RC 7).

2. Processed and macadam coated limestone, dolomite and g ran ite  and 

sand and gravel coated macadam in  A ctivity  2450 (RC 3). Formerly 

in  M.H*s 102 and 103 (RC 2).

3. Wholesale slaughtering of animals fo r hunan consumption and th e ir

subsequent processing in  the slaughterhouse in  A ctivity  2450 

(RC 3). Formerly in  MLH 810 (RC 7 ) .

4. Animal by-products from knackers e.g . hooves, hides and 

unrendered and crude f a t  in  A ctivity  4126 (RC 3 ). Formerly in 

NLH 899 (RC 7).

5. Small bakehouses attached to  r e ta i l  shops only in  A ctivity  4196 

(RC 3). Formerly in  MLH 820 (RC 7).

6. Customs agents in  A ctivity  7700 (RC 6). Formerly in  M̂H 865

(RC 7).

7 . Railway vehicle h ire  and perambulator h irin g  in  A ctivity  8480

(RC 6). Formerly in  H H 's 832 and 821 respective ly  (RC 7).

8. School crossing p a tro ls  in  A ctivity 9130 (RC 7 ). Formerly in  MLH 

709 (RC 6).

9. Colleges fo r a ir l in e  p ilo ts  in  A ctivity 9330 (RC 7 ). Formerly in  

NLH 709 (RC 6).
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I .  INTRODUCTION

W hilst young people have ju s t  been shown to  have been losing

jobs more or le s s  continuously throughout the post-war period, the

development which a le rted  the  public*s a tten tio n  to  the  fa c t th a t

there  might be a problem in  the youth labour market was the

tremendous increase in  th e ir  unemployment in  the  1970*s. They were

not, of course, the only group to  su ffe r the consequences of the

deepest B ritish  recession since the 1930f s; but, r ig h tly  or wrongly,

their* s was the p lig h t which, in  many quarters, a ttra c te d  most

concern and clamour fo r resources to  a lle v ia te  the perceived malady.

The problem, shared w ith many other Western nations, was not

an tic ipa ted  and the  governmental response was a fire -b rig ad e  campaign
( 1 )which in te n s if ied  as the problem worsened ra th e r than petered ou t.

But rea l progress required an explanation of why the leve l of 

youth unemployment increased so dram atically. Unreconstituted 

Keynesians have, what appears a t  le a s t  to  be, a f a i r ly  simple 

explanation, and consequent remedy (Kennedy (1985)); but the i n i t i a l  

reaction  must be th a t  they are missing something. In consequence, 

several stud ies of the behaviour of youth unemployment through time 

have been undertaken, in th is  country and elsewhere, although the  

re s u lts  show su ff ic ie n t d iversity  th a t one must conclude th a t the 

answers are  not y e t a l l  in. This and the  following chapter therefo re  

attem pt to  shed seme new l ig h t  onto the problem. The next section  

se ts  the  scene by looking a t  the behaviour of youth unemployment 

through tune and defining those aspects of i t  which w ill form the 

subject of l a te r  analysis. More su b stan tia lly , Section I I I  builds on 

the general groundwork undertaken in Chapter 2 and
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discusses in  d e ta il the lik e ly  sp ec ific , em pirically measurable, 

influences on the aggregates in  question. This i s  then followed in  

the next chapter by more d e ta iled  data considerations and then 

estim ates of the proposed models.

I I .  POST WAR BRITISH YOUTH UNEMPLOYMENT

The choice of d e fin itio n  one can adopt in  a study of youth 

unemployment i s  once again constrained by the availab le data. The 

one which has received the  most a tten tio n , a t  le a s t  in  published 

work, has been of young people aged le s s  than 20. But i t  i s  also 

possible to  obtain tim e-series information on the  unemployment of 

young people aged le s s  than 18. In an attem pt to  guard against undue 

concentration on one, fa ir ly  lim ited, se t  of data i t  i s  the  present 

in ten tion  to  focus on the  l a t t e r  d e fin itio n , and thereby make use of 

the ex tra  information th a t th is  contains. Because of changes in  the  

d e fin itio n  of the unemployment s t a t i s t i c s  and the confounding e ffe c ts  

of the increased coverage of the job creation  measures, now to  be 

discussed in  more d e ta il , a tte n tio n  w ill be focussed on the 

observation period 1950-1982.

Of necessity , o f f ic ia l  measures of unemployment a re  based on 

seme, more or le s s  a rb itra ry , c r ite r io n  of enumeration. Up u n til  

October 1982 the d e fin itio n  used in  Great B rita in  was based on the

physical a c t of indiv iduals reg is te rin g  as out of work w ith the

relevan t government agency. I t  i s  now a commonplace th a t  the 

incentive to  re g is te r  i s  lower fo r those not po ten tia lly  e lig ib le  fo r 

unemployment benefit, for which re g is tra tio n  was a requirement 

additional to  joblessness, and th a t th is  p a rticu la r b ias a ffe c ts
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those with the weakest labour market attachment, such as youths and
(21married wcmen, the most. '  But, surrounded by some controversy, the 

d e fin itio n  was changed in  October 1982 to  include only those 

reg is te red  and e lig ib le  fo r benefit. Whether the change had any 

underlying economic log ic  i s  not pursued, but i t s  immediate 

consequence was to  reduce the o f f ic ia l  published count of 

unemployment. The figu res  before and a fte r  th is  watershed are 

therefo re  somewhat inconsis ten t and th is  c o n stitu te s  one of the 

reasons fo r term inating the observation period in  1982.

The second reason fo r not using the  most recent observations i s

based on the caveats th a t have to  be introduced about the

unemployment figu res  because of the increased leve l of d irec t

government in terven tion  in  the labour market. W hilst more or le s s

a l l  groups have been affected  in  one way or another, the  battery  of

schemes which have had a d ire c t focus on young people began with the

Job Creation Programme and Recruitment Subsidiary fo r School-Leavers

in  1975. A worsening labour market s itu a tio n  brought about the

steady evolution of these re la tiv e ly  minor measures in to  the  unified

Youth Training Scheme, operational from September 1983, which now

o ffe rs  guaranteed 24 month tra in in g  fo r  unemployed school-leavers.

These developments are c learly  important, but there  appears to  be no
(4)sa tis fac to ry  way of taking account of then in  aggregate analyses.

Up u n til  March 1974 data was co llec ted  on unemployed youngsters 

aged le s s  than 18 on a monthly basis. But a f te r  th is  date an age 

analysis of the unemployed stock was only made availab le bi-annually , 

commencing in  July 1974. The s itu a tio n  improved from January 1978 

when the fig u res  were made availab le  quarte rly , but the upshot i s



220

th a t fo r analy tica l purposes the f u l le s t  in f  oration i s  available by 

concentrating on the January and July  unemployment s ta t i s t i c s .  These 

are p lo tted  in Figures 1 and 2, fo r  males and females respectively , 

frcm which one can c learly  see the dramatic increase in  youth 

unemployment in  the mid-1970s which provoked so much in te re s t .

P rior to  1974 the data could be construed as representing a tex t 

book p icture  of the time se ries  behaviour of an economic magnitude in  

a system subject to  random shocks, although note th a t the  January 

fig u res  fo r the 1950!s are uniquely low and stab le . After 1974 the 

level of youth unemployment proceeded to  r is e  around ten  fo ld , and 

has since shown no sign of return ing  to  former le v e ls  -  even when 

account i s  taken of the micro-boom of 1978-79.

The next fea tu re  of the s t a t i s t i c s  which should be noted i s  

th e ir  marked seasonality . This i s  usually put down to  the  influx  of 

school-leavers onto the market a t  certa in  times of the y e a r . ^  The 

popular argument i s  th a t  youth unemployment i s  higher in  July than 

January because the former i s  the time when most school-leavers en te r 

the market. However, as shown in  Figures 3 and 4, th is  has only been 

true  since the mid 1960!s, and only sig n ifican tly  so since the mid 

1970*s when school-leaving arrangements began to  be r e l a x e d .^  

Prior to  th is , the simmer exodus frcm school had i t s  major impact on 

the  unemployment s t a t i s t i c s  in  August. Also January has always 

represented a loca l peak in school-leaving -  a t  le a s t  in  so fa r  as 

the leavers were not immediately absorbed in to  employment -  and in  

the 1950*s one where the nunber of unemployed school-leavers exceeded 

th a t in  Ju ly . Furthermore, January has a lso  represented something of 

a seasonal peak fo r the unemployment of young people excluding 

school-leavers.
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The net re s u lt  of a l l  th is  i s  th a t analyses of youth

unemployment wishing to  incorporate most of the post-war period have

availab le  only two observations per year. But these are beset by a

peculiar mix of switching seasonality  problems which i t  would be

in fe lic ito u s  to  argue can sa tis fa c to r i ly  be handled i f  one merges the

two se rie s . To reduce, but not elim inate, these d i f f ic u l t ie s

a tten tio n  in  l a t e r  work w ill  therefore  focus on the data fo r each
( 7 )month taken separately . "  Also i t  i s  a q u ite  common practice  to  

investiga te  the figu res both including and excluding school-leavers -  

the group who are  responsible fo r many of the foregoing problems -  

and th is  w ill be done in  the two standard isations of th is  raw data 

now to  be described.

I t  i s  d e a r ,  however, th a t  these raw unemployment f ig u res  do not 

fu lly  r e f le c t  the whole p ictu re  regarding the "problem” of youth 

unemployment. Even i f  the incidence of unemployment was a random 

phenomenon, changes in  the size  of the population a t  r is k  in  

p a rtic u la r  groups would change i t s  l e v d  amongst them. In short, the 

raw fig u res need defla ting . I f  one i s  using regression  techniques 

th is  can be achieved by introducing a term on the  r ig h t hand side 

measuring the relevan t population. But th is  has not been the 

strategy adopted in  previous stud ies of B ritish  youth unemployment. 

Ostensibly, the sim plest a lte rn a tiv e  way to  achieve the aim i s  to  

de fla te  the unemployment fig u res  d irec tly  by the  a t  r is k  population. 

In labour market stud ies i t  i s  conventional to  define th is  as the 

nunber w ithin the  labour force: namely those in  work plus those 

reg is te red  as unemployed. By scaling  up the derived quo tien t one 

a rriv es  a t  a percentage ra te  of unemployment fo r the group in  

question, and th is  w ill form one of the concepts of youth 

unemployment th a t w ill be modelled here.
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The four se rie s  th is  generates are depicted in  Figures 5 and 6, 

fo r males and females respective ly . This data, which i f  youths were 

homogeneous, would e sse n tia lly  give the probability  th a t any one 

taken a t  random were job less , portrays much the same p ic tu re  as the 

raw unemployment fig u res  and w ill not be commented upon in d e ta il . 

But note should be made of the d iff ic u lty  surrounding the  possible 

endogeneity of the labour force d e fla to r and, in  the same vein, of 

the  provocative piece by Wachter and Kim (1982) wherein schooling, 

fo r instance, i s  regarded as a (choice) economic a c tiv ity  and, as 

such, as properly belonging in  the  denominator.

As the fig u res  ind ica te , there  are d isco n tin u itie s  in  the data 

in  the  1970's, for which defic iencies in  the  youth labour force 

information are  responsible. Up u n til  1972 the annual national 

insurance card count provided an age and sex breakdown of the  labour 

force a t  each mid-year. Thus, accurate unemployment ra te s  could be 

derived fo r one or two months of each year, subject to  the  sampling 

e rro r of the card count i s e l f ,  with the accuracy of the estim ates fo r 

the remaining months depending on the degree of seasonality  in  the  

workforce, and on i t s  tim e-path of change between years. These are, 

of course, qu ite  important caveats, but i t  appears th a t  they have 

received ra th e r g rea ter emphasis in  stud ies of unemployment 

genera lly .v '

Following the  cessation  of the age delim ited labour force count 

i t  was not possible to  construct percentage unemployment f ig u re s  fo r 

young workers u n til the Department of Employment began i t s  age-ra te  

unemployment analysis in  Ju ly  1 9 7 5 .^  The e ffe c t of th is  i s  th a t 

the  January se rie s  has th ree  missing observations and th a t  fo r July
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tw o .^ ^  This, of course, represen ts an additional caveat, as does 

the fac t th a t  the labour force denominator estim ates were derived on 

a d iffe ren t basis fo r the d iffe ren t portions of the sample.

The se rie s  display the same so rt of seasonality pa ttern s th a t  

were encountered with the raw unemployment f ig u res . 11 * As there, 

th is  in  p a rt r e f le c ts  the  behaviour of unemployed school-leavers. 

But i t  i s  not s t r ic t ly  possible to  conduct th is  analysis excluding 

the influence of th is  group, in sp ite  of the attem pts to  do so by 

Makeham (1980). W hilst the d e fin itio n  of the variab le  he constructs 

(see ib id  p .93) i s  somewhat unclear, i t  appears th a t  he deducted the  

nunber of unemployed school-leavers from both the unemployment 

numerator and the  workforce denominator. This, however, leaves those 

school-leavers who actually  found work in  the d iv iso r, which not only 

introduces measurement b ias but does so in  a way th a t i s  unlikely to  

be in v arian t with the cycle, given the usual argument th a t school- 

leavers have the most cy c lica lly  sen sitiv e  employment prospects. As 

there appears to  be no availab le  escape frcm th is  problem, the d irec t 

examination of a ra te  of youth unemployment excluding school-leavers 

must be abandoned.

In recognition of the  objections th a t  might be ra ised  against

the use of the percentage unemployment fig u res , a second strand of

the analysis w ill  focus on the  absolute unemployment of youths
( 12)re la tiv e  to  th a t of aduLts. '  This amounts to  an examination of 

the d is tr ib u tio n  of the unemployment burden through time, (toing to  

the problematic nature of the reg is te red  unemployment s t a t i s t i c s  fo r 

older females, researchers often  choose to  focus th e ir  a tten tio n  on
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the unemployment behaviour of adu lt males. But as adu lt women are 

but time-dated g i r ls  i t  seems appropriate to  model th e ir  re la tiv e  

unemployment in  addition to  th a t of youths of both sexes re la tiv e  to  

older males.

Using th is  absolute data on the  age composition of the 

unemployed stock does allow one to  see whether school-leavers appear 

to  have a serious influence on the  r e s u lts  of the modelling exercise. 

Thus one i s  able to  measure the numerator both including and 

excluding school-leavers, and th is  w ill  be done fo r both the January 

and July months. The re su ltin g  twelve unemployment r a t io s  are 

p lo tted  in  Figures 7-10, and c learly  provide a d iffe re n t perspective 

to  the youth unemployment problem.

Those charting th a t of young re la tiv e  to  older males are  

presented in  Figures 7 and 8, and i t  i s  read ily  apparent th a t there 

i s  a good deal of v a ria tio n  to  be explained. But perhaps most 

in te re s tin g  i s  the s itu a tio n  from 1974 onwards. When school-leavers 

are included the  ra t io s  r is e  rapidly up to  1977, level o ff  and then 

proceed to  f a l l  qu ite  sharply. But the same pattern  i s  not found in  

the figu res which exclude school-leavers. Thus w h ilst there  was some 

increase in  1974, i t  was not nearly so dramatic as th a t above, and 

lev e lled  o ff  a f te r  one year in  the case of the January observations 

w h ilst those fo r July began to  decline beyond 1975, and achieved 

th e ir  lowest ever leve l in  1982. Those looking a t  the re la tio n sh ip  

between the unemployment of g i r ls  and adu lt men including school- 

leavers are  given in  Figure 9 and they look very sim ilar to  the  

equivalent figu res using young males in  the numerator, except th a t 

they do not r is e  to  q u ite  such a high peak. When school-leavers are  

excluded (Figures 8 and 10) one again sees the early  cyclica l pa ttern
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but, a f te r  the i n i t i a l  increase in  the mid 1970fs, both the 

observations fo r January and July decline q u ite  markedly to  the end 

of the data period. F inally , looking a t  the data fo r g i r ls  re la tiv e  

to  older women, given in  Figure 10, a l l  display considerable 

v o la t i l i ty ,  especially  when school-leavers are excluded. But a l l  

share the common fea tu re  th a t they declined markedly in  the  l a s t  few 

years of the observation period. I t  i s  tempting to  venture th a t th is  

evidence i s  consisten t with the various job creation  measures having 

worked to  the comparative benefit of younger workers. But the data 

could a lso  be consisten t with various other hypotheses and i t  seems 

w isest to  reserve judgement on th is  issue, a t  le a s t  when using the 

present data se t. However, before ending th is  summary descrip tion , 

one fu rth er s ta r t l in g  observation should be made. This i s  th a t, when 

school-leavers a re  included, h a lf  of the  recorded stock of unemployed 

females in  1976 was under 18 years of age. This i s  a p a rticu la rly  

s ta rk  reminder of the importance of the problem a t  hand.

Before going on to  propose a model fo r explaining the above

noted movements in  youth unemployment i t  should be noted th a t  one

can, in  p rinc ip le , exclude school-leavers from the analysis w ithout

having to  argue th a t they form a ,fnon-competing group” (Cairnes

(1874), Mill (1909)) with other youths, provided th a t in  a sing le

equation framework a true  reduced form i s  modelled. ,J/ However,

idea lly  simultaneous estim ation of the appropriate s tru c tu ra l forms

would be the  goal, but the  id e n tif ic a tio n  problems appear to  be 
(14)immense. '  Nevertheless, the issue of sim ultaneity i s  returned to , 

a lb e it  in  a s lig h tly  d iffe re n t form, in the  following chapter.
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III. THE DETERMINANTS OF YOUTH UNEMPLOYMENT
This section aims to  es tab lish  the  most important lik e ly  

influences on the aggregate ra te  of youth unemployment and on the 

absolute to ta l  of th e ir  unemployment re la tiv e  to  th a t  of adu lts. 

Where these d iffe ren t measures demand a lte rn a tiv e  d e fin itio n s  of the 

explanatory variables, or where the  in te rp re ta tio n  of th e ir  meaning 

d iffe rs , th is  w ill be signalled  as the discussion proceeds. As the 

estim ation methodology w ill, a t  le a s t  in i t i a l ly ,  be reduced form, the 

ensuing discussion w ill not be a sequential one of demand and supply 

influences; although, of course, these w ill be considered under each 

individual heading. The cycle w ill be considered f i r s t ,  as young 

people a re  often considered to  be one of the  groups most sen sitiv e  to  

i t s  v ic iss itu d e s . Also sane discussion of the po ten tia l e ffe c ts  of 

the 1960*s ,!shake-outTf of labour w ill  be undertaken a t  th is  stage. 

This w ill be followed ty a consideration of the importance of youth 

wages on th e ir  labour market prospects, which follows on frcm the 

work of Chapter 3. Most early  work on unemployment, and c e rta in  

l a t t e r  day pieces, focussed on i t s  s tru c tu ra l component; th a t  is ,  the 

d is tr ib u tio n  of workers throughout the secto rs of the economy which 

exh ib it d if fe re n tia l  ra te s  of growth. This therefo re  c o n s titu te s  the  

next influence on youth unemployment to  be examined. Following th is , 

th e  ro le  of labour supply in the  determination of unemployment i s  

considered. Then the controversial influence of unemployment benefit 

i s  fu rth e r considered, following on from the preamble in  Chapter 2. 

Female labour force pa rtic ip a tio n  i s  the  l a s t  su b stan tia l top ic  

covered, with a b r ie f  discussion of various possible s h i f t s  and 

trends in  youth unemplcyment re la tio n sh ip s closing the section .
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Ihe chapter i t s e l f  concludes with a swmary of the principal

conclusions in  preparation fo r the estim ation to  be undertaken in  the 

next chapter.

I H . i  THE CYCLE

That the  fortunes of youth, or any other group, in the  labour

market are  re la te d  to  the stage of the cycle i s  a ccmmonplace notion.

Hansen, fo r instance, wrote

"Wesley M itchell, in h is  Business Cycles : The Problem and 
I t s  Setting  (1927) defined business cycles a s  a fluc tua tion  
in  aggregate economic a c tiv ity . The most a ll- in c lu s iv e
m anifestation of aggregate economic a c tiv ity  i s  the rea l 
income, or output, of a nation. Closely re la ted  th e re to  i s  
the  volune of employment."
(Hansen (1964) p .4)

EquaTly*^in a m icro-theoretic  se ttin g , i f  firm s a re  output 

constrained w ith^capital fixed  in  the short Tun, then

(1) Q = f(L)

implies

(1a) L = r 1(Q)

where Q i s  the  leve l of output and L the  labour input.  ̂ Thus one 

frequently sees functional re la tio n sh ip s posited between labour and 

output which appear to  support the above d e fin itio n  of the cycle. But 

re la te d  research in  th is  area should a le r t  one to  proceed w ith 

caution. F ir s t  of a l l ,  equations (1) a re  en tire ly  technological and 

reveal nothing in  themselves of the actual behaviour of firm s. Indeed 

there  i s  now a large  l i te ra tu re ,  inspired  on the  empirical leve l by 

the works of Ball and St Cyr (1966), Brechling (1965) and Kuh (1965),



238

which suggest th a t the technologically e f f ic ie n t  leve l of employment

w ill ra tio n a lly  often not p r e v a i l . T h e  reason i s  simply the

existence of adjustment costs preventing firm s actually  achieving

ultim ately desired ( i .e .  minimun) lev e ls  of employment in  the  short- 
( 17}run.'* This would appear to  render the level of employment, or i t s  

ra te  of change, a po ten tia lly  misleading proxy for the qyde, 

p a rticu la rly  a t  plateaus or va lleys of demand when employment may 

s t i l l  be adjusting.

But the l i t e r a tu r e  on youth unemployment, both in  B rita in  and 

the United S ta tes, uses an adu lt unemployment ra te  as "a cyclical 

aggregate demand variab le" (Wachter and Kim (1982)). For instance, as 

well as the source c ited , Makeham (1980), Lynch and Richardson (1982) 

and Freeman (1982) use such a measure in  unemployment studies, w hilst 

Clark and Simmers (1982) use one to  explain y o u th ^ tra n s itio n  

p ro b ab ilitie s  and Meyer and Wise (1982) adopt the^same^approach in  a 

stucfy of the weeks worked by youths.

This p ractice  i s  open to  c e rta in  possible objections, 

p a r t ic i ia r ly  in  a B ritish  context. In the f i r s t  place, i f  an 

unemployment measure i s  to  be used as a cyclical ind icator i t  should 

presumably be one re la tin g  solely to  groups w ith more or le s s  to ta l  

labour force attachment and re g is tra tio n  propensity to  guard against 

hidden unemployment and discouraged worker e ffec ts . All of the 

American stud ies appear to  do th is  by se lec ting  an unemployment ra te  

fo r prime age males, usually qu ite  narrowly defined. B r itish  stud ies, 

however, have tended to  use aduLt female unemployment as the  cyclical 

ind ica to r when examining female youth unemployment. A p a rtia l defence 

might be the degree of segregation between males and females. 

However, le g is la t iv e  changes a ffec ting  womens' propensity to  re g is te r ,



principally  the Social Security Pensions Act 1975 (see E lias (1980)),

cast fu rth e r doubts on the  consistency through time of th is  figu re  as
(19)a measure of economic a c tiv ity . ■

However, even i f  the prime age male unemployment ra te  were

chosen, there has been a t  le a s t  one sharp break in  i t s  re la tio n sh ip  to  

output in  the  post-war period. Ib is , of course, re fe rs  to  the much 

researched "shake-out" of labour around 1966-68. Then the passage of 

the Redundancy Payments Act (1964) and the  National Insurance Act

(1966) appear to  have prompted employers to  reduce the extent to  which 

they hoarded labour (Taylor (1970), (1972), Mackay (1972), Foster 

(1 9 7 * 0 ) .^ ^  Thus the adu lt male unemployment fig u res seem lik e ly  to  

su ffe r from time se rie s  inconsistency and therefo re  to  be, a t  best, a 

dubious proxy fo r aggregate demand.

This i s  not, however, to  say th a t the re la tio n sh ip  between youth 

and adu lt unemployment i s  of no po ten tia l in te re s t  in  i t s e l f .  One 

might indeed, in ce rta in  circumstances, be in te re s ted  in  the

h is to r ic a l re la tio n sh ip  between adu lt male unemployment and the

unemployment of young workers. The policy problem here i s  whether the 

determinants of the adu lt unemployment measure are su ff ic ie n tly  well 

known, and the  re la tio n sh ip  between group unemployment ra te s  

su ff ic ie n tly  s tab le , fo r the answer to  be usefu l.

But side-stepping these problems fo r the moment, what are  the 

apparent simple re la tio n sh ip s between the unemployment ra te s  of youths 

and those of older males (defined as 18 plus)? This was e sse n tia lly  

the re la tio n sh ip  examined in  the early  Feldstein  (1973) paper which, 

although not wholly sa tis fac to ry  (see, for example, the d iscussants
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comments attached to  th a t work), w ill provide a useful reference point 

and springboard to  l a te r  discussion.

Table 1 below presents the r e s u lts  obtained frcm regressing the 

unemployment ra te s  of male and female youths (including school- 

leavers) on the unemployment ra te s  of ad u lts  of both sexes separately  

a t  January and JuLy for the period fo r  which the relevan t data i s  

availab le , namely January and July fo r the period fo r  which the 

relevant data i s  availab le , namely January 1950 -  July 1972

(inclusive) and Ju ly  1975 -  Ju ly  1982 ( i n c l u s i v e ) W h i l s t  the 

unemployment behaviour of adult females has in  general been regarded 

as a ra th e r unreliab le  s t a t i s t i c  due to  changes in  national insurance 

regulations e tc . i t  i s ,  a t  th is  stage, included fo r  the sake of 

completeness.

By the usual s t a t i s t i c a l  c r i te r ia  the equations appear to  work 

reasonably w ell. In p a rticu la r, whether ad u lt male or ad u lt female 

unemployment i s  used, the  co effic ien t i s  of the co rrect sign and 

highly s ig n ific an t in  a l l  equations. In addition , the overall f i t  of 

the  equations modelling th e  unemployment ra te  of young males i s  

reasonable. Furthermore, in  only the f i r s t  equation does the DW 

s t a t i s t i c  achieve a value which might suggest the  p o ss ib ility  of 

(negative) se r ia l co rre la tion  with two independent variab les.

In analyses such as th is , the magnitude of the c o e ffic ien t on 

the "true" explanatory variab le  acquires seme sign ificance. In 

p a rticu la r, under the assumption th a t  both youth and ad u lt 

unemployment are subject to  the same influences, one i s  in te re s te d  in  

which i s  the  more sen sitiv e  to  the  underlying forces. At i t s  sim plest 

th is  reduces to  whether the co effic ien t on adu lt unemployment d if fe r s  

from unity.
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In the curren t instance they appear to  be implausibly la rg e , 

p a rticu la rly  when adu lt female unemployment i s  used as the dependent
t

variab le . Thus w h ilst one might reasonably expect teenage 

unemployment to  be more cy c lica lly  sen sitiv e  than th a t of adu lts, one 

must express su rp rise  a t  c o effic ien ts  ind icating  th a t i t  i s  between 

2.5 and 5 times as sensitive , as do those in  the tab le . Indeed, 

concentrating on only the f i r s t  equation, the co effic ien t on adu lt 

male unemployment there in  i s  sane 69 per cent la rg e r  than th a t 

achieved on American data reported by Feldstein  (1973) fo r the period 

1954-1972, using basica lly  the same model. I t  i s  a lso  la rg e r  than 

th a t reported by Makeham (1980) when he regressed the unemployment of 

males aged le s s  than 20 (excluding school-leavers) on the  to ta l  adu lt 

unemployment ra te  (Table A5 p.97) fo r the period 1959-1976 in  Great 

B rita in . Hcwever, the co e ffic ien t there  of 2.3 i s  a lso  ra th e r la rge . 

In tu itiv e ly  i t  seems reasonable to  a s se r t  th a t an itted  v ariab les  are 

introducing b ias in to  the re su lts , both here and in  the  comparisons 

c ited . But before going on to  develop the model in  f u l l  i t  i s  of 

in te re s t  to  consider two simple extensions to  th is  very basic 

framework which help to  h igh ligh t th is  a n itted  variab le  b ias.

The f i r s t  of these i s  to  introduce a time trend to  account fo r, 

a t  le a s t  some of, the influences which have been ignored. As can be 

seen from the re s u lts  given in  Table 2, not only i s  th is  positive , and 

s ig n ific an t in  the equations using adu lt female unemployment, i t  also 

serves to  reduce the magnitude of the c o effic ien t on the cyclical 

ind ica to r. Even without any fu rth er reasoning as to  the contents of 

the vector of youth unemployment determinants, such a re s u l t  should 

serve to  issue caution regarding the estim ates obtained from the very 

simple analysis.
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Secondly, in  the l ig h t  of the debate concerning the shake-out of 

labour in  the  mid to  la te  1960fs, i t  was decided to  examine, in a 

preliminary manner, whether th is  had an apparent long-term e ffec t on 

the  d is tr ib u tio n  of unemployment between young and older workers. For 

the present, although the issue  w ill  be taken up in  more d e ta il in  the 

following chapter, th is  i s  done v ia  the medium of th ree a lte rn a tiv e  

dummy variab les, on account of the d iff ic u lty  of precisely  dating the 

event of in te re s t. These a re  defined as

D1 = 0 1950-1965

= 1 1966-1982

D2 = 0 1950-1966

= 1 1967-1982

D3 = 0 1950-1967

= 1 1968-1982

and the  re s u lts  frcm including each in  turn , along w ith each of the 

aduLt unemployment measures, a s  independent variab les are presented in  

Table 3.

W hilst th e  measures a re  not s ig n ific an t when the  adu lt male 

unemployment ra te  i s  used as the cyclica l ind ica to r, they are 

consisten tly  positive  and do achieve significance when entered in  

conjunction with the female unemployment ra te . This i s  not ye t being 

trea ted  as evidence of some shake-out e ffe c t on the  d is tr ib u tio n  of 

unemployment, although i t  w ill be invoked as the ju s t i f ic a t io n  or 

fu rth er enquiry in l a t e r  work. But one should note hew, once again, 

the inclusion of an additional variab le  in  the above simple
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regression exercise th a t i s  positive ly  co rre la ted  with the ra te s  of 

adu lt unemployment served to  reduce the size  of the co effic ien t on 

th is  l a t t e r  regressor -  even when the additional variab le  was not 

i t s e l f  s ig n ifican t.

W hilst simple exercises such as th is  may be in te re s tin g  and

ind ica tive , c e rta in  issues u ltim ately have to  be recognised and, l e s t  

the wrong impression be given, was so by Feldstein  (1973) him self. 

This i s  th a t many other influences w ill a ffe c t the leve l of youth 

unemployment and excluding them from regression equations such as

those above w ill in  general introduce b ias in to  estim ated

re la tio n sh ip s, as was suggested by the exercises already performed. 

What these other influences may be w ill form the heart of the r e s t  of 

the chapter.

The second problem with th is  type of analysis has, however,

apparently received no a tte n tio n  in  the l i te r a tu r e .  This i s  th a t  the

unemployment of a l l  groups w ill, a t  le a s t  on the  demand side, be

determined simultaneously. As such, the adu lt male unemployment ra te

has no r d e  on the  r ig h t hand side of an equation explaining youth

unemployment. On th is  one should note the observation made by

Hazel dine when discussing th e  form ulation of employment functions th a t

!lThis i s  not ju s t  a m atter of simultaneous equation b ias -  
of including as predetermined in  one equation a v ariab le  
which i s  endogenous elsewhere in  the system. The point i s  
th a t the demand fo r two variab le  inpu ts i s  jo in t ly
determined by the same economic agents -  employers -  so th a t 
i t  makes no sense to  include one as a predetermined
variab le  in  the equation explaining the demand fo r the 
other. ”
(Hazeldine (1979a) footnote 9 p .156, i t a l i c s  in  o rig in a l)

As a simple demonstration of th is , consider a firm  wishing to

minimise the cost



249

( 1 ) C = Wa A + WyY

of producing an output Q under the constra in t of a simple Cobb- 

Douglas production function

(2) Q = Aa Y3

where A and Y a re  the two v ariab le  fac to rs  of production and wA, and 

Wy are th e ir  respective p rices. The f i r s t  order conditions fo r th is  

problem y ie ld  the  re la tio n

(3) Y 3 wA

A a Wy

That is ,  fac to r usage i s  determined simultaneously. Only when (3) i s  

su b stitu ted  in to  (2) does one get fac to r demand functions v iz :

a+3 ✓ _ .. x a (a+3)
(4) Y = Q “ ^  

6 wa /

_1
o

(5) A = Q0+6 (~ *  wy ' 6(0l+6, 
\

Unique fac to r demand functions depend on the  level of output, w h ils t 

th e ir  ra t io  depends on re la tiv e  fac to r p rices and technological 

parameters. I f  fac to r supplies are given, th is  has the fu rth e r  

im plication th a t the determination of the unemployment of A and B w ill
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also be simultaneous. For th is  reason, and because there  are doubts

about the  efficiency of any unemployment measure as a cyclical

ind ica to r, the remainder of the time se rie s  analysis w ill u t i l i s e  the

annual index of GDP as th e  prime cyclical ind icato r.

Even then, however, one should be aware of various lim ita tio n s

with the simple approach of using curren t output in  a current

unemployment equation. F irs tly , i f  adjustment costs are important to

firms* employment decision-making then i t  i s  l ik e ly  th a t expected

fu tu re  output le v e ls  w ill influence th e ir  behaviour. For instance, in

the face of adjustment costs, a f a l l  in demand th a t  i s  expected to  
*

l a s t  fo r only one period w ill a ffe c t firm s d iffe ren tly  from a f a l l

th a t  i s  expected to  be sustained. Secondly, when firm s can hold

buffer stocks, or orders, output need not be gynoncmous with demand.

Then variab les such as sa les  (as in  Nadiri and Rosen (1973)) or new

orders (as in  Hazeldine (1979b)) may be b e tte r  cyclica l
(241ind icato rs. ' Only very lim ited  attem pts w ill  be made to  cover the 

f i r s t  point, in  th a t very simple output lag s w ill be used to  attem pt

to  proxy an expectations formation mechanism, and no fu rth e r  comment

w ill be made on the second.

The obvious, cet. p a r . , hypothesis i s  th a t  youth unemployment 

w ill be negatively re la te d  to  the leve l of output and, given the

presumption th a t they embody l i t t l e  hunan cap ita l, one would expect 

the reaction  to  be more or le s s  immediate. However, a c e rta in  amount 

of care may be called  fo r here.

More or le s s  im p lic itly , the time se rie s  youth unemployment work 

undertaken to  date has imposed the assumption of a constant 

technology. Ib is , however, i s  c learly  u n re a lis tic . Furthermore, to
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the ex ten t th a t technological change m anifests i t s e l f  in  increased 

labour productivity , one would not expect to  observe the simple l in e a r  

re la tio n sh ip  between output and unemployment th a t i s  hypothesised 

above. Therefore, under the  sim plifying assumption th a t  labour 

productivity  advances s tead ily , the percentage change of GDP from year 

t-1 to  t  should negatively a ffe c t youth unemployment. ̂ 2^  That is , 

the la rg e r the percentage increase in  output, the more i t  should 

re f le c t  genuine labour demand increases.

The foregoing re la te s  to  analyses of youth unemployment in

iso la tio n . In addition  to  th is ,  however, in te re s t  w ill a lso  focus on

the unemployment of youths re la tiv e  to  adu lts , and one must ask how

the chosen cyclical ind icato rs w ill  a p r io r i a ffe c t these variab les.

Continuing in  the vein begun above, young people are  lik e ly  to  embody

le s s  firm  specific  human cap ita l than are  older workers and therefo re

one would expect employers to  be both re la tiv e ly  more w illin g  to

dispense with th e ir  serv ices as output tu rn s down, and more w illin g  to

engage then as output shews signs of in c re a s in g /2^  Furthermore, i t

i s  normally assumed th a t  youths* qu it p ropensities a re  g rea te r than

those of adu lts, and one might also  expect them to  be le s s  cy c lica lly

v o la ti le . The higher q u it propensity i t s e l f  might be ra tio n a lise d  on

the grounds th a t, being younger, youths have longer horizons and

therefo re  po ten tia lly  more to  gain frcm a job change, although th is  i s
( 2 7 )an empirical m atter. Also young people are normally seen as

passing through an induction phase in  th e  labour market, with job 

experimentation as part of the natural o r d e r /2*̂  In support of the 

contention th a t youth q u it behaviour may be le s s  sen sitiv e  to  the  

cycle, one might argue th a t they are re la tiv e ly  ill-inform ed about the
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impact of flu c tu a tio n s  in  the macro-econony on job openings outside 

th e ir  current firm . All th is  adds a supply side argument to  those 

previously presented fo r expecting young peoples1 unemployment to  be 

more sen sitiv e  to  the  cycle than th a t  of older workers. That is ,  the 

r a t io  of youth to  adu lt unemployment should behave coun ter-cyclically .

I H . i i  WAGES

In the  perfectly  general case, i f  a producer i s  aiming to  

minimise the cost

C = w-. x- + w0 x0 + . . . . . +  w„ x1 1 2  2 n n

where C i s  to ta l  cost, the w  ̂ ( i  = 1......... n) a vector of u n it input

costs and the  x̂ , ( i  = 1 . . . . . n )  a vector of variab le  fac to r inputs of 

producing a fixed output, Q, where

Q = f(x v  x2 . . . . . x n)

then

xi  = g± (Q, wv  w2  wn) ( i  = 1......... n)

w ill be the demand function fo r the i ^  i n p u t . I t  i s  only in 

p a rticu la r spec ifica tions of the production function, such as the  

Cobb-Douglas or CES, th a t re la tiv e  wages are the appropriate measures 

to  adopt. ^ 0 )  This point i s  worth remembering when examining th e  work
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of Wells (1983) on youth unem ploym ent/^) Furthermore, w h ilst own 

wage e la s t ic i t i e s  must necessarily  be non-positive, cross wage 

e la s t ic i t i e s  in  the general case, w ith more than two variab le  fac to rs , 

a re  not sign constrained (see Hicks (19*16) Chapters 3 and 7) / ^ 2)

Given the availab le  data on tim e-series wage movements,

discussed in  d e ta il in  Chapter 3, one i s  constrained to  make the

assumption th a t, considering only labour, the variab le  fa c to rs  are

those age-sex groups delim ited in  the  October Earnings and Hours

Inquiry. Including part>time females th is  therefore gives a to ta l  of 
(f iv e  inputs. Empirical considerations intervene, however, to

d ic ta te  th a t a l l  groups can only be considered when the re la tiv e  

earnings form ulation i s  adopted due to  the  extremely high co rre la tio n  

th a t e x is ts  (0.9+) between absolute rea l earnings movements. This 

a r is e s  frcm the general upward trends in  th e  se ries , the common 

elements of which are removed when they are considered in  r a t io  form 

thereby allowing more weight to  be afforded to  short-run developments. 

This means th a t two basic a lte rn a tiv e  sim p lifica tions a re  availab le  

fo r consideration : one using only the rea l earnings of the  youth 

group under study, the other using seme elements of the re la t iv e  

earnings vector which i s  availab le.

Percentage youth unemployment ra te s  should be positive ly  re la ted  

to  the leve l of th e ir  own rea l wage. Also, a t  le a s t  one re la t iv e  wage 

variab le  with th a t groups earnings in  th e  numerator should be so 

signed in  the a lte rn a tiv e  sp ec ifica tio n , re f le c tin g  the f a c t  th a t each 

variab le  fac to r th eo re tica lly  possesses a t  le a s t  one price in to  

quantity  su b s titu te  (Hicks ( 1 9 7 0 ) ) / ^  But m atters a re  even le s s  

c lea r cut when considering the  re la tiv e  unemployment equations. Then
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e ith e r  su b s titu te s  or complements. Furthermore, i t  i s  not even 

possible to  specify in  what form the wages of other groups should be 

entered frcm general considerations and no a p rio ri expectation of 

d irec tion  of influence would be possible due to  the mary possible 

pa tte rn s of su b s titu ta b ili ty  and complementarity. In the  l ig h t  of 

th is  only the wage re la tiv e s  of the two groups in  question w ill be 

considered in  these equations.

W hilst the  foregoing ra is e s  c e rta in  issues which are  often  

ignored in  the unemployment l i te r a tu r e  i t  i s ,  of course, incomplete. 

In the  f i r s t  place the analysis i s  based solely  on demand 

considerations. As such the argument i s  only s t r ic t ly  v a lid  when 

excess supply prevails , labour possesses no degree of q u a s i-fix ity  and 

a ll  discharges en ter reg is te red  unemployment. Only the f i r s t  of these 

i s  developed fu rth e r a t  th is  point, the second having received some 

a tten tio n  in  the e a r l ie r  discussion of labour contracts and the th ird  

having been covered in  the previous section.

Measured unemployment represen ts a mix of supply and demand 

forces, the re la tiv e  contributions of which remain a t  the h ea rt of 

mary empirical debates. But what of the influence of youth wages on 

th e ir  unemployment as a supply choice? One might argue th a t increased 

wages lead  to  higher p a rtic ip a tio n  and i f  these wages were not in  fa c t  

a sign of excess demand (increased opportunities) then th is  may y ie ld  

higher recorded unemployment lev e ls . This concurs with the argument 

regarding absolute own rea l wage on the  demand side; but i t  might 

perhaps be seen as suggesting th a t a l l  wage re la tiv e s  should be 

positively  signed. A second p o ss ib ility  i s  th a t higher wages may 

generate increased periods of search unemployment. However, in  the
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standard case, i f  the wage d is tr ib u tio n  i s  known by searchers to  

s h if t  rightwards by an amount d, then the  reservation  wage, w*, 

increases by th a t same amount and the expected period of search 

1

1 -  F(w*) remains u n c h a n g e d / ^ )  Unexpected rightward s h if ts ,  on

the other hand, actually  decrease search by generating pleasant

su rp rises. Sim ilarly, high wages would presumably oriLy be expected to

re ta rd  q u its  i f  they were unexpectedly high. On the other hand, there

are perhaps stronger grounds fo r asse rting  th a t  higher real wages lead

to  the demand fo r increased le isu re , re su ltin g  in  more, or longer,

unemployment s p e l l s / ^ )  ThiS income e ffec t, however, i s  in  l in e  with

the simple demand based expectations presented e a r l ie r .  On balance i t

would appear therefo re  th a t conceivable supply side arguments do not

seriously con trad ic t those derived fran  demand considerations; except

in  so fa r  as decisions a re  based on re la tiv e , ra the r than re a l, wages

whence one would expect seme tendency fo r a l l  wage re la tiv e s  in  the
( 37)second sp ec ifica tio n  to  be positive . ' However, there  seems to  be 

no reason to  assume, in  th is  context, th a t decisions are taken in  th is  

l ig h t ,  p a rticu la rly  as ind iv iduals cannot choose which of the  age-sex 

groups to  jo in .

One fu rth e r problem with a l l  of the foregoing i s ,  of course, 

th a t the theo re tica l reasoning i s  in  terms of wage ra te s . But the 

availab le  data records earnings, ra ther than the true  user cost of 

labour or the net re tu rns to  the worker, as discussed in  d e ta il in  

Chapter 3 . This represen ts an important caveat, but one which,

given the current s ta te  of empirical knowledge, i s  not here re sd v e d  

by seemingly sophisticated  attem pts a t  re fin ing  the  ava ilab le  

information. The October Earnings and Hours Inquiry remains, 

therefore, the measure of nthe  wage” in  the  analysis to  follow.
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Finally , the con trast between th is  section and the work of Chapter 3 

has to  be noted. In the  l a t t e r  the wage was trea ted  as, p o ten tia lly  

a t  le a s t ,  a variab le  endogeneous to  the system w h ilst here i t  i s  being 

assumed to  be determined from without. In the  early analyses th is  

w ill have to  be regarded as an assumption to  be trea te d  with 

suspicion, but l a t e r  work does attempt to  incorporate the  po ten tia l 

endogeneity of the wage by estim ating a simultaneous system.

I I . i i i  YOUTH INTENSIVE INDUSTRIES* FORTUNES

As demonstrated in Chapter 4, youths are not d is tr ib u ted  

proportionately throughout the  economy. For th is  reason stud ies of 

youth unemployment sometimes propose seme measure of the conditions in  

spec ific  youth in tensive in d u strie s  as being p o ten tia lly  important in  

the determination of the fortunes of young people. In cross- 

sectional, geographic, studies, such as Bowen and Finegan (1969) > 

Makeham (1980) and Freeman (1982), such measures might a t t r a c t  a 

ce rta in  degree of sympathy; even though they impose aggregate fac to r 

proportions by industry to  each area and the SIC* s, on which such 

measures a re  based, are themselves highly aggregative. In th e  time- 

se rie s , however, as in  Lynch and Richardson (1982), such measures are  

much more problematic. Through time, age s truc tu res , both w ithin  and 

across in d u strie s , s h if t  and the overall in d u s tria l mix changes. 

Together these create  enormous problems fo r  the construction of a 

sensib le, continuous youth in tensive industry mix v a r i a b l e . T h e  

method of measuring youth in tensive  industry conditions adopted by 

Lynch and Richardson; namely the r a t io  of employment in  youth 

in tensive in d u strie s , where these are  id en tifie d  as of 1970, to  to ta l
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employment fo r a 30 year data period i s  most unsatisfactory  in  th is  

respect, and i t s  lack  of significance not surprising .

To i l lu s t r a te  the defic iencies of th is  so rt of approach consider 

the  following, simple example. Imagine an economy with but two 

in d u strie s  1^, where i  = 1,2, and two labour categories Xj, j  = 1>2. 

I f  represents youth labour and X«j adu lt labour suppose they are 

d is trib u ted  across the two secto rs of the economy as follows

1,000 100

3,000 0.03

2 2
X X X . = 4,190

j=1 i=1 13

2
»x x n

 i :  = 1,100 = 0.26
2 2 4,190
X X X . .

j=i 1=1 XJ

I.j i s  the  youth in tensive  sector and has 26% of to ta l  

employment.

Next consider the p ic tu re  sane time in to  the fu tu re  with sane 

small employment growth, centred in  Ig, but with no change in  industry 

input mixes, as shown below
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1001,000

3,600 108 0.03

2 2
Z Z X. = 4,808

j=1 i=1 J

2
. Z 
J ,= 1

Xj r
= 1,100

2 2 4,808
Z Z X

j=1 i=1 1J

On the Lynch and Richardson measure the importance of 1̂  in  the 

econoiry has declined and they would, therefore , hypothesise an 

increase in  the  unemployment of youths (X^). However, the  absolute 

employment of youths has in  fa c t  increased, and, i f  there had been no 

change in  th e ir  reg is te red  workforce size, then th e ir  unemployment 

ra te  has decreased. Equally, i f  the increased employment of X«j 

represen ts labour market en tran ts  (married females?) then the  re la tiv e  

unemployment of youths to  adu lts  (the  Lynch and Richardson measure) 

has fa lle n .

Next consider the case where 1̂  actually  grows in  importance to  

the economy, but i t s  fac to r ra t io  changes, fo r instance,
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1,100 0.05

3,000 0.03

2
E

j=1

2
E

i=1 Xi j =4,245

2
E

J,= 1 xj i = 1,155
2
E

j=1

2
E

i=1 xu
4,245

Then, i f  the nunber of in  the labour force has remained

constant, th e ir  unemployment ra te  has risen . ALso, i f  the number of

X,j unemployed has not r ise n  (by much), and here th e ir  employment has

not fa lle n , then the re la tiv e  unemployment of X2 w ill have increased.

Again th is  r e s u l t  runs counter to  the  Lynch and Richardson 
( 4 1 )hypothesis. '

The construction of such counter examples i s  d e a r ly  not 

d if f ic u l t ,  even without making te r r ib ly  u n re a lis tic  assumptions 

regarding industry youth in ten sity  or unemployment movements. 

However, i t  might be argued th a t fac to r in ten sity  measures of th is  

so rt a re  defensible i f  some attempt i s  made to  control fo r r d a t iv e  

wage ra te s  and fac to r supplies. Indeed Lynch and Richardson do th is , 

although they do not r d a t e  them to  the youth in ten sity  variab le . But 

such an argument would be based on the app lica tion  of general
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equilibrium reasoning. The principal objection to  th is  i s  th a t q u ite  

simply a market clearing  econany i s  not under consideration. 

Nevertheless, consumer demands do help determine production decisions 

and, i f  the  general equilibrium  abstrac tion  i s  made, then fo r the 

econony to  remain in  a fixed  fac to r endowment production Box, fac to r 

in te n s it ie s  must change as the  outputs (of the  two in d u strie s) change. 

This i s  simply a restatem ent of the fa c t  th a t the contract curve i s  

convex. Thus, positing  fixed  in d u s tria l fac to r r a t io s  cannot be 

ju s t if ie d , w ithout taking account of fac to r p rices. But, in  time 

se ries , i t  i s  d i f f ic u l t  to  argue th a t an unchanging technology e x is ts , 

and th is  i s  e ssen tia l fo r the previous arguments to  hold w ith any
(HP)

degree of c e rta in ty . '

In the  face of the foregoing objections, tim e-series in d u s tr ia l 

mix variab les do not appear to  have any unambiguous ro le  to  play in  an 

attempted explanation of youth unemployment. The exception might be 

i f  one were to  chart the employment of young people across a l l  

industrie s  through time. But then th is  becomes akin to  a general 

business conditions variab le , and a lso  makes any estim ation of 

unemployment as a function of employment and reg is te red  labour supply 

tautoiogous. Such a measure can therefo re  have no ro le  in  a model of 

youth unemployment and so the  l ik e ly  influence of labour supply i s  the  

next issue to  be taken up.

I I I .  iv THE SUPPLY OF YOUfG PEOPLE

Attention i s  now turned to  a variab le  which, in  one form or 

another, has featured  in  a l l  B ritish  models of the youth unemployment 

problem, not always successfully , and in  many of the American 

treatm ents (fo r instance, Feldstein  (1973)9 Freeman (1982), Wachter
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ab strac t notion of labour supply to  help c la r ify  ce rta in  cen tra l 

issues then, th is  done, w ill tu rn  to  a consideration of the empirical 

measurement probi ems.

I t  might be tempting in  a discussion of labour supply e ffe c ts  to  

appeal to  the concept of the e la s t ic i ty  of su b s titu tio n  in production 

as a guide to  what these might be. As w ill  be shown, however, th is  i s  

inappropriate in  the curren t framework. For two variab le  fac to rs , the 

e la s t ic i ty  of su b s titu tio n  i s  defined as the  proportional change 

induced in  th e ir  fac to r employment r a t io  by a un it change in  th e ir  

marginal ra te  of technical su b s titu tio n  along a given isoquant.

This d e fin itio n  i s  uncontestable, but the reduced form methodology 

used here, and the  explanatory arguments incorporated w ithin  i t ,  mean 

recourse cannot be had to  the foregoing concept or e lse  the an a ly sis  

i s  inherently  contradictory . I t  i s  tru e  th a t  employers a re  being 

regarded as minimising the cost of a fixed  output, as  would be 

required i f  appeal was to  be made to  the  e la s t ic i ty  of su b s titu tio n . 

Hcwever, as discussed above, the  wage of youths w il l , a t  le a s t  in  the 

i n i t i a l  analysis, be regarded as exogeneous.

The problem i s  then th a t i f  producers are  regarded as cost 

minimisers, and thereby equating marginal products to  wages, the 

a lte rn a tiv e  form ulation of the e la s t ic i ty  of su b s titu tio n  between two 

fac to rs  a and b i s
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where P!s represent fac to r p rices. Thus the concept i s  relevant only 

i f  fac to r p rices ad just to  changed fac to r s u p p l i e s . I f  thqy do 

th is  then one i s  arguing th a t fac to r prices are a function of fac to r 

supplies and therefo re  thqy have not ro le  in  a true reduced form. In 

th is  case an equation system i s  ca lled  fo r. This l in e  of enquiry w ill 

be pursued fu rth e r  in  the  following chapter.

The upshot of th is  i s  th a t i f  firm s were in i t i a l l y  in  long-run 

equilibrium , producing th e i r  desired output with the optimal fac to r 

input r a t io  given prevailing  fac to r prices, thus implying both fac to rs  

were a t  best fuLly employed, then aqy increase in  the  supply of youths 

w ill increase th e ir  absolute, r e la tiv e  and percentage ra te  of 

unemployment. This, in fa c t, i s  the  standard assumption made in  

output constrained markets. However, consideration of instances when 

i t  may not hold leads to  an in te re s tin g  d igression  which re la te s  back 

to  the e a r l ie r  discussion of contract th eo re tic  approaches to  the 

labour market.

Thus in  what circumstances might be the  case th a t firm s do not 

(apparently) optim ise in  the short>run? Broadly, fdLlowing the 

discussion of Casson (1981 a, b), one can argue th a t th is  might be 

tru e  when firm s invest in  "goodwill”. Ju s t as firm s, in  the con tract 

l i te ra tu re ,  a re  seen as insurance brokers reducing th e  u n certa in tie s  

faced by th e ir  employees, i t  seems natural to  assume th a t, in  certa in  

circumstances, they w ill o ffer the same service, a t  a price, to  th e ir  

customers. Thus, in  markets where consumers possess poor information, 

i t  may pay firms to  maintain th e ir  o rig inal price quotations in  order 

to  maintain goodwill ( i . e .  to  prevent th e ir  customers going off in  

search of new su p p lie rs). The im plication of th is  i s  th a t  firm s w ill 

o ffer to  supply a ll  th a t i s  demanded, in  the short>run, a t  th is  fixed  

price.
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Assume, fo r  instance, th a t in  Figure 11 firm s are committed to

producing the  output Q. There are  two variab le  fac to rs  of production

a and b whose price r a t io  i s  "sticky” a t  a.  I f  in i t i a l ly  only bQ

of b i s  availab le  the firm  w ill produce a t  point Eq, assuming th a t  a t

le a s t  a^ of a i s  availab le , o
a

ao

a 1

bb b

FIGURE 11

I f  in  the  next time period the supply of b increases to  b  ̂ the firm 

might optimally be seen as moving to  point and employing a«j and b^

in  the  production of Q. The resuLt of th is  is ,  therefore , th a t  an 

increase in  the supply of b increases the unemployment of a . ^ ^  How 

p lausib le  th is  l in e  of reasoning i s  must e sse n tia lly  be an empirical 

m atter. However, i f  the fac to r b above i s  assumed to  rep resen t young 

workers and the  fac to r a cider workers then there  i s  an obvious caveat 

introduced by invoking analogous assumptions regarding the labour 

market. Thus i f  a workers a re  covered by im p lic it contractual 

provisions guarding them against redundancy, and th is  seems more 

lik e ly  in  the case of adults, then once again one might not expect 

short>run adjustment to  " o p t im a l i ty " .^ )  i ncreased supply of
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young workers may the^ be expected, a t  le a s t  p a rtia lly , to  en te r 

unemployment. This concurs with the e a r l ie r  im plication drawn from

more standard analysis and w ill represent the working hypothesis

adopted here.

Thus fo r given, in te r  a lia , fac to r p rices and output the  supply 

of young workers w ill be positive ly  re la te d  to  th e ir  unemployment. 

Under the reasoning invoked above, th is  would hold true  fo r both th e ir  

absolute leve l of unemployment and th e ir  percentage ra te  of 

unemployment. However, one might in  the  l a t t e r  instance, p refer to

work under a form of stochastic  reasoning, p a rticu la rly  i f  labour

con tracts are  oriLy very shor1>term in  nature and young and old workers 

are good su b s titu te s . Then one might assume th a t i t  i s  th e ir  labour 

supply in  re la tio n  to  the  to ta l  which i s  of importance to  th e i r  market 

s u c c e s s / ^  Whichever l in e  of reasoning i s  adopted, however, when 

considering the  re la tiv e  unemployment of young to  adu lt workers th e ir  

re la tiv e  labour supplies i s  the re levan t concept, and the expectation 

i s  once again th a t  th is  w ill co n stitu te  a positive  influence.

Throughout the preceeding discussion no mention was made of how 

one might measure labour supply. There a re  in  fa c t many complex 

issues a t  stake, such as the d is tin c tio n  between "heads" and hours 

measures, efficiency u n its  of labour measures and the problem of the

hidden labour force. These w ill not be considered here, although they

are ra ised  a t  various other points of the work. Rather, the  problem
/

i s  taken to  be simply th a t of se lec ting  an appropriate measure of the

f i r s t  mentioned of these, as has been usual in  th is  branch of the

l i te r a tu r e .  If  one wishes to  use the number of persons in  the
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labour market in  the various age-sex groups then one immediately runs 

in to  measurement problems w ith the cessation of the  national insurance 

card count. However, even i f  one emits intervening observations and 

i s  content to  marry data from the old se r ie s  to  th a t  derivable frcm 

the new unemployment ra te  by age se ries , discussed previously, one 

runs once again in to  a po ten tia l endogeneity problem. That is , 

movements in to  and out of the  labour force may not be independent of 

wage ra te s  or unemployment.

For such reasons population based measures are  preferred, and 

these w ill be taken frcm the R egistrar General’ s annual estim ates of 

population by age. In doing th is ,  both absolute and re la tiv e  

population measures w ill be considered where appropriate. However, 

w h ilst one might regard population as exogeneous, although not a l l  

would agree w ith even th is , i t  must be rea lised  th a t the endogeneity 

problems spoken of above s t i l l  remain in  so fa r  as d iffe rin g  

proportions of a population of given size en ter the labour market a t  

d iffe ren t stages of the cycle, and th is  l a t t e r  has not been adequately 

contro lled  fo r by the o ther v a riab les  in  the model. But the problems 

might be regarded as le s s  severe than those associated w ith labour 

force p a rtic ip a tio n  measures.

III.V  UNEMPLOYMENT BENEFIT

A reasonable amount has already been said about the  po ten tia l 

e ffe c ts  of the existence of unemployment benefits  on unemployment, 

p a rticu la rly  on the  supply side. Here then the  in ten tion  w ill  be to  

r e i te ra te  b rie fly  on the poin ts made, to  provide ce rta in  extensions 

and then to  consider the specific  position  of youths in  th is  country.

The standard argument i s  th a t the existence of, exogeneously 

financed, unemployment benefit w ill increase unemployment frcm the
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supply side. Principal among the reasons given fo r th is  i s  th a t i t

w ill prolong the  individuals* duration of unemployment through

increasing h is , or her, reservation  wage. Given a s ta t ic  wage

d is tr ib u tio n , th is  w ill  reduce the  number of acceptable po ten tia l job

o ffe rs  thereby reducing the probability  of leaving unemployment in

each period, and consequently extending the  expected time before an

offer i s  a c c e p t e d / ^

There is ,  however, an argument which has received l i t t l e

a tte n tio n  in  the B r itish  l i te r a tu r e ,  namely th a t unemployment b en efits

may increase the flow in to  u n e m p l o y m e n t / * ^ )  However, the contract

l i te ra tu r e  concentrates in  large  part on th is  sp ec ific  influence of

such benefits , p a rticu la rly  where they are  not fu lly  experience

re la te d . By th is  l a t t e r  i s  meant the degree to  which firms* tax

l i a b i l i t i e s  change in  response to  th e ir  past h isto ry  of generating

unemployment. I t  has been asse rted  th a t experience ra tin g  i s  "unique

to  UI [Unemployment insurance] systems in  the  United S ta tes" (Topel

and Welch (1980) p .3 5 1 ) / ^  However, as  the primary conclusion of

the l i te r a tu r e  i s  th a t  the le s s  complete the ra tin g  th e  g rea te r the

incentive to  lay o ff  (Feldstein  (1976), Baily (1977)) then the g rea ter

the a p p lica b ility  the research might seem to  have fo r a country such

as B rita in . The basic reasoning i s  th a t the p o ss ib il i ty  of

exogeneously financed unemployment "holidays" reduces the  cost to  the

firm  of o ffering  a con tract y ield ing  the given (competitive) worker 
(51)u t i l i ty .  Once again i t  must be noted, however, th a t temporary

la y -o ffs  appear to  be a phenomenon of lim ited  importance in  the

B ritish  labour market. Furthermore, i t  i s  to  be expected th a t  young

workers w ill be the le a s t  lik e ly  to  be covered by con tracts afford ing

any substan tia l security  because of th e ir  comparative lack  of sp ec ific
(52)cap ita l and re la tiv e ly  unknown (to  the employer) c h a ra c te r is tic s .
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But ju s t  as the .American benefit system i s  somewhat complex on 

the employers* side (see the descrip tion  in  Topel and Welch (1980)) so 

the  B ritish  system i s  not e n tire ly  straightforw ard on the employees*. 

The complication here comes about through the in te rac tio n  of the 

national insurance and income taxation  systems whereby the non­

ta x a b ility  of unemployment b en efits  can reduce the  tax payable over 

the y e a r / ^  This has led  to  the proposition th a t the marginal, 

ra th e r than the  average, earnings frcm an additional weeks work 

(Atkinson (1981), Atkinson and Flemming (1978)) should form the basis 

of analysis of investigations in to  benefits  induced unemployment. But 

note a lso  th a t i t  has been pointed out th a t there  i s  no th eo re tica l 

necessity for there  to  be any aggregate d isincen tive  e ffe c t of 

unemployment benefit. Thus, i f  the unemployed d if fe r  in  th e ir  ta s te s  

and circumstances, increasing the  reservation  wage of seme through 

increasing th e ir  benefit entitlem ent might, in  slack demand epochs 

where jobs can be quickLy re-offered , simply lead to  the  involuntary 

unemployed gaining work before the "voluntary” unemployed (Sawyer 

(1979)).

Turning to  the  empirical issues which a rise  when attem pting to  

assess the e ffe c t of unemployment benefits  on measured unemployment 

one can d istingu ish  two problems. The f i r s t  of these remains in  an 

e sse n tia lly  th eo re tica l vein and re la te s  to  the question of whether 

one should specify the  b en efits  variab le  as the  absolute rea l lev e l of 

benefits  obtainable i f  unemployed or th e ir  leve l re la tiv e  to  the 

earnings availab le  i f  employed (the  replacement r a t io ) . Following th e  

contribution of Maki and Spindler (1975) the tendency has been to  use 

the  l a t t e r .  This appears a ttra c tiv e  in  th a t  i t  re la te s  the  b e n efits
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of being unemployed to  the a lte rn a tiv e  of being in  work. However, as 

Narendranathan e t. a l. (1983 p. 10) point out in  th e ir  study of re­

employment p ro b ab ilitie s , there  i s  no th eo re tica l reason why 

unemployment "benefits" should be specified  in  th is  ra t io  form ra ther 

than entering  rea l b en efits  and re a l wages separately . Both 

sp ec ifica tio n s w ill  therefo re  be explored in  the  empirical work to  

follow.

In the  usual case, aggregate tim e-series analyses in  B rita in  a re

faced with a se rie s  of problems regarding the appropriate d e fin itio n s

of both the benefits  and earnings variab les. Both are characterised

by d is tr ib u tio n s  and the use of standard summary measures fo r each has

been heavily c r i t ic is e d . V irtually  a l l  papers on the  B ritish

unemployment experience en te r in to  th is  debate in  la rg e r or sm aller

degree and so extensive referencing w ill  not here be made; save to  say

th a t Maki and Spindler (1975) usually co n stitu te s  the offending base

frcm which most contributions take th e ir  l e a d / ^  Their procedure,

and they emphasise the use of the replacement ra t io ,  was to  define the

unemployment benefit v a riab le  as th a t  availab le  to  a married

unemployed male with spouse present and two children  who had

previously erycyed average earnings divided by average male net 
(55)earnings. '  The general th ru s t of the c ritic ism s lev e lled  a t  th is

/
approach can be summarised as being th a t  the typ ical unemployed 

individual i s  unlikely to  conform to  ary s ta t i s t i c a l  average fo r  the 

economy as a whole. Of the specific  po in ts th a t  have been ra ised  can 

be noted:

1. Not a l l  the unemployed were ac tually  e lig ib le  fo r ERS. Indeed 

many have to  rely  on Supplementary B enefits, and a f te r  12 months 

unemployment a l l  have t o / ^
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2. The unemployed do not represent a microcosm of the whole labour 

force but a re  d isproportionately  drawn frcm the le a s t  sk ille d  

groups e tc . Hence something le s s  than econoiry average earnings 

i s  relevan t to  them.

3. Various d isq u a lif ica tio n  c r i te r ia  e x is t to  attempt to  prevent 

ind iv iduals taking paid le isu re .

4. A point in su ff ic ie n tly  stressed . I t  i s  v ir tu a lly  impossible to  

derive the net rea l re tu rn s to  being in  e ith e r employment or 

unemployment. These include not only tang ib les about which 

s t a t i s t i c s  are  availab le  (tax  and national insurance payment, 

family income supplement, ren t and ra te  rebates e tc .)  but a lso  

about which they are not (trave l to  work, search costs e tc . ,  non­

monetary pay) and in tang ib les (the  pgychic costs of being in  

e ith e r s ta te ) .

5. Post unemployment earnings do not necessarily  bear any s t r i c t  

re la tio n sh ip  to  pre unemployment earnings. L i t t le  i s  known about 

th is  in  th is  country, but one might note the  findings of ELlwood 

(1982) fo r the USA th a t the work experience lo s t  by unemployed 

youths permanently e ffe c ts  th e ir  fu tu re  wages.

Fortunately a number of these points lo se  a good deal of th e ir  

poignancy when one i s  considering the  youngest members of the  labour 

force. Thus, in general, they are not e lig ib le  fo r insurance fund 

financed unemployment b en efits  fo r a varie ty  of reasons, which include 

an in su ff ic ie n t payments record, th e ir  g rea ter propensity to  q u it  and 

th e ir  lim ited  fam ilia l commitments. The f l a t - r a te  lev e l of 

supplementary benefits  payments should therefo re  adequately paramatise 

the  s ta te  benefits  ava ilab le  to  them when unemployed. However, such 

i s  not the case with respect to  th e ir  average earnings and when the
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replacement r a t io  i s  used i t  w ill be measured as the quotien t of the 

young persons supplementary benefit allowance to  th e i r  average 

earnings as defined in  Chapter 3.

A fu rth er problem a r is e s  when the unemployment of youths

re la tiv e  to  adu lts  i s  considered. Here seme measure of re la tiv e

unemployment benefits  i s  ca lled  fo r and the question becomes what

variab le  should be incorporated fo r adu lts . In recognition of the

d isq u ie t surrounding the use of unemployment benefit measures i t  was

decided to  use the ordinary supplementary benefit ra te  fo r a married

man with two children aged 13-15. I t  cannot be said th a t  th is

accurately represents the absolute level of benefits  claimable by such

an unemployed person -  i t  ignores, for instance, various housing

benefits  but, as long as th is  basic element represen ts a constant

proportion of the to ta l ,  the ra t io  of youths to  ad u lts  supplementary

benefit should adequately r e f le c t  trends in  the composite va riab le .

When i t  comes to  the  equations attem pting to  explain the behaviour of

g ir ls  unemplqyment re la tiv e  to  th a t of aduLt females i t  i s  not a t  a ll

c lear what measure one should use fo r adu lt unemployment income. In

the f i r s t  place, married women were previously able to  opt fo r reduced

national insurance contributions which made them in e lig ib le  fo r

unemployment benefit. Secondly, supplementary benefits  are means

te s ted  and, with many women as second earners, they may well not be
( 5 7 )e lig ib le  fo r payments under th is  head. ' '  In the face of such 

problems i t  was not f e l t  possible to  include ary measure of re la tiv e  

unemployment benefits  in  these equations.
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I I I . v i  FEMALE PARTICIPATION

I t  has sometimes been argued th a t  the  increased p a rtic ip a tio n  of 

older females in  the labour force adversely a ffe c ts  the employment 

prospects of young workers, especially  young females, and some 

suggestive evidence in  favour of th is  was provided in  the previous 

c h a p te r /^8) A closely a l l ie d  hypothesis i s  th a t  i t  i s  sp ec ifica lly  

the increased a c tiv ity  of married females which has th is  e ffe c t. The 

usual ra tio n a lisa tio n s  behind th is  reasoning a re  th a t such workers a re  

exceedingly good su b s titu te s  fo r  youths. In p a rticu la r, thqy are  

concentrated a t  the  lower end of the  occupational hierarchy, and 

therefore  en ter d irec tly  in to  competition fo r the  jobs which many 

youths often  e n t e r . F u r t h e r m o r e ,  these occupations tend to  be 

concentrated in  re la tiv e ly  more bouyant service and new technology 

sec to rs. Of course, to  make th is  competition e ffec tiv e , older females 

would need to  also be favourably priced v is -a -v is  young workers. The

availab le  evidence on th is  was presented in  Chapter 3.

One possibly important aspect of th is , but one on which there  

appears to  be very l i t t l e  hard q u an tita tiv e  evidence, a re  the 

po ten tia l cost advantages obtainable from the employment of part-tim e 

workers. This might be important as the  only area of increased

employment through the 1970* s was th a t of (la rge ly  female) part>time 

workers (see Robinson and Wallace (1984)) and much of the growth of 

female employment throughout the post>war period has comprised part-­

tim ers. These advantages may re la te  not only to  any nominal wage ra te  

d if fe re n tia ls  th a t may e x is t, but also  to  those stenming from the 

longer service requirements e tc . ,  discussed b rie fly  in Chapter 3> for 

part-tim e workers to  f a l l  under the umbrella of the employment
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protection  le g is la tio n . Furthermore, there  are the p o s s ib i l i t ie s  

which ex is t fo r the evasion of national insurance payments through 

th e ir  judicious u t i l is a t io n . However, on re fle c tio n , neither of these 

seem qu ite  as strong, c e te r is  paribus, as they might a t  f i r s t  pass.

Consider f i r s t  the costs associated  with the employment 

p ro tection  le g is la tio n . Even fu ll- tim e  workers have a minimum service 

period of two years before they f a l l  under i t s  rub ric . In the case of 

the  young worker group under consideration here they can have 

achieved, a t  most, th is  qualify ing t e n u r e / ^  A llied to  th e ir  

supposedly higher turnover propensity and the  fa c t th a t  coverage 

bqyond the minimum increases with service, th is  might seem to  

considerably weaken th is  arm of the argument. Indeed, i f  the 

employment protection le g is la t io n  i s  an important consideration fo r 

employers (and Daniel and S tilgoe (1978) did not find  i t  p a rticu la rly  

so as regards recruitm ent) then the re la tiv e  employment in s ta b i l i ty  of 

youths may be to  th e i r  advantage, particularly as E lias and Main (1982) 

claim to  have found evidence th a t part-tim e females do not have 

p a rticu la rly  high turnover lev e ls .

On the  second argument, regarding national insurance costs, i f  

these are important, independent considerations to  employers why do 

young people not undertake part>time engagements? Freeman and Medoff

(1982) found considerable evidence of i t s  importance amongst American 

youngsters, and there  seems to  be no reason why the pattern  should not 

be rep lica ted  h e r e / ^  I t  seems reasonable to  argue th a t the young 

and urmarried have a re la tiv e ly  high value of le isu re  and a somewhat 

loose labour market attachment. This being so, and i f  external 

sources of finance permit (and th is  i s  one possible use of increased
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method of induction in to  the  labour force. The objection th a t, a t  

l e a s t  fo r  males, part-tim e work i s  soc ia lly  unacceptable i s  also 

l ik e ly  to  be somewhat overstated in  th a t  m ultiple part-tim e job 

holding could create  a fu ll- tim e  equivalent working week i f  desired. 

Each of the several employers wouLd then only be l ia b le  fo r national 

insurance contributions i f  the earnings of the worker in  th a t 

p a rticu la r job exceeded the  payment threshold. The th eo re tic a lly  

possible earnings from part-tim e employment w ithout anyone paying 

national insurance contribu tions a re  q u ite  h i g h / ^  Obviously the 

argument cannot be taken to  extremes, but i f  employment costs are  

important in  the  fortunes of young workers then th is , and re la te d  

l in e s  of reasoning, such as job -^ iaring , many deserve more a tten tio n  

than h ith e rto . However, th a t youths do not seem to  have entered in to  

competition fo r part-tim e jobs with older females, or, i f  they have, 

have fa ile d , might suggest th a t  a l l  e lse  i s  not equal. This w ill  be 

touched on fu rth e r below.

However, there  a re  s ig n ifican t p rac tica l d i f f ic u l t ie s  in  try in g  

to  measure older females1 labour market p a rtic ip a tio n  and strong 

th eo re tica l reasons fo r not including any measure, however good, in  a 

reduced form unemployment equation. The empirical problem i s  th a t of 

defining with any degree of exactitude ju s t  which females a re  

economically ac tiv e . In p articu la r th is  re la te s  to  discouraged 

workers and the  lack  of incentives fo r females to  re g is te r  as 

unemployed, especially  in  the past when the reduced national insurance 

contribution  option was availab le . The o f f ic ia l  DE se rie s  of employed 

and unemployed older females are therefo re  lik e ly  to  understate  true
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p artic ip a tio n , and probably to  a non-constant d e g r e e / ^ )  Other, 

p o ten tia lly  more accurate se rie s , are  e ith e r  too infrequent (the  

Census of Population) or too recen t (the  General Household Survey) to

form the basis fo r analysis. The th eo re tica l objection to  i t s

inclusion, however, i s  the po ten tia l sim ultaneity problem re fe rred  to  

e a r l ie r  in  the  context of both general labour supply arguments and the  

use of unemployment as a cyclica l ind ica to r. Therefore, u n til  a more 

complex a lb e it  more r e a l i s t i c  model of the market i s  developed, i t  

seems inappropriate to  include estim ates of older females 

p a rtic ip a tio n  in  equations purporting to  be reduced forms.

U l .v i i  SHIFT PARAMETERS AND TRENDS

Most of the  work under th is  heading i s  properly the concern of 

the following chapter, when i t  considers the s ta b il i ty  of the present 

model in the  face of known economic or data changes, and so discussion 

w ill la rge ly  be deferred u n til  then. However, two influences should 

rea lly  be considered frcm the  ou tse t and are  now discussed in  tu rn .

F irs tly  there  was the passage of ROSLA in  1972 and e ffec tiv e  

frcm 1973. In p rinc ip le  the e ffe c ts  of th is  were once over, i t  

serving simply to  reduce the number of school-leavers in  1973 by 

elim inating those 15 year olds who would have l e f t  in  th a t  y e a r / ^  

This im plies the need fo r a dumny variab le  taking the value one in 

th a t  year and zero in  a l l  o t h e r s / ^  But i t  i s  possible th a t, frcm 

1974 onwards, the labour supply measure might have taken on a 

d if fe re n t meaning i f  there  i s  an economic difference between 15 and 16 

year old youths th a t i s  not fu lly  re flec ted  by changes in  the wage

ra te  se ries . However, th is  issue was not pursued in  th e  current

instance cwing to  the d iff ic u lty  of specifying how th is  influence 

might have operated.
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The second influence to  be considered i s  the standard ignorance 

variab le , the time trend. Countless arguments could be presented 

suggesting reasons why youth unemployment might have changed through 

time fo r reasons other than those already discussed. Unfortunately 

they do not a l l  have the same im plications. Thus, productivity  

improvements and W ilesian decaying social and moral standards might 

both pred ict upwardly trended youth unemployment. Educational 

improvements on the  other hand might suggest employers should increase 

th e ir  re la tiv e  demands fo r  young workers, thereby implying downward 

trended youth unemployment, c e te r is  paribus. However, fo r the 

present, a simple l in e a r  trend must su ffice  in  attem pting to  discern 

any net tendencies th a t  ex isted  over the data period.

IV. CONCLUSION

This chapter has had th ree  p rincipal aims : to  chart the

behaviour of post-war B ritish  youth unemployment, to  se le c t ways to  

measure i t  which are su itab le  fo r s t a t i s t i c a l  modelling and to  discuss 

the most lik e ly  influences on these measures. With reference to  the 

f i r s t  there  can be no doubt th a t the recorded absolute unemployment of 

young people has risen  dram atically in  recen t years. Of the measures 

selected fo r the modelling exercise, the f i r s t ,  the percentage ra te  of 

youth unemployment, behaved in  a sim ilar manner to  th e ir  absolute 

unemployment. However, the second, which looks a t  the d is tr ib u tio n  of 

unemployment through time (by taking the r a t io  of youth to  ad u lt 

joblessness) gives a somewhat le s s  c lea r-cu t p ic tu re . For the 

purposes of the estim ation to  follow in  the next chapter the focus 

w ill be on the impact on the various measures of youth unemployment of 

wages, the cycle, po ten tia l labour supply, unemployment b en efit and 

certa in  s h if t  parameters.
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(1) On the s itu a tio n  elsewhere see OECD (1984b, 1980).

(2) Good general discussions about what information the  
unemployment s t a t i s t i c s  convey can be found in  Thatcher 
(1976) and Lord (1981), w hilst somewhat more polemical 
treatm ents are provided in  Wood (1972, 1975). For evidence 
on the  re g is tra tio n  propensity of young people see Lynch
(1983) and Richardson (1982). On th a t of females see, fo r 
instance, Joseph (1983) and Joshi (1978, 1981).

(3) Estimated e ffe c ts  of the change were given in  the DE 
Gazette, October 1982.

(4) Much of the trouble  l i e s  in  d iffe re n tia tin g  between gross 
and net job creation by the measures. For a fu rth e r 
discussion of the  various youth job schemes see Baxter and 
McCormick (1984). For seme fig u res  on the numbers covered 
by the d iffe ren t schemes, including those fo r older workers, 
see Bowers (1984).

(5) In the  unemployment s t a t i s t i c s  a school-leaver i s  defined as 
a young person under the age of 18 who has never had 
insurable employment since leaving school. F a ilu re  to  
sa tis fy  e ith e r c rite r io n  renders an individual a member of 
the  general unemployed stock.

(6) Makeham (1980) ind ica tes th a t th is  l ib e ra l is a t io n  was 
formalised in  1976.

(7) There i s  a lso  the  problem th a t observations on many of what 
w ill  be the independent v a riab les  of the analy sis  are only 
availab le  annually.

(8) This cannot ju s t  be because of school-leavers influences 
because as they en ter the  labour-force o thers a re  ageing out 
of the  relevan t cohort -  a lb e it  more slowly.

(9) Makeham (1980) did estim ate f ig u res  fo r the intervening 
years using data frcm the Family Expenditure Survey (FES). 
However, many of h is  assumptions appear somewhat dubious. 
For a discussion of the problems, and m erits, of using data 
frcm the FES fo r  labour market analysis see Micklewright
(1984).

(10) Note th a t simple in te rp o la tio n  fo r the intevening years 
would be inappropriate as 1973-74 represented comparative 
boom years.

(11) For the years up to  and including 1972 th is  follows 
immediately as there  was only one employment count used.



277

(12) This i s  sim ilar to  the approach taken by Lynch and
Richardson (1982) fo r unemployment amongst those aged le s s  
than 20, except th a t th e ir  denominator was defined as to ta l  
unemployment including youths.

(13) A non-ccmpeting group argument might proceed along the l in e s
th a t  being a never employed school-leaver a c ts  as a negative 
signal to  employers which i s  reversed once any work
experience has been gained. But th is , of course, has the
em pirically u n re a lis tic  im plication th a t school-leavers
never obtain employment.

(14) On simultaneous equation b ias and th e  problems of 
id e n tif ic a tio n  see, fo r example, Chow (1983).

(15) Note th a t i f  there  a re  fac to rs  o ther than labour which are
variab le  in  the short-run then th is  employment function 
would not simply be the  inverse of the  production function, 
see Hazeldine (1979a).

(16) The work of Oi (1962) i s  c learly  in  sim ilar vein.

(17) In the employment function l i t e r a tu r e  th is  assumption was 
invoked to  ra tio n a lise  the observation of apparent short-run 
increasing re tu rn s to  labour.

(18) On segregation by sex see, fo r instance, Robinson and 
Wallace (1984) and Joseph (1983).

(19) Lynch and Richardson (1982) used reg is te red  vacancies, by
sex, as an a lte rn a tiv e  cyclical in d ica to r. That these are
under recorded i s  not re a lly  the problem; more i t  i s  the
fa c t  th a t there  a re  well documented in s ta b i l i t i e s  in  the 
se rie s  (National In s t i tu te  (1973 pp.25-26), Bowers (1976)). 
Note fu rth er th a t Lynch and Richardson use absolute 
vacancies as th e ir  measure which i s  a t  variance w ith the 
adu lt unemployment measure thoy use, and fu rth er serves to  
bedevil in te rp re ta tio n .

(20) G ujarati ( 1972a,b) proposed the  a lte rn a tiv e  ra tio n a lisa tio n  
fo r the breakdown in  the p re-ex isting  U-V re la tio n sh ip , 
which was th a t  of increased voluntary unemployment 
occasioned by the Earnings Related unemployment benefit 
supplement. This in te rp re ta tio n  was supported by F eldstein  
(1973).

(21) Note th a t le g is la tio n , such as th a t  re fe rred  to  in  th e  
,fshake-outl! debate, w ill no doubt condition pure f is c a l  and 
monetary policy e ffec ts .

(22) The precise d e fin itio n  of these va riab les was given in  the  
previous section.
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(23)

(24)

(25)

(26)

(27)

( 28)

(29)

(30)

(31)

(32)

One i s  then, of course, tre a tin g  firm s as output constrained 
cost minimisers. Note a lso  th a t the foregoing c ritic ism  
would hold i f  one attempted to  use average hours of work as 
the cyclical measure.

The points made in  th is  paragraph are fu rth e r elaborated in  
Hazeldine (1979a).

The problem with using actual output per person employed i s  
th a t i t  ignores the fa c t  th a t in  a la rge  part of the public 
sector output i s  measured by input usage. To use only 
manufacturing productiv ity , fo r example, fo rces the 
assumption th a t public sector productivity  grcws a t  the same 
ra te . Furthermore, the public sector has not represented a 
constant proportion of the economy (see  Heald (1983)).

Also, youths are  lik e ly  to  be le s s  extensively covered by 
the employment pro tection  le g is la tio n . For a recent summary
of the extent, and h is to ry , of th is  le g is la tio n  see Farnham
and Pim lott (1983).

Also on time horizons see the discussion of search th eo re tic  
models in  Chapter 2 above.

As argued by Feldstein  (1973)> however, th is  i s  by no means 
universal.

See Samuelson (1983) Chapter 4 fo r a fu l le r  discussion of
the p roperties of the general model.

On these two fun tions and th e ir  estim ation see W allis (1979) 
or Layard and W alters (1978).

By considering re la tiv e  youth unemployment Lynch and 
Richardson (1982) operate in  th is  more general framework 
when they use re la tiv e  employment costs. The same approach 
w ill be adopted here when considering the sim ilarly  defined 
dependent variab le .

But note the conclusion of Treadway (1970) in h is  analysis 
of the dynamically competitive firm  faced with adjustment 
costs th a t  ,f. . . . i t  appears th a t  the intertem poral 
optim isation theory i s  not capable of y ield ing  a number of 
other inferences th a t are  implied by the standard atemporal 
model. Though a l l  behaviour functions are  homogeneous of 
degree zero in  p rices, we were unable to  demonstrate (a) the  
nonpositiv ity  of cwn-wage e ffe c ts  on the demand fo r the 
variab le  fac to r e ith e r in  the  short-run or the  long- 
r u n , . . . ” (Treadway (1970) p .345 i t a l i c s  in  o rig in a l) .
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(33)

(34)

(35)

(36)

(37)

(38)

(39)

(40)

(41)

(42)

(43)

(44)

Capital i s  omitted not because of a b e lie f  th a t short-run 
arguments about i t s  f ix i ty  are appropriate in  the present 
instance, but because of the notorious d if f ic u l t ie s  
regarding both i t s  u t i l is a t io n  and i t s  price.

In p rincip le  one should a lso  include the re la tiv e  wage 
variab les between groups excluding the one under study as 
w ell. But there are so many possib ile  pa tte rns of 
su b s ti tu ta b ili ty  and complementarity th a t in te rp re ta tio n  
would be extremely hazardous. Furthermore, ten  re la tiv e  
earnings measures would e a t s ig n ifican tly  in to  the  availab le  
degrees of freedom.

R e a lis tic  time se rie s  search models should presumably 
introduce seme notion of expected re a l wage growth.

This may be manifested in  more temporary lay -o ffs ; see, fo r 
instance, Feldstein  (1973), (1976).

Demand considerations would a lso  p red ic t th is  i f  a l l  fac to rs  
were su b s titu te s .

Wage re la tiv e s , have of course, received considerable 
a tten tio n  in  the wage se ttin g /in f la t io n  l i t e r a tu r e .  See 
Tobin (1972) and the review in  E ll io t  and F a llick  (1981).

A survey h ighligh ting  seme, although not a l l ,  of the 
problems, particularly regarding the  non-constant proportion 
of wage .v . non wage costs, can be found in  Thcmas (1981).

There is ,  of course, the additional problem th a t beyond 1972 
the only de ta iled  survey of the age d is tr ib u tio n  of 
employment i s  given in  the  1981 population Census; although 
one might gross up from a sample survey such as the LFS fo r  
intervening years.

All th is  i s  merely a re f le c tio n  of the analysis in  Chapter 3 
above where i t  was shewn th a t i t  i s  not merely penetration 
of in d u strie s  which determines a groups1 fortunes but a lso  
the size  of the in d u strie s  themselves.

On the nature of technical progress see Allen (1967, Chapter 
13).

See the discussion in  Allen (1938, Chapter 13). This simple 
d efin itio n  breaks down with three or more variab le  fac to rs  
when complementarity becomes possible.

Note th a t fac to r ra t io s  are  invarian t to  fac to r price  
changes (s  = 0) i f  production i s  characterised  by Leontief 
(1951) technology (L-shaped isoquants) and only one, unique 
fac to r price r a t io  (overlaying the  isoquant) y ie ld s anything 
other than d e fin ite  fac to r sp e c ilisa tio n  i f  they are perfect 
su b s titu te s  (s  = °°).
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(45)

(46)

(47)

(48)

(49)

(50)

(51)

(52)

(53)

(54)

(55)

(56)

(57)

(58)

I f  the supply of b "overshoots" b- then, of course, i t s  
unemployment w ill  increase (become pA sitive).

See Chapter 2 and the references c ited  there in  fo r a 
discussion of whether firm s o ffe r wage or employment 
s ta b il i ty  or both.

"Cohort over-crowding" i s  in  fa c t the  major th ru s t of the 
Wachter and Kim (1982) paper.

I t  i s  probably f a i r  to  say th a t the  curren tly  most popular, 
a t  le a s t  in  terms of c ita tio n s , estim ate of th is  e ffe c t i s  
the, c ross-sec tional, e la s t ic i ty  of duration with respect to  
b en efits  of 0.6 found by Lancaster (1979) and supported by 
Nickel1 (1979a, b ).

Nickel! (1979b) po in ts to  the  s ta b il i ty  of the  inflow ra te  
of males in to  unemployment as ju s t i f ic a t io n  fo r th is .

A descrip tion  of the unemployment regime in  B rita in , 
together w ith a consideration of what aims i t  might be 
try ing  to  achieve, and i t s  success in  so doing, can be found 
in  Disney (1981).

Note th a t such reasoning questions th e  relevance of the 
search theo re tic  duration e ffe c ts  on unemployment benefits  
as re c a ll  frcm la y -o ff  i s  now employer determined.

See Casson (1981a) pp.79-80 fo r a discussion of which 
employees (and customers) one might expect to  be offered the  
"best" con tracts.

The current Conservative government has however proposed 
plans to  make unemployment benefit taxable.

Atkinson (1981) and MickLewright (1984) and th e  c ita tio n s  
there in  cover the l i t e r a tu r e  w ell.

Some assumption regarding earnings appeared necessary for 
the numerator because of the earnings re la te d  supplement 
(ERS) which existed  between 1966 and 1981. Indeed the  
in troduction  of ERS sparked o ff the research in te re s t .

These are means te s ted  and financed out of general taxation  
as opposed to  the  National Insurance Fund from which 
unemployment b en efits  a re  drawn. See Disney (1981).

One might also note the value of housewives serv ices as a 
po ten tia l o ffse ttin g  benefit of th e ir  unemployment.

Makeham (1980) indeed appeared to  fin d  a s ig n if ic an t 
influence on young females unemployment of the  economic 
a c tiv ity  of older females.
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(59)

(60) 

(61)

(62)

(63)

(64)

(65)

On the c lu s te ring  of, p a rticu la rly  part-tim e, females a t  the 
bottcm end of the occupational hierarchy see, fo r instance, 
Robinson and Wallace (1984).

Following ROSLA th a t  i s .

There i s ,  of course, in America much more of a tendency for 
youths to  "work th e ir  way through college11 and get recorded 
in  the  labour force s ta t i s t i c s .  The supply side objections 
th is  might lead  to  in  a B ritish  context are considered
below.

The worker does, of course, become l ia b le  fo r income tax 
once h is  or her cumulative earnings exceed the threshold. 
I f  e ffec tiv e  i s  equivalent to  formal incidence, however, 
th is  i s  of no relevance to  the  employer who i s  under
consideration here.

A dditionally, since 1972, the  age breakdown of employees in  
work i s  not availab le.

That is ,  from 1974 orwards 16 year old school-leavers w ill  
comprise those who would previously have l e f t  a t  15 plus 
those who wouLd have l e f t  a t  16 anyway. With equal and 
constant numbers in  each d isc re te  age year and an equal and 
constant percentage leaving school a t  each age th is  would 
imply a doubling of 16 year leavers from 1974 on.

This i s  not relevan t when th e  unemployment ra te  of young
people i s  considered as 1973 co n stitu tes  missing data.



C H A P T E R  6

TIME-SERIES YOUTH UNEMPLOYMENT 

1 9 5 0 -1 9 8 2  : ESTIMATION
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I. INTRODUCTION
Having in  the  previous chapter undertaken a de ta iled  

consideration of the fac to rs  lik e ly  to  influence youth unemployment 

through time, i t  i s  now appropriate to  subject the hypotheses th is  

generated to  s ta t i s t i c a l  te s t .  That i s ,  does the data uphold the 

suppositions th a t youth unemployment i s  positive ly  re la ted  to  th e ir  

wages, labour supply and unemployment benefit and negatively re la ted  

to  the  cycle? As previously discussed, in addressing these questions 

a tten tio n  w ill be focussed on percentage youth unemployment and on 

i t s  leve l re la tiv e  to  th a t of adu lts. The analysis begins w ith a 

preliminary reduced-form examination of the performance of the models 

over the f u l l  period (1950-1982) for which the unemployment data was 

collected  on a consistent basis. In recognition of the fa c t  th a t the 

format of the earnings data was changed a f te r  1979, and a lso  of the 

growing important of d ire c t government labour market in terven tion , 

Section I I I  goes on to  examine the performance of the models up to  

1979 and also  to  assess hew well l a t e r  observations are fo recas t by 

these new estim ates. Section IV develops the s ta b il i ty  enquiry by 

assessing whether there i s  evidence of a s tru c tu ra l break in  the 

re la tio n sh ip s, with a special reference to  the  much researched 

"shake-out of labour" in  the mid-1960!s. Following th is  Section V 

then addresses the  problems which simultaneous equation b ias might 

introduce fo r the analysis and undertakes what would be more 

appropriate s ta t i s t i c a l  analysis in  these circumstances. But, in 

addition, th is  section also  provides ce rta in  checks on the re s u l ts  of 

e a r l ie r  sections by u t i l is in g  s lig h tly  d iffe re n t data. F ina lly , 

Section VI provides the summary and conclusions fo r the ana ly sis  of
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tim e-series youth unemployment.

I I . PRELIMINARY REDUCED FORM ANALYSIS

In th is  section a tte n tio n  i s  paid to  the reduced form model of 

youth unemployment estim ated over the whole period 1950-1982. That 

i s ,  i f  U i s  some measure of youth unemployment, then models of the 

general form

U = f  (GDP, LS, w, SB, ROSLA, t)

swhere GDP i s  gross output; L , labour supply; w, earnings; SB, 

supplementary benefit; ROSLA, a control fo r the  ra is in g  of the 

school-leaving age and t ,  a simple time trend are explored. Ihe 

precise measures of these variab les w ill , of course, vary with the 

sp ec ific  youth unemployment concept under consideration, and a 

ce rta in  amount of experimentation with the timing of the  regressors 

i s  undertaken where appropriate.

The work i s  sub-divided in to  two principal sub-sections; the  

f i r s t  examining the r e s u lts  obtained fo r the youth unemployment ra te  

and the  second those generated when re la tiv e  youth unemployment was 

the subject of analysis. However, the l a t t e r  i s  fu rth er sub-divided 

in to  the  analyses including school-leavers in  the  numerator and those 

which exclude them. Clearly, exhaustive reproduction of a l l  of the 

findings would re s u lt  in  an ind igestab le  p ro life ra tio n  of m aterial 

and, therefore , the presentation i s  se lec tiv e  and although biased 

towards the  b e tte r  f i t t i n g  equations, "pecu liar” findings have not 

been supressed. As i n i t i a l  work revealed qu ite  serious problems of
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au tocorrela tion  when OLS was used, a l l  of the estim ates reported have 

been obtained using f i r s t-o rd e r  autoregressive techniques. Thus, as 

before, p represen ts the se r ia l co rre la tion  parameter and, in  common 

with a l l  other c o effic ien t estim ates, i t s  t - s t a t i s t i c  i s  provided in  

parentheses.

I I .  i  THE YOUTH UNEMPLOYMENT RATE

As noted in  the previous chapter, when looking a t  the percentage 

ra te  of youth unemployment there  are  gaps in  the  sample fo r both the 

January and July se rie s . In the presence of such missing 

observations, maximum like lihood  estim ation techniques a re  

unavailable and the two stage i te ra t iv e  procedure suggested by 

Cochrane and O rcutt (1949) was employed. Overall the re s u lts

obtained were good, a t  l e a s t  in  terms of c o e ffic ien ts  of

determination, and those reported use regressors common to  each 

equation in  the tab le  in  which they are contained. W hilst th is  means 

th a t these a re  not in  a l l  cases the  very best re s u lts  obtained they 

are rep resen ta tive , and the gains in  performance th a t could be 

demonstrated by changing the  format minimal. In th is  instance, i t  

was decided to  repo rt the r e s u lts  of the exercises using rea l and 

re la tiv e  youth earnings respectively .

Across both se ts  of regressions ce rta in  fea tu res  are cannon, and 

i t  i s  appropriate to  ind icate  what these are  before proceeding to  the

deta iled  re s u lts . _ F irs tly , the choice of the youth population

measure lay between one defined as a l l  persons of the re levan t sex 

aged 15 to  24 and those aged 15 to  19. The former se rie s  was 

availab le  fo r each year in  the data period w h ilst the l a t t e r  oriLy
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commenced in  1953. However, l i t t l e  d ifference emerged between

equations using e ith e r  d e fin itio n  and so th a t allowing the  longer

estim ation period i s  the one used here. Secondly, in both

form ulations the  equations using the  rea l b en efits  variab le  tended to

perform somewhat b e tte r  than did those containing the replacement

ra t io  and so the  former are  reported. Thirdly, current GDP performed

b e tte r  than did simple lagged measures, p a rticu la rly  when used in

conjunction with the percentage change in  output between year (t-1 )

and t ,  and so these are the r e s u lts  shown. Fourth, cu rren t measures

of earnings and b en efits  out performed any of the lagged permutations

attempted, where these included simple lag  measures of rea l earnings

and b en efits  payable in  th e  relevan t month deflated  by lagged 
( 1 1earnings. '  F inally , i t  i s  to  be noted th a t the ROSLA dummy i s  not

r

appropriate here as 1973 c o n s titu te s  missing data.

(a) UNEMPLOYMENT RATE : REAL EARNINGS

Table 1 presents the  r e s u lts  obtained when the  rea l earnings

measures were u til is e d , and i t  i s  c lear th a t not a l l  p rio r

expectations a re  fu l f i l le d .  One of the strongest findings i s  th a t

youth unemployment i s  strongly cy c lica l, although the v a riab le  i s  not

s ig n ifican t fo r males in  Ju ly ; however, the actual co e ffic ien t values
(21are extremely l a r g e . '  Secondly, youth unemployment has been

strongly upward trended over the data period, but in  th is  case not 

s ig n ifican tly  so fo r the ra te  of g irls*  unemployment in  Ju ly . One 

very su rp rising  re s u lt  i s  th a t the percentage year on year change in  

GDP appears to  be positive ly  re la te d  to  the ra te  of youth

unemployment, a lb e it  in s ig n ifican tly  so in  July . This r e s u l t  i s
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puzzling when i t  i s  almost universally  accepted th a t youths are among 

the most f le x ib le  of fac to rs . Furthermore, unreported equations show 

th a t other co e ffic ien ts  are not overly sensitive  to  the removal of 

th is  variab le , which tends to  suggest th a t the observed re s u lt  i s  not 

the product of m uLticollinearity  problems. Taken a t  face value, the 

im plications of the  findings a re  salutory but puzzling : youths w ill 

benefit from an upturn, but i t  would appear th a t much of th is  gain 

w ill be d issipated  i f  th is  i s  too fa s t .  This i s  d i f f ic u l t  to  

ra tio n a lise  and may ju s t  represen t a s ta t i s t i c a l  phenomenon with the 

variab le  proxying some other economic influence. But note th a t 

cu rren tly  (mid 1985) the B ritish  econony i s  growing a t  around the 

h is to r ic a lly  rapid ra te  of 3 per cent per annun, ye t as fa r  as one i s  

able to  a sce rta in , and the YTS beleaguers confident in te rp re ta tio n , 

th is  i s  not serving to  bring down the  leve l of youth unemployment. 

One might be tempted to  argue, therefore , th a t periods of rap id  

expansion are  associated with periods of labour saving technological 

change. But, of course, th is  i s  highly speculative given the data 

se t  currently  in  use.

Young peoples1 labour supply, as proxied by the size  of the 

young population, i s  s ig n ifican t in  only one of the four equations 

(boys in  July) and there  i t  en ters with a negative co e ffic ien t. As 

pointed out above, the more re s tr ic te d  population d e fin itio n  

"behaves” no b e tte r  and one must therefo re  in i t i a l ly  conclude th a t  no 

evidence has been found to  support the "cohort overcrowing” find ings 

of Wachter and Kim (1982) for Anerican youths. S im ilarly , real 

earnings do not fu lly  perform in  l in e  w ith expectations. Thus, fo r  

young males no consisten t evidence i s  produced in  th e  curren t 

exercise th a t the leve l of th e ir  rea l earnings has been
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responsible fo r the explosion in  th e ir  unemployment. Indeed, fo r the

month of July the co effic ien t on th is  variab le  i s  both negative and

sig n ifican t. L i t t le  a tten tio n  has to  date been paid to  the behaviour

of real youth earnings but, as Appendix Table A1 shows, those of

young males rose continuously to  a peak in  1975 but th e re a fte r  th e ir

behaviour has been e rra t ic . I t  might ju s t  be, therefore, th a t the

la te r  observations are responsible fo r the re s u lts  obtained in  Ju ly .

However, i t  should be noted th a t rea l g i r l s ’ earnings peaked lo ca lly

a year e a r l ie r  and subsequently also  performed e rra t ic a lly , y e t in

th e ir  unemployment regressions the  variab le  i s  signed in  accord with 
texpecations and highly s ig n ifican t. The remaining variab le  in  theA

equations represen ts the  real level of benefits  availab le  in  the  

relevan t month of year t ,  and th is  i s  very poorly determined in  a l l  

cases. Thus, there  i s  no evidence a t  th is  stage to  the  e ffe c t th a t 

unemployment pay has had any influence on the number of young people 

reg is te red  as out of work.

F inally , the overall performance ind ica to rs fo r the equations 

can b rie fly  be discussed. The f i r s t-o rd e r  autoregressive parameter 

i s  highly s ig n ifican t in  the young males equations, and although th is  

i s  not the case in  the g i r l s  equations the one using January data i s  

the only one of the four, male or female, in  which the EW s t a t i s t i c  

even h in ts  a t  residual au tocorrelation . Also, in  sp ite  of the poor 

performance of some of the individual regressors, th ree of the four 

models explain 80-90 per cent of the variance in  the dependent
_ p

variab le . The fourth , with a re la tiv e ly  modest R of 0 .6 , is , 

in te res tin g ly , the July equation fo r  young males. This i s  perhaps an 

early ind ication  of why previous work has tended to  concentrate on
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(b) UNEMPLOYMENT RATE : RELATIVE EARNINGS

When a tten tio n  i s  turned to  the re s u lts  fo r the percentage ra te

of unemployment using re la tiv e  earnings, given in Table 2, the

overall performance of a l l  equations can be seen to  have improved. 

Now th ree  of the equations explain over 96 per cent of the  variance 

in  the dependent variab le  w h ils t the fourth  accounts fo r some 87 per 

cent. Also, only the young females* July re s u lts  give serious reason 

to  believe th a t whatever s e r ia l  co rre la tion  ex isted  has not been
( O )

adequately captured by the f i r s t-o rd e r  co rrective  process used.

In addition to  the remarks made about preferred regressors a t  

the beginning of the section, seme comment i s  necessary on how the 

measures of re la tiv e  earnings were d e a lt w ith in  the cu rren t

form ulations. I n i t ia l ly  a l l  four availab le  r e la t iv i t i e s  were

entered -  those to  fu ll- tim e  adu lt males and females those to  p a rt-  

time adu lt females and those to  the other youth group. At the  very 

le a s t  th is  poses tremendous problems of in te rp re ta tio n . Even i f  a 

th eo re tic a lly  rigorous labour demand function were under

consideration there i s  considerable doubt about the in te rp re ta tio n  of 

cross wage terms when a non-homogeneous output i s  under

consideration, as i t  most certa in ly  i s  a t  the leve l of the national
(LL)

economy. In the  l ig h t  of th is , and the fa c t th a t youth to  youth 

and youth to  fu ll- tim e  adu lt female earning variab les showed

considerable in s ta b il i ty  in  terms of sign, size  and sign ificance, 

a tten tio n  i s  here re s tr ic te d  to  those equations in  which only youth 

to  adu lt male and youth to  part-tim e aduLt female earnings re la tiv e s
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were included. The d e fin itio n  of a l l  remaining variab les in  the 

model i s  then precisely  the same as in  the  previous equations. This 

spec ifica tion , i t  might be argued, appears odd in  th a t i t  combines 

re la tiv e  earnings with real b en efits  ra th e r than the  replacement 

ra tio . There i s ,  however, no rea l cause fo r concern. The earnings 

variab les r e f le c t  demand considerations w h ilst the  benefit measure i s  

hypothesised to  be of relevance to  the supplier of l a b o u r . ^  There 

i s  no th eo re tica l reason then why the variab les should be of the  same 

form.

The earnings variab les new seem to  convey a much c leare r 

p ic tu re; a l l  re la tiv e  to  men are positive  w h ilst a l l  r e la tiv e  to  

part-tim e women are  negative, and only one of the l a t t e r  f a i l s  to  

achieve s ta t i s t i c a l  significance. The f i r s t  se t of c o e ffic ien ts  

suggest su b s titu ta b ili ty  w hilst the  second convey the impression of 

complementarity. I t  should be noted th a t these r e s u lts  are p recisely  

the opposite of those which Hutchinson e t  a l. (1985) achieve in  

th e ir  analy sis  of youth employment over the period 1952-1972. The 

c o n flic t may a rise  from a host of fac to rs  such as d iffe rin g  sample 

periods ( th e irs  i s  sho rte r), d iffe rin g  model sp ec ifica tio n s ( th e ir s  

i s  la rg e r ) , but the d ifferences a re  g rea t enough to  suggest th a t  much 

remains to  be done/*^

In th is  case the rea l b en efits  variab le  i s  stronger, but s t i l l  

not wholly convincing with i t  achieving significance in  only the boys 

unemployment equation fo r Ju ly . The population measures continues to  

remain a puzzle, being wrong signed in  th ree  out of the four 

equations, although s ig n ifican t in  only the  January boys 

sp ec ifica tio n . Compared to  the equations including re a l youth
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earnings the GDP variab le  has hardened s lig h tly  w h ilst th a t fo r the 

percentage change in  GDP has lo s t  significance s lig h tly . However, 

the la tte rs*  influence remains positive  and s ig n ifican t when the 

January observations a re  used fo r e ith e r sex. Whether th is  i s  due to  

cap ita l su b s titu tio n  and productiv itiy  growth, as previously 

suggested, or to  large  output changes being disregarded by employees 

as temporary (although th is  would not support the positive  

significance of AGDP) or some other reason i s  not d e a r ;  but i t  i s  

hard to  take the positive  re la tio n  between the youth unemployment 

ra te  and the  percentage change in  GDP simply a t  face value. F inally , 

the tim e-trend i s  once again positive  and highly s ig n ifican t. But to  

explain phenomena by ignorance i s  not p a rticu la rly  sa tis fac to ry .

(c) UNEMPLOYMENT RATE : CONCLUSIONS

Certain substantive conclusions do seem to  emerge from th is  

i n i t i a l  examination of percentage youth unemployment. F irs tly , i t  i s  

strongly counter-cyclical, although curiously i t  appears to  be 

positive ly  re la ted  to  the speed a t  which output changes. Secondly, 

the  bulk of the evidence suggests th a t youth earnings do m atter in  

the determination of th e ir  unemployment. However, a th eo re tica l 

in te rp re ta tio n  of the negative co effic ien t on th e i r  earnings re la tiv e  

to  those of part-tim e females, namely th a t the two groups are  

complements, i s  hard to  accept when the  work of Chapter 3 showed th a t  

th e ir  employment has moved in d is tin c tly  opposite d irec tio n s. 

Thirdly, ne ither labour supply nor unemployment benefits  appear to  

have influenced the behaviour of youth unemployment in  post>war 

B rita in . F inally , both the ra te  of young



293

male and young female unemployment have been strongly upward trended 

for reasons not incorporated in  the model.

I I .  i i  RELATIVE UNEMPLOYMENT

As sta ted  in  the  previous chapter, c e rta in  objections could be 

ra ised  against the measure of youth unemployment used in  the above

exercise. In an attempt to  meet these, and a lso  to  provide fu rth er

comparisons with e a r l ie r  work, a tten tio n  i s  now turned to  youth 

unemployment re la tiv e  to  th a t  of adults, where the  six measures to  be 

used are as given previously. Before considering the re s u l ts  of th is  

exercise in  d e ta il , however, certa in  general poin ts need to  be made. 

The f i r s t  of these concerns sample size  and estim ation method. For 

the July data a continuous se rie s  of observations i s  ava ilab le  

meaning th a t the Beach and MacKinnon (1978) maximum like lihood  

antoregressive procedure could be used. For the January data, on the  

other hand, in d u s tria l action  a t  the Department of Employment in  1975 

means th a t  a gap e x is ts  in  the  se rie s  and the  Cochrane-Orcutt (1949) 

procedure had to  be u t i l is e d .

Secondly, the consolidated presentation  used in  the  ra te  

equations was not followed as the re s u l ts  fo r a lte rn a tiv e

spec ifica tions d iffered  widely and, in  general, were very poor 

indeed. Therefore, the best re s u lts  a re  reported with precise

variab le  d e fin itio n s  given in  the  notes to  the  tab le  where these are  

not cu rren t year fo r  GDP and re la tiv e  earnings or not youth aged 15 

to  24 re la tiv e  to  those aged 25-65 for the population variab le . ^  

When th is  l a t t e r  d e fin itio n  i s  changed, of course, the sample of 

observations begins in  1953 ra ther than 1950. I t  should a lso  be
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noted here th a t the same upper age l im it  of 65 was used fo r both 

males and females even though the o f f ic ia l  retirem ent age fo r females 

i s  60. Early experimentation revealed th a t the choice of cut>off 

made l i t t l e  difference to  the  re su lts , which may be a re f le c tio n  of 

the fa c t  th a t the 1981 Census of Population ind ica tes th a t 22.4 per 

cent of females aged 60-64 were s t i l l  economically active . ^

(a) INCLUDING SCHOOL-LEAVERS

Turning to  the  more de ta iled  resiiLts, Table 3 provides the

re la tiv e  unemployment equations where the youth measures include
( Q)  - punemployed school-leavers. A casual glance a t  the R ' s reveals

how poorly the equations perform overall, but i t  also poin ts to  two

other in te re s tin g  fea tu res  of the resiiLts. The f i r s t  i s  th a t  the

performance of the January equations consisten tly  o u ts tr ip s  those fo r

Ju ly . Secondly, in sp ite  of the usual presunption th a t  i t  i s

d if f ic u l t  to  explain the labour market behaviour of females, the

re s u lts  fo r g i r l s  a re  b e tte r  than those fo r boys -  whether these a re

re la tiv e  to  adu lt men or women. L astly , the se r ia l c o rre la tio n

c o effic ien t i s  s ig n ific an t in  7 out of the 8 cases, ind icating  the

firs t> o rd er scheme i s  capturing a t  le a s t  seme of the au toco rre la tion

which existed . However, the  July re s u lts  in  p a rticu la r ind ica te  th a t

the problems have not been e n tire ly  removed.

Looking a t  the earnings variab les fo r young males one can only, 

conclude th a t there i s  no s ta t i s t i c a l  evidence th a t they have had any 

impact on th e ir  unemployment re la tiv e  to  adu lt males. In the  case of 

g i r l s ' unemployment re la tiv e  to  th a t of aduLt males there  i s  some 

evidence of the two being su b s titu te s , a t  le a s t  taking th e  January
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observations, and th is  i s  consisten t with the findings from the 

unemployment ra te  regressions. F inally , on looking a t  g i r l s 1 

unemployment re la tiv e  to  th a t of older females the s ig n ific an t 

negative co e ffic ien ts  suggest th a t the two groups may be complements.

Once again labour supply, as measured by re la tiv e  population, 

does not appear to  have had any d e a r  cut impact on youth 

unemployment, although in  th is  instance i t  i s  a t  le a s t  of the co rrect 

sign in  5 out of the 6 form ulations. However, the ROSLA dunny 

variab le  performs perversely in  4 of the equations, and i s  

s ig n ifican t in  the  two of these modelling young females1 unemployment 

in  January. But i t  i s  correctly  signed in  two of the th ree  July 

equations, a lb e it  in s ig n ific an t, and many would presume th a t th is  

would be when the measure would have had i t s  g rea tes t impact.

As argued previously, there  i s  seme doubt about how one should 

incorporate unemployment income in to  equations modelling the 

unemployment of g i r ls  re la tiv e  to  adu lt women and, in consequence, 

the re la tiv e  benefits  variab le  has been emitted from these. 

Furthermore, the evidence from the remaining four equations i s  mixed. 

For g i r l s 1 unemployment re la tiv e  to  men the c o effic ien ts  have the 

expected positive  sign, although they are  s ig n ifican t only for the 

January data. However, in  the young males equations the variab le  

changes sign across the months of data observation, but i s  

s ig n ifican t in  neither case. Once again therefore , the aggregate 

data in  use here reveals l i t t l e  evidence in  favour of the  usual 

induced unemployment hypothesis.

To accord with standard hunan cap ita l theory, and the reasoning 

put forward regarding q u it behaviour, the co effic ien t on the GDP
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variab le  should be negative. This i s  in  fa c t  tru e  in  h a lf  of the 

equations and two of these are  the only ones in  which the measure i s  

s ig n ifican t. But the positive  co effic ien t on GDP in  the g i r ls  

to  women equations i s  in te re s tin g . Thus the  standard arguments 

alluded to  above re fe r  to  comparisons of young people with some 

imaginary individual with more or le s s  to ta l  labour market 

commitment. Usually the empirical counterpart to  th is  ab strac tio n  i s  

assumed to  be the (married) prime age male. There would appear to  be 

in su ff ic ie n t evidence a t  the moment to  in d ica te  where older females 

f i t  in to  such arguments. Furthermore, i t  should be appreciated th a t  

unemployed females are q u ite  lik e ly  to  include among th e ir  number 

some who would be part-tim e workers and perhaps, therefo re , the 

positive  c o effic ien ts  in  these equations should not be viewed as 

"perverse".

Of the equations reported here, the  percentage change in  GDP 

appears only in  the two involving young males. In both cases the 

variab le  i s  positive ly  signed, although i t  i s  only s ig n if ic an t when 

January data i s  used. This ra ther su rp rising  re s u lt  i s  analogous to  

th a t found when youth unemployment was modelled as a ra te  percentage 

and might be regarded as additional evidence th a t rapid growth and 

the simultaneous reduction of youth unemployment appear to  be 

incompatible policy goals.

F inally , one can note th a t the time trend i s  s ig n if ic an t in  only 

the boys1 January equation so th a t i t  would appear th a t there  remains 

room fo r ra th e r more powerful cy c lica l, as opposed to  secular, 

regressor(s) in  the explanation of re la tiv e  youth unemployment. But, 

on the  other hand, ce rta in  possible d if f ic u l t ie s  remain with the
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exercise of which one might be the inclusion  of school-leavers in  the 

numerator of the dependent variab le . To see i f  th is  i s  adversely 

influencing the re s u l ts  a tten tio n  i s  turned to  estim ating the models 

excluding school-leavers from the young unemployed.

(b) EXCLUDING SCHOOL LEAVERS

Table 4 presents the  best of the r e s u lts  obtained when the  data 

was re s tr ic te d  to  exclude unemployed school-leavers and where, once 

again, variab le  d e fin itio n s  a re  given in  the  notes to  the  tab le  when 

these do not conform to  the "standard" model. immediately, however, 

i t  can be seen th a t  the overall explanatory power of none of the 

equations i s  improved sig n ifican tly , and in  seme cases f a l l s .  But 

the general impression conveyed by the EW s ta t i s t i c s  i s  one of s l ig h t 

improvement in  the au tocorrela tive  p roperties. As there  i s  not a 

g rea t deal of difference between these re s u l ts  excluding school- 

leavers and the e a r l ie r  ones in  which they were included, a t  l e a s t  in  

terms of the  d irec tiona l impact of the  regressors (although th e ir  

precise magnitude i s  sensitive  to  spec ifica tion ) only b r ie f  comment 

w ill be made on the  more s ig n ific an t changes.

In the f i r s t  place, the change in  GDP no longer f ig u re s  in  any 

of the equations. Secondly, the population measure i s  new co rrec tly  

signed in  a l l  cases and has improved markedly in  the beys* July 

equation and in  the  g irls*  unemployment re la tiv e  to  ad u lt male 

equation fo r the same month. Thirdly, ROSLA i s  now po sitiv e  in  f iv e  

equations, s ig n ifican t in  th ree  of these and almost so in  a fourth . 

This, of course, runs d irec tly  counter to  p rio r reasoning but i s  

probably most ind ica tive  of the problems which surround th e  use of
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dumny variab les to  capture single events in  a world in  which many 

s tru c tu ra l changes occur simultaneously. Thus one need only note 

th a t ROSLA coincided with the period of o il c r i s js  to  re a lis e  th a t 

unambiguously con tro lling  fo r  the former in  aggregate analyses i s  a 

very d i f f ic u l t  task  to  achieve sa tis fa c to r i ly . F inally , the trend i s  

now negative in  a l l  equations, although i t  always f a i l s  to  achieve 

significance a t  the 5 per cent le v e l. I t  would appear, therefore , 

th a t  the poor re s u lts  obtained e a r l ie r  when attem pting to  model youth 

unemployment re la tiv e  to  th a t of aduLts were not a ltogether due to  

the  inclusion of s c h o o l - le a v e r s /^

(c) RELATIVE UNEMPLOYMENT : CONCLUSIONS

At th is  point, the conclusions one might venture regarding the  

determination of re la tiv e  youth unemployment through time are  very 

lim ited . There i s  reasonable support fo r the hypothesis th a t  young 

people are  more sensitive  to  the cycle than older men, although the 

s itu a tio n  i s  not so c lear cut when g i r ls  a re  compared to  adu lt 

females. The strongest support fo r re la tiv e  earnings influences 

comes from the young females* equations, where they appear to  be 

su b s titu te s  fo r adu lt males and complements w ith older females. When 

school-leavers are  excluded, labour supply i s  a t  le a s t  consisten tly  

co rrectly  signed w h ilst the percentage change in  output no longer 

figu res in  the  preferred equations. This l a t t e r  finding makes one 

wonder i f  rapid growth occurs a t  times of, seemingly indiscrim inate , 

labour saving technological change. There i s  no support found fo r 

the benefit-induced unemployment hypothesis and, la s t ly ,  too many 

changes seem to  have been occurring in  the  mid-1970*s fo r the simple
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RO&.A dumny to  iden tify  any impact th a t th is  p a rticu la r piece of 

le g is la t io n  may have had.

Overall the r e s u lts  a re  not good and ce rta in ly  compare

unfavourably with those obtained fo r the percentage ra te  of youth 

unemployment. This i s  perhaps disturb ing  when not only i s  the  data 

se t on re la tiv e  unemployment more nearly complete, i t  i s  also open to  

fewer objections regarding i t s  derivation. Furthermore, the size  of 

many of the c o effic ien ts , and in  seme cases even th e ir  d irec tion  of 

impact, i s  sen sitiv e  to  which months data i s  used. But w h ilst these 

i n i t i a l  findings are not sa tis fac to ry , and serve to  cast a t  le a s t  

some doubt on the  strength  of e a r l ie r  findings, there  ranain ce rta in  

avenues to  explore before firm  conclusions are  made. Before going on 

to  these methodological and s ta t i s t i c a l  extensions, however, one 

general aspect of the curren t approach should be stressed . This i s  

th a t  the models so fa r  estimated, and the  extensions to  follow, are 

a l l  l in e a r . The decision to  explore such form ulations alone was

taken prio r to  estim ation. Simple logarithm ic transform ation 

rep resen ts the most obvious, and most popular, a lte rn a tiv e ; although 

there  a re  a varie ty  of other p o s s ib il i t ie s . But, taking the  f i r s t  

mentioned as an example, there do not appear to  be any p a rticu la rly  

strong grounds fo r arguing th a t  there  i s  seme m u ltip lica tiv e  (Cobb- 

Douglas) reduced form unemployment generating technology. Rather 

than "mine” transform ations, with or without some attempted

ju s t i f ic a t io n  of the p a rticu la r one generating the best f i t ,  i t

appeared most useful, and in te res tin g , to  embark upon a comprehensive 

examination of the most obvious, a lb e it  the  most simple.
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III. FORECASTING
The f i r s t  issue to  be taken up in  extending the  work of the 

previous section i s  an examination of the a b il i ty  of the models to  

predict the  f in a l few unemployment observations. One possible way to  

do th is  i s  to  follow Lynch and Richardson (1982) and enquire hew well 

regressions estim ated fo r the whole of the period track  the  l a s t  fa* 

observations on the dependent variab le . I t  i s  preferable, however, 

to  re-estim ate  the models afresh  fo r the truncated data period and 

examine how the new estim ates perform in predicting  the emitted 

dependent variab le  observations. Furthermore, i f ,  as here, 

autoregressive correction  techniques are  employed in  the core period 

i t  i s  possible to  make the  fo recasts  tru ly  dynamic by incorporating 

the estim ated value of rho in to  the prediction generating mechanism. 

This procedure was the  one adopted. The question remains, however, 

of which term inal observations to  reserve fo r prediction?

In the  present instance data considerations present strong 

candidates. Thus, as previously noted, the d e fin itio n  of the 

earnings variab les was changed a f te r  the 1979 Inquiry. This suggests 

th a t the models might f ru i tfu l ly  be re-estim ated over the period 

1950-1979 with the th ree  years 1980-1982 emitted fo r the  pred iction  

exercise. The case fo r such a s p l i t  i s  fu rth er strengthened by the 

increased in ten s ity  of government sponsored d irec t job c rea tion  

measures in  the la te r  period. When th is  became s ig n ific an t, in  the 

sense th a t they rad ica lly  a lte red  the  behaviour of the unemployment 

se ries , i s  impossible to  say and as fa r  as youths are concerned may 

not have been u n til YTS got o ff the ground in  1983. Nevertheless, 

various schemes, with d iffe ren t ta rg e t groups, have been in  existence
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fo r sane time and must add weight to  the case fo r examining whether 

l a te r  years co n stitu te  unpredictable o u t l i e r s . I n  the  l ig h t  of 

th is , the prediction  exercise can be looked upon as one which te s ts  

fo r a s tru c tu ra l break and/or one in  e rro rs  in  variab les.

Tables 5-8 present the r e s u lts  of estim ating the model with a 

terminal observation date of July 1979. As the  sign pattern  of 

c o effic ien ts  i s  generally the same as those found fo r the longer 

estim ation period overly d e ta iled  comment i s  not necessary, although 

c e rta in  important issues do emerge. Thus w h ilst the d irec tion  of 

influence of most of the regressors i s  unchanged, the estimated size  

of them i s  highly sen sitiv e  to  the inclusion  or otherwise of the l a s t  

th ree  years data. Such in s ta b i l i ty  i s  d isturb ing  in  terms of policy 

orien tated  conclusions. A second general point to  note, however, i s  

th a t  au tocorrela tion  i s  s t i l l  apparent in  several of the equations 

and techniques designed to  deal w ith more complex se r ia l co rre la tion  

processes than the  f i r s t-o rd e r  one used here might usefu lly  be 

applied.

The percentage unemployment ra te  equations a re  provided in  

Tables 5 and 6 and once again those using re la tiv e  earnings measures 

are  somewhat b e tte r  than those using rea l earnings. Indeed i f  

anything these l a t t e r  equations perform worse over the truncated data 

period th a t they did previously. The general conclusions to  be drawn 

fran  the preferred  formulation are th a t the influence of re la tiv e  

earnings i s  extremely strong; th a t  youth unemployment has been 

trended upwards fo r ostensibly extraneous reasons; th a t the lev e l of 

economic a c tiv ity  does s ig n ifican tly  a ffe c t young workers* prospects 

and th a t the bulk of the evidence does suggest th a t there e x is ts  a
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c erta in  amount of benefit>induced unemployment amongst th is  group.

However, the  influence of population movements and of the speed of

output change appear somewhat contrary to  prior expectation, although

the  variab les are  not always s ig n ifican t.

The resuLts fo r re la tiv e  youth unemployment, given in  Tables 7

and 8 are  once again mixed, although the overall level of performance

i s  somewhat b e tte r  fo r the shorter estim ation period. But i t  should

be noted th a t  there  a re  ce rta in  ind ica tions of even sign in s ta b i l i ty

when the resuLts are compared to  the e a r l ie r  ones. The most

s ig n ific an t development to  emerge in  these analyses i s  th a t  new GDP

is  co rrec tly  (negatively) signed in  a l l  but one of the equations and

i t s  significance le v e ls  lead  to  some confidence to  the  predication

th a t an upturn in  economic a c tiv ity  w ill be to  the re la tiv e  benefit

of young workers, a t  le a s t  compared to  adu lt males. F inally , the

equations including school-leavers work somewhat b e tte r  than those

which exclude them, which suggests th e ir  amission may amount to  mis- 
( 12)sp ec ifica tio n .

But as well as comparing th e  above re s u l ts  with those obtained 

fo r the longer data period th is  section, as discussed above, i s  

concerned with how accurately the  unemployment observations fo r 1980- 

1982 are predicted by the models estim ated over the period 1950-1979. 

A fa i lu re  to  predict accurately suggests, of course, th a t care should 

be taken in  ex trapo lating  the resuLts obtained forward in  time. 

Table 9 presents the  fo recast and actual values of the percentage 

ra te  of youth unemployment. Whichever of the form ulations i s  used, 

i t  can be seen th a t  male youth unemployment i s  progressively under­

predicted with the under-estimate lying between 4 and 7 percentage



TABLE 9

PERCENTAGE UNEMPLOYMENT : DYNAMIC FORECASTS

USING REAL EARNINGS

1980 1981 1982

BOYS FORECAST 1 2 .7 0 1 1 0 1 8 .7 9 8 7 9 1 8 .9 5 6 5 3
JANUARY ACTUAL 1 0 .3 0 0 0 0 1 9 .0 9 9 9 9 2 3 .0 9 9 9 9

BOYS FORECAST 2 5 .7 2 4 8 6  . 2 5 .5 2 2 0 5 2 6 .5 7 4 7 0
JULY ACTUAL 3 1 .0 9 9 9 9 3 0 .5 9 9 9 9 3 3 .5 0 0 0 0

GIRLS FORECAST 1 7 .1 4 2 9 7 2 0 .9 4 9 8 4 1 8 .7 0 6 0 2
JANUARY ACTUAL 1 1 .9 0 0 0 0 1 9 .2 0 0 0 0 2 2 .0 0 0 0 0

GIRLS FORECAST 3 3 .6 2 7 6 2 4 0 .1 1 2 5 3 3 6 .6 9 4 9 6
JULY ACTUAL 3 2 .0 9 9 9 9 3 1 .0 9 9 9 9 3 3 .2 9 9 9 9

USING RELATIVE EARN:CNGS

BOYS FORECAST 1 4 .9 4 5 0 0 1 5 .6 0 6 8 5 1 7 .4 6 4 4 7
JANUARY ACTUAL 1 0 .3 0 0 0 0 1 9 .0 9 9 9 9 2 3 .0 9 9 9 9

BOYS FORECAST 2 4 .3 7 3 3 2 2 4 .8 7 6 1 4 2 7 .2 4 1 1 2
JULY ACTUAL 3 1 .0 9 9 9 9 3 0 .5 9 9 9 9 3 3 .5 0 0 0 0

GIRLS FORECAST 1 2 .8 4 1 8 7 1 3 .7 1 6 7 6 1 6 .1 9 6 6 8
JANUARY ACTUAL 1 1 .9 0 0 0 0 1 9 .2 0 0 0 0 2 2 .0 0 0 0 0

GIRLS FORECAST 2 6 .3 0 6 6 5 2 7 .0 4 6 1 1 2 8 .6 9 8 2 6
JULY ACTUAL 3 2 .0 9 9 9 9 3 1 .0 9 9 9 9 3 3 .2 9 9 9 9
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points by 1982. The p ic tu re  i s  le s s  d e a r  cu t fo r  young females but 

i f  one concentrates on the  model u t i l is in g  re la tiv e , as opposed to  

absolute, earnings, which does appear to  be the best f i t t in g ,  then a 

sim ilar re s u lt  emerges. One cannot, of course, use the estimated 

rd a tio n sh ip s  to  explain why these prediction e rro rs  occur, but 

ce rta in  issues should be raised .

Ihe f i r s t  of these i s  th a t  the job c rea tion  programmes have

become progressively more adventurous as the decade has unfolded and

one might therefo re  express surp rise  a t  increasingly la rg e r under­
d o )p re d ic t io n .-* ' Secondly, one might have assumed th a t as the 

recession ground on with no sign of abating the  knowledge of i t s  

e ffe c ts  on job prospects should have become more widespread and 

retarded school-leaving. But th ird ly , i t  may be th a t  the breakdown 

re f le c ts  the change in  the earnings d e fin itio n s  from 1980 onwards, 

and one might draw some support fo r th is  from the fa c t th a t  the 

earnings variab les are stronger over the truncated data period. 

However, i t  i s  not d e a r  why the e ffe c t of th is  should have got 

progressively la rg e r .

The fo recast and actual values fo r re la tiv e  youth unemployment 

indud ing  school-leavers are presented in  Table 10. In th is  case the 

tendency i s  d e fin ite ly  towards over-prediction, p a rticu la rly  fo r 1981 

and 1982. This i s  tru e  fo r a ll  the r d a t iv e s  considered fo r both 

data months. Whilst the  previous evidence suggested th ere  had been 

an unexplained upward s h if t  in  youth unemployment the curren t 

information leads to  the  inference th a t, in sp ite  of th is , young



TABLE 10

DYNAMIC FORECASTS INCLUDING SCHOOL-LEAVERS

1980 1981 1982

BOYS TO MEN 
JANUARY

FORECAST
ACTUAL

0 .0 5 9 4 1
0 .0 5 8 2 3

0 .1 0 3 7 6
0 .0 6 7 1 9

0 .1 1 1 8 2
0 .0 6 1 3 9

BOYS TO MEN 
JULY

FORECAST
ACTUAL

0 .1 4 1 3 5
0 .1 8 6 0 5

0 .2 2 4 6 5
0 .1 0 9 3 2

0 .1 3 9 8 9
0 .1 0 0 0 3

GIRLS TO MEN 
JANUARY

FORECAST
ACTUAL

0 .0 5 6 8 1
0 .0 5 6 9 2

0 .0 7 7 0 9
0 .0 5 6 4 3

0 .0 9 4 0 3
0 .0 4 8 8 4

GIRLS TO MEN 
JULY

FORECAST
ACTUAL

0 .1 4 5 5 9
0 .1 6 0 6 5

0 .1 9 3 4 5
0 .0 9 2 3 0

0 .1 2 9 4 5
0 .0 8 2 1 5

GIRLS TO WOMEN 
JANUARY

FORECAST
ACTUAL

0 .1 7 0 1 9
0 .1 3 6 7 2

0 .1 7 2 5 5
0 .1 4 8 5 6

0 .2 0 0 7 5
0 .1 3 2 7 9

GIRLS TO WOMEN 
JULY

FORECAST
ACTUAL

0 .3 5 4 1 8
0 .3 7 3 2 1

0 .4 5 1 0 9
0 .2 4 8 6 9

0 .3 8 1 6 1
0 .2 1 6 9 7
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people have fa ired  b e tte r  than one would have expected re la tiv e  to  

adu lts . Tentatively, one might suggest therefo re  th a t government 

in terven tion  in  the labour market has been to  the re la tiv e  advantage 

of young people.

This impression i s  confirmed when one looks a lso  a t  the

fo recasting  performance of the equations excluding school-leavers, 

d e ta ils  of which are  provided in  Table 11. Whilst the  absolute 

fo recast e rro rs  in  th is  instance are comparatively small, th is  i s  

simply a re f le c tio n  of the importance of unemployed school-leavers in  

the youth to ta l  fo r these l a t e r  years. In percentage terms the

e rro rs  a re  of the  same order of magnitude as those recorded when they 

a re  included. The upshot of th is  would appear to  be th a t w h ils t the 

m ajority of the  d irec t government a id  has been targeted  a t  school- 

leavers, youths with seme work experience also  reaped seme of the 

benefits , judging by th e ir  re la tiv e  unemployment performance.

But to  r e i te r a te  the main find ings of th is  section; estim ation

of the unemployment re la tio n sh ip s up to  1979 generates under­

pred ictions of the ra te  of youth unemployment fo r the years 1980-1982 

w h ilst the  level of youth unemployment re la tiv e  to  th a t  of adu lts  i s  

consisten tly  over^-predicted fo r th is  th ree  year period. The casual 

inference must, therefore , be th a t  w h ilst the  various government job 

support schemes have been in su ffic ie n t to  bring the ra te  of youth 

unemployment dewn to  the lev e ls  one would expect i f  i t  had maintained 

i t s  previous re la tio n sh ip s  with other economic magnitudes they 

operated to  reduce the  level of youth unemployment re la tiv e  to  th a t  

of adu lts  belcw what one would expect. This l a t t e r  i s  probably in  

l in e  with the emphasis afforded to  the  p ligh t of the two groups,



TABLE II

DYNAMIC FORECASTS EXCLUDING SCHOOL-LEAVERS

1980 1981 1982

BOYS TO MEN 
JANUARY

FORECAST
ACTUAL

0 .0 4 8 1 0
0 .0 3 5 6 6

0 .0 4 1 7 8
0 .0 3 4 7 3

0 .0 4 0 9 8
0 .0 2 2 1 5

BOYS TO MEN 
JULY

FORECAST
ACTUAL

0 .0 3 9 4 3
0 .0 3 8 6 4

0 .0 4 6 6 6
0 .0 2 5 4 0

0 .0 4 6 8 3
0 .0 1 9 0 3

GIRLS TO MEN 
JANUARY

FORECAST
ACTUAL

0 .0 3 3 2 5
0 .0 3 3 0 4

0 .0 4 2 4 0
0 .0 2 6 8 2

0 .0 4 8 9 8
0 .0 1 6 9 5

GIRLS TO MEN 
JULY

FORECAST
ACTUAL

0 .0 2 9 6 9
0 .0 3 1 3 8

0 .0 3 7 8 7
0 .0 1 8 3 4

0 .0 2 7 9 2
0 .0 1 4 1 7

GIRLS TO WOMEN 
JANUARY

FORECAST
ACTUAL

0 .0 8 9 4 4
0 .0 7 9 3 6

0 .0 8 8 3 3
0 .0 7 0 6 1

0 .0 9 4 2 5
0 .0 4 6 1 0

GIRLS TO WOMEN 
JULY

FORECAST
ACTUAL

0 .0 6 8 6 3
0 .0 7 2 9 1

0 .0 6 9 0 6
0 .0 4 9 4 3

0 .0 6 8 3 2
0 .0 3 7 4 2
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although whether th is  i s  desirab le  on s t r ic t ly  economic grounds i s  a 

question th a t remains unanswered. However, the re la tiv e  unemployment 

equations in  p a rticu la r s t i l l  leave some room fo r d isqu iet and the 

next section  fu rth er extends the  analysis by considering whether the 

assumption of single unchanging unemployment re la tio n sh ip s i s  a 

su ffic ie n tly  r e a l is t ic  one, even i f  the data period i s  term inated in  

1979.

IV . STRUCTURAL CHANGE

I t  has been shown in  the previous section th a t the estimated 

models do not fo recast well the unemployment observations from 1980 

onwards. But th is  s t i l l  im p lic itly  assumes th a t the model does hold 

fo r a ll  sub-periods from 1950-1979. This may be seriously 

misleading. To te s t  fo r the p o ss ib ility  th a t th is  i s  in  fa c t nottrue 

recourse i s  made in  th is  section to  a s ta t i s t ic a l  t e s t  of s tru c tu ra l 

s ta b il i ty  a ttr ib u ta b le  to  Chow (1960). E ssentially  tn is  i s  simply a 

p a rticu la r app lica tion  of the F - s ta t i s t ic  which te s ts  fo r the 

v a lid ity  of se ts  of re s tr ic tio n s  on regression c o e f f ic ie n t s .^ ^  In 

th is  p a rticu la r application , the r e s tr ic t io n  under t e s t  i s  whether 

the  regression co effic ien ts  can valid ly  be regarded as equal in  two 

sub-periods w ithin the to ta l  estim ation time-span.

The s t a t i s t i c  used to  te s t  whether th is  null hypothesis ( i .e .  

equality) i s  v a lid  i s  defined as:

(S -  (s . + s5))/K 
F = ___________ 1 *

(s^ + S2)/(n^ + -  2K)
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where S i s  the sun of squared res idua ls  frcm a regression run over 

the whole data period (the  re s tr ic te d  case), s«j and s2 are the

residual suns of squares frcm the regressions run on the sub-periods 

separately , K i s  the  nunber of regressors (and therefo re  the number 

of re s tr ic tio n s  imposed), n̂  and the number of observations in  the 

f i r s t  and second sub-period respectively  and (n^ + -  2K) the

degrees of freedom in  the un restric ted  case. This s t a t i s t i c  i s  then 

compared, a t  the  chosen leve l of significance, with the c r i t ic a l  

value of the F d is tr ib u tio n  with K and (n.j + n2 -  2K) degrees of 

freedom.

Care shouLd be exercised in  the  execution of the  te s t ,  however, 

fo r  i t  i s  a l l  too easy to  ,ff i s h n indiscrim inately  fo r break po in ts in  

estimated re la tio n sh ip s. One shouLd re a lly  have some a p r io r i reason 

fo r  focusing on p a rticu la r points in  time as possible moments of
r a c }

s tru c tu ra l break. _  Alas, when considering re la tio n sh ip s  in  the

labour market seme, more or le s s  strong, ju s t if ic a t io n  can be adduced 

for the choice of many years. However, a tten tio n  has already been 

paid in  the previous chapter to  the p o ss ib ility  th a t the shake-out of 

labour in  the  mid to  la te  1960*s productivity  drive affected  youths 

as well as adu lts . Given the usual finding  th a t there  was a s h i f t  in  

the re la tio n sh ip  between aggregate employment and output, i t  seems 

reasonable to  hypothesise th a t th is  a lso  affected  th a t between youth 

unemployment and GDP. Furthermore, as already argued -  although so 

f a r  inconclusively demonstrated -  i t  seems unlikely th a t the shake­

out w ill have been neutral as between age and sex groups. In

p a rticu la r, one might expect th a t those in  the le a s t  sk ille d  

occupations, and im p lic itly  therefore  probably the young, w ill have
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suffered re la tiv e ly  heavily. This provides grounds fo r assuming th a t 

the  re la tio n sh ip  between youth and adu lt unemployment may have been 

changed a t  th is  time. The work of the previous chapter, which 

employed a very simple model with s h if t  dummies, w ill therefo re  be 

extended to  examine whether the shake-out occasioned a break in  the 

re la tio n sh ip  between youth unemployment and i t s  hypothesised 

determinants.

Of the other events th a t  might have influenced th e  form of the 

youth unemployment re la tio n sh ip , ROSLA i s  one of the most in te re s tin g  

and a lso  in s tru c tiv e . One might hypothesise th a t by (apparently)

ra is in g  the average educational leve l of young people the enactment 

should have raised  the  a ttrac tiv e n ess  of young workers to  employers, 

c e te r is  paribus. But, two so r ts  of problem bedevil the fu r th e r  

pu rsu it of th is  issue with the lim ited  data in  use. The f i r s t  of 

these i s  purely s ta t i s t i c a l  and re la te s  to  the shortness of the 

period following ROSLA, which leaves in su ff ic ie n t degrees of freedom 

fo r ary meaningful, analysis to  be undertaken. At a more substantive  

lev e l, however, i s  the  fa c t th a t  ROSLA coincided w ith the f i r s t  o i l -  

c r i s i s  rendering an examination of i t s  independent e ffe c t exceedingly 

d i f f i c u l t / 165

Therefore, the present exercise w ill focus so lely  on the  shake­

out years. Furthermore, i t  w ill be se lec tiv e  in  so much as the 

unemployment ra te  equations appear to  perform adequately and 

a tte n tio n  w ill be d irected  to  those modelling r e la t iv e  youth 

unemployment. This i s  ju s t i f ie d  fu rth e r by the missing observations 

in  the ra te  se rie s  which would cast doubts on the r e l i a b i l i ty  of the 

equations fo r the second h a lf  of the data period. Given a lso  th a t
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three possible years w ill be examined fo r the timing of the po ten tia l 

e ffe c ts  of the shake-out, a tten tio n  w ill fu rth er be re s tr ic te d  to  

four of the le a s t  well f i t t i n g  equations: these being youths of both 

sexes including school-leavers re la tiv e  to  adu lt males a t  Ju ly , g i r l s  

excluding school-leavers to  wanen and beys excluding school-leavers 

to  men both using January observations. But, to  perform the 

exercise, the ROSLA dummy variab le  has to  be dropped frcm the 

equations as i t  i s  id en tica lly  zero in  a l l  f irs t- tim e  periods under 

consideration. Thus, not only would one not be comparing l ik e  with 

l ik e  i f  i t  were included, i t s  co effic ien t cannot be estim ated in  

these e a r l ie r  epochs due to  the variab le  having no variance. What 

e ffe c t th is  has fo r the model estimated over the fu l l  sample period 

w ill be assessed presently . For now i t  w ill merely be noted th a t  i t  

was previously s ig n ific an t only in those equations here being 

considered which exclude school-leavers.

As the  d e ta ils  in  Table 12 reveal, there  i s  s t a t i s t i c a l ly  

s ig n ific an t evidence of s tru c tu ra l in s ta b i l i ty  in  a l l  equations 

examined, whichever year i s  proposed fo r the break. W hilst the  

precise timing d if fe rs  somewhat, exactly the same phenomenon was 

discovered in  the  works of M errilees and Wilson (1979) and Rice 

(1984). However, here there  has been an attempt to  h ig h lig h t a 

sp ec ific , tang ib le  event which may be responsible fo r the s h if t .  The 

authors c ited , and mary o thers working in  the disequilibrium  mould,
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TABLE. 12

F-STATISTIC FOR BREAK AT CRITICAL
VALUE

1966 1967 1968
OF F 

AT 556

Including School- 
Leavers

Boys to  Men July 7.38 7.37 2.83 2.83

G irls  to  Men July 4.78 9.39 9.28 2.66

Excluding School- 
Leavers

Boys to  Men
January 2.96 3.89 6.65 2.70

G irls  to'Women
January 4.69 8.71 8.22 2.85

do l i t t l e  by way of ra tio n a lis in g  wfcy the youth market, in

p a rticu la r, does not d e a r  a t  a point in  time, nor do they ind icate

why un i-d irec tional d isequ ilib riun  should p e rs is t  fo r  long periods of
Is

time. Present evidence^ consisten t w ith the hypothesis th a t  the

labour dishoarding of the m id -to -la te  1960fs, prompted by the

po lic ies  of the Wilson government of the day, caused a fundamental
(17)re-alignm ent of p re-ex isting  labour market re la tio n sh ip s . 

Consistency i s  not, of course, convincing proof of cau sa lity ; but in  

the l ig h t  of previous work on the ,fshake-out,! i t  i s  perhaps 

surprising  th a t  the issue has not been explored more fu lly  in the  

sp ec ific  context of the youth unemployment debate.

Turning to  the deta iled  findings of th is  exercise, Table 13 

presents the re s u lts  obtained fo r the fu l l  sample periods
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corresponding to  those used above and fo r the consecutive sub-periods 

fo r which the F - s ta t is t ie s  in  Table 12 provided the  strongest 

evidence fo r a s tu rc tu ra l break. Comparing f i r s t  the fu l l  sample 

re s u l ts  excluding th e  ROSLA dunny with those obtained e a r l ie r ,  

certa in  sa lie n t fea tu res  emerge. The f i r s t  i s  th a t the goodness of 

f i t  of a l l  equations remains poor. However R has increased in  the  

models including school-leavers w h ilst i t  has decreased in  those 

which exclude them. Secondly, there  a re  ind ications of in s ta b il i ty  

in  a l l  four equations, although th is  i s  by fa r  the most serious in  

the case of young to  older males including school-leavers. In th is  

instance four of the six  true  co effic ien ts  change sign and two of 

these a re  s ig n ifican t in  the  new estim ates. Thirdly, w h ilst s t i l l  

performing poorly, the two models including school-leavers provide 

mild support fo r a l l  p rio r hypotheses except fo r th a t focusing on 

GDP, the co effic ien t on which remains positive  and a lso  achieves 

significance in  the* male to  male equation. Nevertheless, the  poor 

overall performance and the evident in s ta b i l i ty  are cause fo r 

concern.

When the  sample period i s  s p l i t ,  the fundamental message to  

emerge i s  th a t one should proceed with extreme caution i f  attem pting 

to  draw firm conclusions from re s u lts  obtained using th e  f u l l  data 

sample. In a l l  cases i t  should f i r s t  be noted th a t the models work 

fa r  b e tte r  on the  sub-periods indiv idually  than when they are 

pooled -  although th is  in  seme part w ill be a function of the 

reduction in  the  degrees of freedom in  the  former instances. 

Secondly, co effic ien t values and signs a re  most unstable. 

Furthermore, the patterns which emerge a re  not wholly in accord with 

what in tu tio n  might lead one to  expect* For instance, i f ,  as i s
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frequently argued, the early  post>-war period was one of excess demand 

fo r young labour why are a l l  four re la tiv e  population measures 

positively  signed, and s ign fican t in  two instances? However, the 

negatively signed re la tiv e  earnings variab les (th ree  s ig n ifican tly  

so) do seem more in  l in e  with th is  hypothesis. But when considering 

a l l  other regressors i t  i s  not c lear th a t one should expect sign 

in s ta b i l i ty  across regimes and yet in  only two cases -  unemployment 

b en efits  in  the  boys to  men equation excluding school-leavers and GDP 

in  the g i r l s  to  women equation excluding school-leavers -  does th is  

not occur e ith e r  between sub-periods or between sub-periods and the  

fuLl sample. Nevertheless, w h ilst these find ings o ffer a severe 

warning about the  s tru c tu ra l f r a i l ty  of the  re la tiv e  unemployment 

re la tio n sh ip s  the next section goes on to  examine one fu rth e r 

possible Oause of the perceived d if f ic u lt ie s .

V. SIMULTANEOUS EQUATION BIAS

Up to  now i t  has been assumed th a t  unemployment could 

s a t is fa c to r i ly  be analysed in  a single equation framework. This 

could only ever represent an approximation to  re a li ty  : sim ultaneity 

a ffe c ts  many, i f  not most, economic re la tio n sh ip s . The question i s ,  

how serious i s  the  bias introduced? A comprehensive approach to  th is  

issue cannot be attempted here, but seme a tten tio n  can be given to  

what might be regarded as the  most l ik e ly  fea tu re  of the  model to  

generate such problems. This i s  the treatm ent of the earnings 

variab les as exogeneous, p a rticu la rly  in  via* of the work undertaken 

in  Chapter 3. The aim here, therefore , i s  to  examine the performance 

of a model which estim ates the  unemployment and earnings
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of young people re la tiv e  to  adu lts  simultaneously. As the e a r l ie r  

discussion indicated, i t  i s  not possible to  estim ate the fuLl 

earnings equation beyond 1972 and the present work must of necessity 

rely  heavily on the  simple market approach to  earnings determination 

explored a t  the beginning of Chapter 3.

In determ in istic  form, the re la tiv e  earnings equations used 

there, in  an obvious shorthand, were

(1) REL W = aQ + a1 GDP + «2 REL. SUPP. + a t

(2) REL W = 3Q + B REL. U + Bgt

where the re la tiv e  unemployment variab le  in  (2) -  REL. U -  was in  

terms of ra te s . The e a r l ie r  work of th is  chapter has e sse n tia lly  

considered re la tiv e , absolute, unemployment equations of the form

(3) REL U = Yq + Y1 REL W + Y2 GDP + Ŷ  REL SUPP + Y^t + ^

where Z i s  a sector of suppressed variab les. This l a t t e r  i s  not 

s t r ic t ly  of the same form as (2) but, by dividing through by the 

re la tiv e  supply term sim ila rity  i s  achieved, as in

(4) REL U = 6q + «1 REL W + <$2 GDP + ^ t  +

Consider f i r s t  the general issues which a rise  when examining (1 ), (2)

and (4).
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Equations (1) and (4) represent a recursive system and, as such, 

sing le  equation estim ation techniques are  appropriate. ^ I f ,  

however, equations (2) and (4) were considered to  represent an 

appropriate charac te risa tion  of the world then they represent a 

simultaneous system and should be estim ated accordingly: th is  i s  the 

exercise to  be undertaken here. But the  problem of id e n tif ic a tio n  

a rise s  immediately. Thus, b rie fly , in  a system of G l in e a r  equations 

the id e n tif ic a tio n  of an individual equation requ ires th a t  i t  exclude 

a t  le a s t  G-1 variab les in  the model. This requirement, known as the 

order condition fo r id en tific a tio n , is , however, only necessary and 

not su ff ic ie n t, but i t  i s  the cause of the problems in  the current
( I Q )

instance. The re la tiv e  earnings equation does not include one

variab le  which i s  excluded from the re la tiv e  unemployment equation.

Recall, however, the discussion in  Chapter 3. There, the 

extended consideration of the fac to rs  lik e ly  to  influence re la tiv e  

earnings, over and above simple macro-economic aggregates, revealed 

th a t the average age of young people in  the labour market was 

s ta t i s t ic a l ly  one of the strongest. I f  i t  i s  assumed th a t  ROSLA had 

a strong influence on th is  by removing 15 year olds from the market, 

then id e n tif ic a tio n  can be achieved; a lb e i t  in  a s lig h tly  contrived 

manner. Thus, l e t  (2) be modified to

(5) REL W = XQ + X1 REL U + *2 R0SLA1 + Xgt

where R0SLA1 i s  a dumny variable  taking the value one from 1973 

onwards and zero previously. Equations (4) and (5) new represent a 

simultaneous system wherein both are id en tifie d  and they w ill form
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those to  be estim ated as such here.

For the purposes of th is  exercise, a tten tio n  w ill be re s tr ic te d  

to  the unemployment and earnings of young people re la tiv e  to  adu lt 

men. But immediately one i s  faced with the additional problem tha t, 

in  the case of males, the age delim iters used in  the unemployment and 

earnings equations d iffered  when thqy were estimated above. The 

choice had to  be made in  th e ir  case therefore between defining 

adulthood a t  18 or 20 years. Using the  l a t t e r  ac ts  as a p a rtia l 

check th a t the poor unemployment resuLts were not ju s t  due to  the

p a rtic u la r  data se t based on the 18 year old d e fin itio n  and i s  a lso

the d e fin itio n  which i s  the more appropriate fo r the re la tiv e  

earnings equation. But, as s ta ted  e a r l ie r ,  no o f f ic ia l  annual 

estim ates of the numbers in  the labour force aged le s s  than 20 have 

been published beyond 1972, thereby posing problems fo r the creation  

of an unemployment ra te  se rie s  fo r th is  group. However, Wells (1983) 

produced sem i-official annual estim ates of th e ir  mid-year percentage 

unemployment, both including and excluding school-leavers, and these 

w ill be u til is e d  h e r e . A d d i t i o n a l l y ,  h is  estim ates of the 

unemployment ra te  of young females aged le s s  than 18 w ill be 

substitu ted  fo r the e a r l ie r  data to  provide a check in  th e ir  case

also . I t  must be borne in  mind, however, th a t Wells, a t  several

points in  h is  work, acknowledges the  ten ta tiv e  nature of h is  figu res. 

But th is  said, h is  data does provide a complete, annual unemployment 

se rie s  from 1952 onwards, which, in  the  l ig h t  of the foregoing work, 

w ill be terminated in  1979.

W hilst the primary purpose of th is  section i s  the estim ation of
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the simultaneous model discussed above; as there are d ifferences in

the form of the equations, the d e fin itio n  of the unemployment

variab les and in  the sample period, single equation estim ates are

f i r s t  presented in  order to  see what the e ffe c ts  a re  on previous

conclusions. In the case of the simple earnings model, Table 14

shows th a t  these a re  considerable fo r young males, whether school-

leavers are  included in  the re la tiv e  unemployment term or not. From

e a r lie r  being weakly s ig n ifican t and negative the inclusion  of the

ROSLA step dumny renders the labour market pressure variab le  positive

in  both cases and s ig n if ic an t in  the  preferred form ulation including

school-leavers. This, of course, runs counter to  p rio r hypothesising

and suggests, accepting the  re s u lts  a t  face value, th a t, having taken

account of the secular trend and the l ik e  here being a ttr ib u te d  to

ROSLA, compositional forces may be a t  work. That is ,  the  le a s t

sk ille d , and therefore  lowest paid, groups have the most cyc lica lly

sen sitiv e  unemployment with wage s tru c tu res  (although not necessarily

wage lev e ls )  being re la tiv e ly  r ig id . Exactly the same p ictu re

emerges in  the  re la tiv e  earnings equations fo r young females;

although th is  does not con trast w ith the re s u lts  obtained
( 21 )e a r l ie r .  '

Hcwever, i f  earnings and unemployment are  simultaneously 

determined, as i s  here being explored, then the above could be the 

re s u lt  of simultaneous equation b ias. To see th is  take the 

generalised earnings and unemployment equations

(6) w = ciq + a^U + + Vq

(7 )  u = b0 + slM + e2zu + v1
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where w and U represent re la tiv e  earnings and unemployment 

respectively , the Z!s being vectors of exogeneous variab les and vQ 

and v̂  e rro r terms. Solving fo r  U gives

( 8)
°  0 e 1 +  6 0u = +

1 -  a, 1 -  a 1 -  a 1 1 - a 1 - a

Thus U i s  re la ted  to  the e rro r term in  the earnings equation, Vq, by 

the co effic ien t $^/1- a«j. The true  values of the elements of th is  

have been assuned to  be

which, i f  true , imply

th a t i s  th a t U and Vq are  positively  corre la ted . As most econometric 

te x ts  show (e.g . Koutscyiannis (1976)), th is  im plies th a t the 

co effic ien t on U w ill be upwards biased, which may go some way to  

explaining the peverse re s u lts  obtained in  the single-equation 

estim ation of the earnings function above.

Nevertheless, to  perservere with the single equation comparisons 

fo r the moment, Table 15 presents the new estim ates fo r the re la tiv e  

unemployment models. Recalling th a t Wells only presents mid-year

3̂ X), â <0



YO
UT

H 
TO 

AD
UL

T 
UN

EM
PL

OY
ME

NT
 

RA
TE

S.
 

WE
LL

S 
UN

EM
PL

OY
ME

NT
 

DA
TA

 
19

52
-1

97
9

L
.L

.

20
.7

69

21
.9

32

28
.0

07

28
.2

14

-1
.3

7
9

-0
.4

41

O
.U

.

1.
66

1

1.
72

1

1.
66

9

1.
64

6

1.
10

4

1.
31

2

CM

0.
62

Q

0.
62

8

0.
58

5

0.
57

0

0.
27

8

0.
28

7

a
0.

66
5

(1
0

.7
6

)

I 
0.

91
2 

j 
(1

3
.0

9)
i

0.
66

4
(1

0
.8

1
)

0.
69

3
(1

1
.4

1) 010 CN
cn cn
O w 0.

92
3

(1
4

.6
4)

0.
29

9
(5

.3
5

) co cn to cn • • mO w 0.
23

4
(5

.4
4

)

0.
24

0
(5

.3
8

)

0.
42

3
(3

.4
1

)

0.
47

9
(3

.6
4

)

GO
P

0.
01

6
(1

.3
7

)

• oa  w 0.
03

7
(1

.2
1

)

GO
P

-0
.1

2
6

(5
.1

2
)

-0
.1

3
8

(5
.4

7
)

-0
.0

9
6

(5
.0

8
) 8  cnO) • •

o 3 -0
.1

7
4

(2
.9

4
)

-0
.2

0
6

(3
.2

0
6)

RO
SL

A

0.
22

2
(1

.5
8

)

0.
14

9
(1

.0
2

)

0.
24

0
(2

.2
1

)

0.
21

6
(1

.8
2

)

0.
43

2
(1

.4
0

)

0.
30

2
(0

.9
4

)

R
EL

AT
IV

E
B

EN
EF

IT
S

10
.7

04
(0

.6
3

)

7.
36

0
(0

.5
6

)

5.
09

6
(0

.5
1

)

4.
05

6
(0

.4
0

)

47
.2

26
(1

.6
3

)

44
.6

08
(1

.5
6

)

R
EL

AT
IV

E
EA

RN
IN

G
S

1.
90

6
(0

.6
4

)

2.
72

4
(0

.9
0

0
)

0.
25

1
(0

.1
1

)

0.
55

2
(0

.2
3

)

2.
51

1
(0

.5
7

)

4.
14

7
(0

.9
0

)

u

3.
05

7
(1

.0
2

)

4.
05

6
(1

.3
6

)

3.
57

8
(1

.5
4

)

3.
87

8
(1

.6
2

) <0 in in m in •
cn S -2

.0
9

0
(0

.3
2

)

BO
YS

 
IN

C
LU

D
IN

G
 

SC
HO

O
L-

LE
AV

ER
S

BO
YS

 
IN

C
LU

D
IN

G
 

SC
HO

O
L-

LE
AV

ER
S

BO
YS

 
EX

CL
UD

IN
G

 
SC

HO
O

L-
LE

AV
ER

S

BO
YS

 
EX

CL
UD

IN
G

 
SC

HO
O

L-
LE

AV
ER

S

GI
RL

S 
IN

C
LU

D
IN

G
 

SC
HO

O
L-

LE
AV

ER
S

GI
RL

S 
IN

C
LU

D
IN

G
 

SC
HO

O
L-

LE
AV

ER
S

■o0)3C•H•Pcou



TA
BL

E 
15

 
(C

o
n

ti
n

u
ed

)

L
.L

.

16
.1

71

16
.2

48

O
.U

.

1.
58

2

1.
63

4

CM
ter 0.

28
3

0.
24

8
Q .

0.
88

3
(1

0
.4

5)

0.
89

2
(1

0
.8

3)

h~

0.
21

9
(3

.2
8

)

0.
22

7
(3

.1
1

)

GO
P

0.
00

6
(0

.3
3

)

GO
P

-0
.0

9
4

(2
.9

3
)

-0
.0

9
9

(2
.7

6
)

RO
SL

A

0.
32

9
(1

.9
6

)

0.
30

9
(1

.7
1

)

R
EL

AT
IV

E
B

EN
EF

IT
S

25
.6

13
(1

.6
3

)

24
.8

75
(1

.5
5

)

R
EL

AT
IV

E
EA

RN
IN

G
S

0.
57

1
(0

.2
4

)

0.
75

8
(0

.3
0

)

u

-1
.4

8
4

(0
.4

2
)

-1
.1

6
4

(0
.3

2
)

GI
RL

S 
EX

CL
UO

IN
G

 
SC

HO
O

L-
LE

AV
ER

S

GI
RL

S 
EX

CL
UO

IN
G

 
SC

HO
O

L-
LE

AV
ER

S



337

estim ates of unemployment, the central issue was tha t of the timing 

of the regressors. Experimentation w ith simple lag  s tru c tu res  

revealed no s ig n ifican t changes or improvements and therefore  a ll  

v ariab les are  current year dated w ith the re la tiv e  b en efits  measure 

re fe rrin g  to  those receivable a t  July of th a t year, R03LA being the 

dummy attempting to  capture the hypothesised one year oriLy e ffe c t of 

th a t measure and equations are reported both including and excluding 

the percentage change in  GDP. Because of the nunerous, a lb e it  

apparently minor, d ifferences between the present model and those

developed fo r young people aged le s s  than 18, hard and fa s t  

comparisons are not s t r ic t ly  va lid . However, by reference to  the 

overall goodness of f i t ,  the present versions do give the impression 

of performing somewhat b e tte r  than those reported above. This i s

p a rticu la rly  true  fo r males although, even in  th e ir  case, in  a time-

se ries  context the R^'s are not perhaps as high as one would hope 

fo r.

Looking b rie fly  a t  the deta iled  re su lts , one can note f i r s t ly  

th a t current output i s  now not only correctly  signed but also  

s ig n ifican t in  a l l  cases. The percentage change in  GDP, however, 

s t i l l  ex h ib its  the perverse positive  co effic ien t whenever i t  i s  

included. But i t  i s  never s ig n ifican t and app lica tion  of the

like lihood  r a t io  te s t  supports the conclusion th a t the emission 

of AGDP would be a va lid  re s tr ic tio n . This te s t  i s  conducted by 

comparing -2 loge x > where

L(0R)
X =________

L(6 )
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and L( 0 i s  the like lihood  function when the re s tr ic tio n s  to  be 

tested  are imposed and L( e) i s  the  un restric ted  like lihood  function, 

with the chi-square s t a t i s t i c  with degrees of freedan equal to  the 

number of re s tr ic tio n s  a t  the desired confidence lev e l. In the 

present case the number of r e s tr ic t io n s  i s  one (se ttin g  the 

co effic ien t on AGDP to  zero) and c learly  i t  can be accepted a t  even
o

the 90 per lev e l ( x = 2.71) in  a ll  four cases.

Both the re la tiv e  earnings and re la tiv e  benefits  variab les are 

now always correctly  signed, although, p a rticu la rly  in  the case of 

the  former, they are s ta t i s t ic a l ly  weak. The ROSLA durnry variab le  i s  

a lso  always of the same sign, but the d irec tio n  i s  counter to  p rio r 

hypothesising. F inally , the time trend i s  highly s ig n ific an t and 

positive  in  a l l  cases, ind icating  th a t the unemployment ra te s  of 

young males le s s  than 20 and young females le s s  than 18 have been 

upward trended re la tiv e  to  th a t of males aged 20 and over fo r reasons 

not id en tifie d  by the proposed model. Such in s ta b il i ty  in  the  face 

of what seemed reasonably snail sp ec ifica tio n  changes i s  somewhat 

d isturb ing . Unfortunately, i t  i s  not possible to  iden tify  with any 

precision which of these are  responsible, but the most pessim istic  i s  

possibly th a t the d ifferences are  due to  the  experiences of young 

people a t  d iffe ren t ages being d issim ila r. The youth unemployment 

problem certa in ly  a ffe c ts  a l l  under the age of 20 and common 

ra tio n a lisa tio n  would be most welcome. Without th is  the availab le  

tim e-series data probably does not possess su ff ic ie n t degrees of 

freedom to  allow a sa tis fac to ry  disaggregated picture to  emerge and, 

as w ill be the case below, recourse w ill need to  be made to  

a lte rn a tiv e  sources of information. But, to  re tu rn  to  the sta ted
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purpose of th is  section, the sim ultaneity issue  i s  now examined 

d irec tly  to  see i f  i t  can throw fu rther l ig h t  onto the analysis of 

youth unemployment.

Several techniques a re  availab le  fo r th is  purpose, including 

three stage le a s t  squares and maximum like lihood , but most re ly  on 

a l l  equations in  the system being correctly  specified . I f  they are 

not then the e rro rs  in  ary one equation are transm itted to  a ll  the 

others. In recognition of the stringency of th is  requirement, two- 

stage le a s t  squares (TSLS) was the technique adopted. This 

elim inates simultaneous equation bias w h ilst working on each equation 

separately; therefore, one m is-specified  re la tio n sh ip  does not a ffec t 

a l l  others. The p a rticu la r method employed contains a se ria l 

co rre la tion  correction  and follows Fair (1970) in  th a t  lagged

dependent and independent variab les are  autom atically entered in  the 

l i s t  of instrum ents to  ensure th a t consisten t estim ates are obtained, 

which requires th a t the f i r s t  observation i s  dropped.

Tables 16 and 17 present the re s u lts  obtained from estim ating

the re la tiv e  unemployment and earnings equations by th is  method of

TSLS. I t  i s  d e a r ,  however, th a t what changes are  evidenced over the

single equation re s u lts  do not serve to  m aterially  a l te r  previous

conclusions, save th a t A GDP now generally re-emerges as a

s ig n if ic an t influence th a t i s  signed contrary to  prio r
( 2 2 )expectation. '  In p a rticu la r, neither re la tiv e  earnings in  the 

unemployment equations nor re la tiv e  unemployment in  the  earnings

equations perform a t  a l l  w ell. The former i s  of the correct sign in  

a l l  but one instance, but never rea lly  approaches significance,

w h ilst the l a t t e r  i s  always incorrectly  signed and s ig n ifican t. In
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addition , the changes brought about in  the c o effic ien ts  of the 

remaining regressors are  not such as to  bring in to  question e a r l ie r  

findings.

I t  is ,  of course, possible th a t the economic hypotheses which 

the analysis  se t out to  t e s t  are co rrec t and th a t the econometric 

methodology employed i s  inappropriate. Thus, in the  sing le  equation 

models the bulk of the work was done by GDP, R0&.A1 and the time 

trends which perhaps im plies th a t  i s  inappropriate to  expect strong
A

sim ultaneity e ffe c ts  on the part of earnings and unemployment. 

Furthermore, w hilst two equations were estimated by simultaneous 

methods, a fu l l  model of the youth labour market would comprise many 

other elements. But such a model appears f a r  from being developed 

and, fo r the present, i t  seems preferable to  take the ra th e r negative 

findings on the  sim ultaneity hypothesis as fu rth e r ind ica tion  th a t 

the behaviour of aggregate tim e-series youth unemployment i s  not 

read ily  the subject of robust explanation.

VI. CONCLUSION i

There i s  a strong p red ilec tion  in  empirical work to  close with 

f a ir ly  strong conclusions and past stud ies of tim e-series B ritish  

youth unemployment provide no exception to  th is .  I f  the aim of the 

exercises were merely academic then th is  might not be considered too 

damaging, although, even i f  th is  were true , a fu rth er statement of 

the more negative find ings encountered in  the course of the research  

would, on occasion, probably arouse genuine in te re s t .  However, the 

catch-phrase, most ccmmonly encountered i s  th a t the research  i s  

”pol icy -o rien ta ted”. Whenever th is  i s  taken a t  face value then i t  i s
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surely appropriate to  repo rt a broader cross-section  of find ings than 

seems usual. To support such an appeal, the present analysis 

produced a se rie s  of decidedly mixed resuLts which do l i t t l e  to

in sp ire  confidence in  any asse rtio n  th a t  the answer to  the  present 

youth unemployment problem has, or can be, gleaned from the aggregate 

tim e-series data th a t i s  currently  availab le .

Taking the period 1950-1982 as a whole i t  would appear th a t a

f a ir ly  conventional model was capable of tracking reasonably well the 

percentage ra te  of youth unemployment, p a rticu la rly  when re la tiv e  as 

opposed to  rea l earnings were included amongst th e  vector of

regressors, but fa ile d  to  f i t  a t  a l l  well when applied to  an

attempted explanation of the level of youth unemployment re la tiv e  to  

th a t of adu lts . However, even in  the former instance not a l l  

spec ific  hypotheses met with sa tisfac to ry  s ta t i s t i c a l  success. Those 

which were appeared to  ind icate  th a t young people are su b s titu te s  fo r 

adu lt males, complements fo r parb-time females and have an

unemployment ra te  strongly inversely re la te d  to  the cycle (as 

measured by GDP). c

But ne ither ra te  nor re la tiv e  unemployment equations predicted 

the observations fo r  1980-1982 a t  a l l  well when the primary

estim ation period was truncated a t  1979. I t  i s  not possib le to

determine what weight to  a ttach  to  the changes in  the d e fin itio n  of 

the  earnings data employed, the unprecedented peace-time lev e l of 

d irec t government in terven tion  in  the labour market in  these l a t e r  

years and the  extreme depth of the present recession in  generating 

th is  re s u lt .  But the p o ss ib ility  th a t serious in s ta b i l i ty  was s t i l l  

being masked could not be ignored. Whilst th is  fea r  could
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leg itim ate ly  be expressed in  a l l  cases, a tten tio n  was focused in  the 

fu rth er investiga tion  of th is  issue on four of the worst f i t t i n g  

re la tiv e  unemployment models.

Concentrating on the  shake-out years of the mid to  la te  1960's, 

when so many labour market re la tio n s  have been observed to  have 

broken dcwn, qu ite  strong evidence was produced (in  the  form of Chew 

te s ts )  to  support the argunent th a t the same fa te  b e fe ll the lin k  

between youth unemployment and i t s  determinants. Furthermore, the 

r e s u l ts  frcm estim ating the equations under scrutiny fo r the two sub­

periods were not wholly supportive of the  notion th a t  the  early  post­

war period can be c la s s if ie d  as one of excess demand w h ils t l a t e r

years uniformily co n stitu te  a regime of excess supply. But,
r

nevertheless, the models perfaned much b e tte r  overall when the sample 

period was s p l i t  than when i t  was regarded as a homogeneous e n tity . 

This finding could have constitu ted  a leg itim ate  conclusion to  the 

enquiry, but i t  seemed desirab le  to  investiga te  one fu rth e r  possible 

cause of the ra th e r  weak find ings; th is  being the p o ss ib ility  th a t 

they were being adversely affected  by simultaneous equation b ias .

W hilst the simultaneous equation modelling exercise undertaken 

in Section V was c learly  ten ta tiv e  and subject to  reservation  i t  was 

su ff ic ie n t to  show th a t simple simultaneous estim ation of youths1 

re la tiv e  unemployment and earnings does not provide the  desired 

escape frcm the problems m anifest in  the sing le  equation analysis . 

Indeed, as th is  extension of the work ca lled  fo r  the use of somewhat 

d iffe ren t unemployment data to  th a t used previously, i t  ac tually  

added to  the  already qu ite  strong reserva tions about the  s ta b il i ty  

p roperties of the chosen youth unemployment model by generating a
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d iffe ren t pattern  of re s u lts  again when the included equations were 

estim ated singly. Thus, in  a l l ,  the re s u l ts  obtained suggest th a t 

extreme care would need to  be exercised in  tran s la tin g  h is to r ic a l  

experience in to  policy guidance fo r the a lle v ia tio n  of the  1980's 

youth labour market problem.

But, l e s t  th is  sound overly glocmy, the strongest and most

consisten t finding of th is  study was th a t the fortunes of youth in

th e  labour market have been strongly pro-cyclical and one must hope

th a t the same remains true  t o d a y . E q u a l l y ,  however, no c lear

support was unearthed fo r those who argue th a t re la tiv e  youth wages

are the cause of the problem and argue, fo r  instance, fo r the

ab o litio n  of the Wage Councils, or fo r those who look to  the  reform

of the unemployment benefit system as the  lik e ly  panacea. But i t

must a lso  be borne in  mind th a t  the dumny variab les used in  an

attem pt to  capture the po ten tia l e ffe c ts  of ROSLA did in d ica te  qu ite

strongly th a t  there  was a s ig n ifican t shock to  the  system in  the  mid

1970's. Clearly, the present exercise did not exhaust a l l  an a ly tica l

p o s s ib i l i t ie s  and th e re  remains much need, and scope, fo r fu rth e r

research; providing only th a t the caveats attached a t  each exercise
( 24)are  carefu lly  made e x p lic it .
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(1)

( 2)

(3)

(4)

(5)

( 6)

(7)

( 8)

(9)

( 10)

(11)

Experimentation w ith lagged earnings measures might be 
ju s t if ie d  because the figu res re la te  to  October, which i s  
l a te r  than e ith e r of the unemployment se r ie s . Furthermore, 
wage agreements a re  scattered  throughout the  year and there  
can be no presumption th a t e ith e r current or lagged earnings 
figu res a re  the  correct ones to  employ. But th e  caveats 
regarding lag  s tru c tu res , discussed in  Chapter 3, s t i l l  need 
to  be borne in  mind.

Based on the  boys January equation the  e la s t ic i ty  of 
percentage unemployment with respect to  the index of GDP 
evaluated a t  1982 i s  -5 .8 .

With annual data one normally expects the  f i r s t  order 
autogressive process to  be a reasonable approximation. I f  
one uses shorter in tervaled  data then seasonality  problems 
tend to  a r is e  which c a ll fo r n (n > 1) order correction .

See Abowd e t. a l. (1981) for an instance when th is  problem is  
ignored and Hart (1984) fo r a more de ta iled  treatm ent of the 
topic.

Although note th a t the contract theory l i te ra tu re ,  discussed 
in  Chapter 2, suggests th a t such benefits  ( i f  exogeneously 
financed) may generate a g rea ter w illingness amongst 
employers to  lay  workers o ff.

Note th a t the negative c o effic ien t on the  part-tim e earnings 
variab le  could be consisten t with ongoing excess demand fo r 
such workers who when sucked in to  employment through (non- 
market clearing) wage increases displace youths. The two 
groups might then be called  su b s titu te s .

This in s ta b i l i ty  should be of seme concern when previous 
s tud ies have produced few, i f  any, comparative re s u l ts  to  
th e ir  preferred findings.

Nevertheless th is  i s  somewhat le s s  than the  52.3% of females 
aged 55-59 s t i l l  in  the labour market.

Note th a t unemployed students have been netted  out of the 
ad u lt fig u res . See the data appendix fo r precise d e ta ils .

I t  i s  to  be noted th a t  in  the  process of conducting th is  
s ta t i s t i c a l  analysis a computing e rro r revealed th a t i f  the 
1974 data observations were excluded the  performance of the 
equations improves noticeably. There i s ,  of course, no 
ju s t i f ic a t io n  fo r such an exclusion, but the  se n s itiv ity  i s  
nevertheless disturbing.

Sane d e ta il on the  numbers involved in  government job 
creation  measures over the period 1976-1981 can be found in 
Bowers (1984).
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(12) That i s ,  assuming school-leavers co n stitu te  a non-ccmpeting 
group appears u n ju stified .

(13) But th is  i s  not to  say th a t the measures have had no e ffe c t 
on youth unemployment.

(14) In p rincip le , th is  se t i s  only lower bounded ( a t  one).

(15) In general th is  w ill only be an approximation as
re la tio n sh ip s  a re  l ik e ly  to  breakdown, or change, gradually.

(16) W hilst small scale , ROSLA was quickly followed by the f i r s t
of the d irec t job creation  measures in  1975 -  the Job 
Creation Programme and the Recruitment Subsidy fo r School 
Leavers.

(17) The present Thatcher adm inistration is ,  of course, engaged in
a sim ilar exercise of "trimming the f a t ” o ff  B ritish
industry.

(18) The re s u lts  of estim ating (1) by f i r s t  order au to-regressive
techniques fo r  1950-1979 are given in Appendix Table A1. 
W hilst the  explanatory pcwer seems good, note the  poor
performance of the population terms and the ec lip se  of GDP 
when a time trend i s  incorporated.

(19) The add itional, su ff ic ie n t, rank condition fo r  id e n tif ic a tio n
s tip u la te s  than an equation i s  id e n tif ie d  i f  and only i f  a t  
le a s t  one non-zero determinant of order (G-1) x (G-1) i s  
contained in  the  array of excluded co e ff ic ien ts . For more 
d e ta il on id e n tif ic a tio n  see, fo r example, Johnston (1972).

(20) The se rie s  excluding school-leavers su ffe r from the problem
discussed e a r l ie r  when unemployment ra te s  fo r those aged le s s  
than 18 were being constructed and i s  accordingly to  be
regarded with seme suspicion.

(21) But, whether the r e s u lts  can sa tis fa c to r i ly  be ra tio n a lise d
or not, the equations, h is to r ic a lly  a t  le a s t ,  track  the data 
w ell.

(22) Precise "goodness of f i t ” comparisons a re  not possib le with
the sing le  equation estim ates as the appropriate s t a t i s t i c
cannot be produced fo r individual equations in  a system. 
Indeed, most standard computer packages, including TSP used 
here, do not even estim ate them fo r the  astern  as a whole. 
On th is  see Dhrymes (1974).

(23) Nevertheless, the puzzle remains over the frequent po sitiv e
signing of AGDP.
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(24) One fa ir ly  popular an a ly tica l device was consciously not 
adopted here, which i s  th a t  of expressing estim ating 
equations in  logarithm ic form. Quite simply the reason fo r 
th is  i s  th a t  there  appear to  be no grounds fo r assuming the 
existence of a Cobb-Douglas reduced form unemployment 
technology.
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APPENDIX

Average Hourly Earnings 

GDP Index (1975 = 100) 

Population by Age

Price Level (1975 = 100) 

Labour Force by Age

Unemployment by Age 
Sections I-IV

Unemployment by Age 
Section V

Unemployment B enefits

ROSLA

As defined in  Chapter 3 
Appendix

OPCS R egistrar Generals 
Population Estimates 
(Unpublished)

Economic Trends

As defined in  Chapter 3 Appendix 
fo r  1950-1972 in c .,  Unemployment 
Age-Rate Analysis, D.E. Gazette 
1975 onwards

D.E. Gazette, re levan t issu es. 
Adult Students excluded 1968 
onwards. Assuned zero p rio r to  
to  th is  date as in  D.E. Gazette 
Unemployment Series.

Wells (1983)

Supplementary B enefits fo r 
sing le  youths and fo r  married 
man w ith 2 children and spouse 
present -  social security  
s t a t i s t i c s

Dumny variab le  taking value 1 
in  1973 > 0 a l l  other years

R 0a ,A 1 Dumny variab le  taking value 1 
1973 onwards, 0 previously



C H A P T E R  7

YOUTH UNEMPLOYMENT : A CROSS-SECTIONAL, 
MICRO PERSPECTIVE
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I. INTRODUCTION
The previous two chapters attempted to  show how the level of

youth unemployment i s  determined a t  any moment in  time, but no

in sigh t was provided in to  how th a t unemployment wouLd be d is tr ib u ted

amongst the young population in  the labour market. I f  the incidence

of unemployment amongst them were known to  be random then such an

inquiry would be devoid of content. However, a ll  studies confirm the

in tu it iv e  b e lie f  th a t th is  i s  not the  case, with individual and

environmental c h a ra c te ris tic s  being important influences on labour

market fortunes. '  At present, de ta iled  progress in  th is  area, in

B rita in  and most other countries, requ ires th a t a tten tio n  be focused

upon cross-sectional information, due to  the highly aggregated nature
( 2 )of the availab le , re lia b le  time se ries  data. '  In the case of young

people, such work i s  s t i l l  in i t s  infancy in th is  country, save a t

the descrip tive  lev e l, w ith Lynch (1983, 1984) being perhaps the most
(notable exceptions. The aim here, therefore, i s  to  take a

fu rth e r  look a t  th is  issue and ask which c h a ra c te r is tic s  and

circumstances wouLd appear, from a p rio ri reasoning, to  render one

p a rticu la r type of young person more prone to  unemployment a t  a

mcment of time than another, and consequently to  assess the  apparent

s ta t i s t ic a l  significance of the hypotheses generated.

Such an exercise has d e a r  academic in te re s t  but, equally

c learly , may have important policy im plications. Thus su f f ic ie n t  may

be kncwn to  determine a l e v d  of youth unemployment th a t  i s

consisten t with the achievement of an overall government p d ic y -

outcome mix. However, as the  current in te re s t  in  ”the  in n er-c ity
(4)problem” shows, d isqu iet may then be shown about i t s  incidence.

But beyond the, presumably a t  le a s t  p a rtia lly , unforeseen problems
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which concentrated unemployment may carry in  i t s  wake, a knowledge of 

the d is tr ib u tio n  of the r isk s  of unemployment could convey important 

economic benefits  in  i t s  own r ig h t. F irs tly , there i s  the question 

of equity : i t  may be held to  be u n ju s tif ia b le  th a t seme groups bear 

a heavier burden than others. Secondly, i f  i t  can be ascertained  how 

unemployment i s  d is trib u ted  th is  might provide policy-makers with an 

a lte rn a tiv e  to  macro-econcmic re f la tio n  in  the attem pt to  reduce i t s  

overall lev e l.

Nevertheless, w hilst these two issues a re  separable in

princip le , a t  le a s t  one of the simple policy remedies to  suggest

i t s e l f  in  both cases, namely subsid isation , i s  the  same, thereby

serving to  blur the d is tin c tio n . W hilst th is  by no means exhausts

the  p o s s ib il i t ie s , mary of the a lte rn a tiv e s  encounter the same type

of problems in  execution. Thus, i f  the cost of one group1 s labour i s

reduced, th is  i s  l ik e ly  not only to  invoke gross output e f fe c ts  and

the general su b s titu tio n  of labour fo r cap ita l but a lso  the

su b s titu tio n  of the subsidised labour fo r other workers. Such costs

have to  be incorporated in to  any reasoned evaluation of policy
( Hiproposals of th is  type.

As said, the methodology to  be adopted involves a discussion of 

the fa c to rs  which theory and previous research suggest a re  l ik e ly  to  

be important determinants of the likelihood  th a t  ary young labour 

market p a rtic ip an t be unemployed a t  a moment of time, followed by 

s ta t i s t ic a l  te s tin g  of the derived hypotheses. In th is ,  the work 

follows estab lished  cross-sectional research p rac tice . However, 

there  a re  c learly  certa in  very real problems attached to  the  

exercise. As the data base i s  a non-randcm sample of the e n tire
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population, the resuLts obtained may be subject to  sample selection  

b ias . Even without sampling problems, however, i t  i s  le s s  than

reasonable to  take as read an assumption th a t the world i s  s ta t ic  and 

th a t the r e s u lts  frcm one year!s data w ill  serve to  characterise  the 

s itu a tio n  a t  a l l  other poin ts in  time.

Unfortunately, there  i s  l i t t l e  th a t can be done about the f i r s t  

caveat, although i t  i s  possible to  seme exten t to  guard against the 

second po ten tia l objection. Thus one can check the  in te g rity  of the 

find ings frcm one year!s data by rep lica tin g  the exercise in  one, or 

more, other years. ^  But, th eo re tica lly , there  i s  no c lear guide 

availab le  as to  how these years should be chosen and, in p rac tice , 

there  a re  severe r e s tr ic t io n s  on how th^y can be selected . W hilst 

growing, the availab le  data banks which contain labour market

information a re  lim ited  in  number. Those which do e x is t  a re  

comparatively recen t and th e ir  format has been evolving through time, 

hence lim itin g  fu rth e r  the years over which models can be rep lica ted . 

Nevertheless, choices remain to  be made.

The f i r s t  choice re la te s  to  the  data source and fo r  present

purposes the General Household Survey (GHS) was selected . W hilst,

th is  i s  not s t r ic t ly  a labour market survey, i t  does contain a 

reasonable amount of usable information on the labour market s ta tu s  

of individuals, along with considerable data on th e i r  personal 

c h a ra c te ris tic s  and circumstances. Secondly, i t  i s  a comparatively 

accessib le  and tes ted  s ta t i s t i c a l  source, going back as i t  does to
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1971* However, in  i t s  most usable format (the Surrey sub-set) the 

GHS i s  only availab le  fo r a lim ited  nunber of the years in  which i t  

was c o n d u c te d .^  Also, choice of comparator years i s  re s tr ic te d  by 

changes in  the  design of the questionnaire i t s e l f .  Thirdly, no

attem pt i s  made in  the GHS to  discover whether people are employed on 

one of the  governments special employment m e a su re s .^  On the  

assumption th a t th is  creates po ten tia lly  serious problems in  the case 

of young people frcm the inception of the  Youth O pportunities

Programme in  April 1978, th is  leaves the survey of th a t year as the 

terminal one fo r analysis. At the other extreme the p o ten tia lly  

d is to rtin g  e ffe c ts  of ROSLA serve to  make 1974 the e a r l ie s t  availab le  

usable inquiry fo r present purposes.

I t  i s  unlikely th a t a f iv e  year period w ill su ffice  to  pick up 

fundamental s tru c tu ra l s h if ts .  However, by concentrating on the  two 

extreme years one i s  able to  study one, seemingly inherent, dynamic 

fea tu re  of unplanned economies; namely the cycle. Neither study year 

represen ts a turning point in  th is  context, although the econony was 

on the  dcwn-slide through the period, with the unemployment recorded 

in  the GHS approximately doubling, and one may ta lk  in  terms of

comparative boom and slump. Theory and in tu it io n  suggest th a t

the q y d e  w ill have non-neutral e ffe c ts ; those w ith le a s t  human 

c ap ita l, fo r example, being lik e ly  to  su ffer the most from recession. 

But the magnitude of the induced changes couLd be of considerable 

in te re s t, not only in equity terms but a lso  from the standpoint of 

economic effic iency , and might suggest the need fo r p o lic ie s  aimed a t  

securing a more equal exposure to  the  rigours of economic l i f e .  

However, th is  i s  a complex area best taken up again in  the l ig h t  of 

the empirical findings.
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The model to  be outlined below re la te s  sp ec ifica lly  to  the 

determinants of the likelihood  th a t  a young person i s  out of work; 

a lb e it  with the d e fin itio n  of youth expanded to  include a l l  between 

the ages of 16 and 24 inclusive. 1 As such i t  i s  in  the  s p i r i t  of 

Rees and Gray (1982) and Lynch (1983, 1984), with analogues looking 

a t  ad u lts  such as Nickell (1980). By adopting a focus th a t i s  

p a rticu la rly  re levan t to  the circumstances of young people, i t  would 

be d i f f ic u l t  to  incorporate adu lts  in to  the  analysis as w ell. For 

example, the v a lid ity  of hypotheses re la tin g  to  educational 

attainm ent become questionable the older are  the workers under 

consideration. But, notwithstanding such problems, expanding the
j2L

sample to  include older workers would increase i t s  heterogenity and
A

c a ll, a t  the le a s t ,  fo r the inclusion of a large  number of 

in te rac tio n  terms in  an attempt to  control fo r th is  and to  determine 

the sp ec ific  "problem” c h a ra c te r is tic s  of youths. That i s ,  a simple 

l in e a r  age control i s  unlikely to  capture the way in  which d iffe re n t 

c h a ra c te r is tic s  influence the likelihood  of unemployment in d iffe ren t 

generations. Lastly, however, the computational requirements fo r the 

exercise assume considerable significance. This re la te s  both to  the 

data storage f a c i l i t i e s  required and to  the  processing time necessary 

fo r the performance of the s ta t i s t i c a l  computations. The weight of 

argument therefo re  supports the  imposed sample re s tr ic tio n .

Having outlined the purpose of th is  chapter, i t  i s  now necessary 

to  expand on the  issues which a rise  in  the  pursu it of the principal 

objective  in  order fu rth er to  b u ttre ss  the model building exercise. 

The next section therefo re  discusses the  GHS data source and the  

r e s tr ic t io n s  th is  places on the models which can be te s ted . This
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i s  then followed in  Section I I I  by a consideration of the

c h a ra c te r is tic s  deemed lik e ly  to  influence the probability  of 

unemployment amongst youths in  the labour market. After a b rie f  

ou tline  of the s ta t i s t ic a l  methodology to  be adopted, Section V then 

provides estim ates of the proposed models. F inally , Section VI 

provides a summary and conclusions based on the preceeding work.

I I . THE DATA AMD SAMPLE SELECTION

The GHS i s  reported by the Office of Population Censuses and

Surveys (OPCS) annually and i s  based on interview s of a sample of the 

non -institu tiona l population conducted continously throughout the 

year. Addresses on the e lec to ra l re g is te r  form the basis  of the 

s t r a t i f ie d  random sample. By concentrating on the n o n -in stitu tiona l 

population and the e lec to ra l re g is te r  the GHS is  known to  under­

sample the unemployed, but i t  does have the considerable advantage

th a t both employed and unemployed are covered in  the one survey and
(1?}can easily  therefore be compared. 1 '

The aim was to  concentrate sp ec ifica lly  on the fa c to rs  which

might influence the probability  of unemployment amongst young people 

who declared d e fin ite  labour market attachment and did not claim 

■Great sickness was preventing them seeking work. I t  was a lso  f e l t  

desirable to  separate the sexes, ra the r than concentrate solely  on 

males (e .g . Nickell (1980)), or to  d iffe re n tia te  between them simply 

by a dumny variab le  (e .g . McCormick (1 9 8 3 ) ) .^ ^  To achieve 

sa tis fac to ry  sample sizes i t  was decided to  widen the d e fin itio n  of 

youth to  encapsulate those aged between 16 and 24 years inc lusive . 

As well as enlarging the sample, i t  i s  hoped th a t extending the
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inclusion c r ite r io n  in  th is  way does not invalida te  the arguments 

proposed below or introduce additional heterogeneity th a t cannot be 

controlled  fo r simply by the use of a l in e a r  age variab le . For 1974 

th is  gave a to ta l possible sample of 3163 (1811 males and 1352 

females) and fo r  1978, 3309 ind iv iduals in  to ta l  (1820 males and 1489 

fem ales), reduced ty missing observations on the  proposed regressors 

when the analy sis  i s  undertaken.

One element of the circumstances of young people which may serve 

to  d istingu ish  them, a t  l e a s t  in  degree, from other members of the 

labour-force i s  the  re la tiv e ly  large proportion who l iv e  Ma t  home”. 

In many cases th is  w ill mean th a t the constra in ts  facing such youths 

and those ex is ting  independently w ill d if fe r  (e .g . in  the  

unemployment benefits  receivable although, countervailingly perhaps, 

a lso  in  the  leve l of d irec t family support availab le) and possibly 

also  th a t th e ir  m otivations w ill diverge. But, i f  one i s  to  attem pt 

to  d istingu ish  between the  two groups in  seme way, then th e  problem 

of exactly what liv in g  ”a t  heme” means occurs immediately. As i t s  

name im plies, the GHS i s  a survey of households, although the 

d e fin itio n  of household used by the OPCS -  ”a group of people liv in g  

regularly  a t  one address, who are  a l l  catered fo r by the same person 

fo r a t  le a s t  one meal a day” (G ilbert e t .  a l .  (1980 p .l .c ) )  -  i s  not 

very useful for present purposes. I t  i s  impossible to  deduce frcm i t  

in  individual cases whether a young person surveyed i s  in  a position  

equivalent to  th a t  which i t  i s  sometimes assumed a young labour 

market pa rtic ip an t resid ing  in  a nuclear family erycys. W hilst even 

the advantages of being in  th is  l a t t e r  position  (see Chapter 2 above 

and Casson (1979)) are seemingly based ra th e r  more on supposition
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than hard evidence, sane attem pt a t  d istinguish ing  between the two 

groups does seem desirab le . '  .

The d iffe re n tia tin g  c r i te r io n  used in  the  present exercise was 

based upon the responden ts re la tio n sh ip  to  the head of the household 

in  which he or she resided a t  the time of interview. S pecifica lly , 

the d is tin c tio n  was made between those who were themselves heads of 

households or who liv ed  w ith non-rela tives and those who were members
(1 cV

of a household headed by a r e la tiv e . In the paradigm case, one

would expect th is  l a t t e r  group to  be more prone to  unemployment than 

th e ir  independent peers and, as indicated below, th is  w ill be one of 

the specific  hypotheses explored. But a lso , the model to  be outlined 

was applied solely to  th a t sub-group of the sample who resided  with 

re la tiv e s  in  an attempt to  reduce heterogeneity in th is  dimension. 

W hilst th is  approach might s t i l l  be questioned, i t  w ill become d e a r  

frcm the ensuing discussion th a t  the ideal analogue to  the  group 

which i s  being approximated to  in  the l a t t e r  case above i s  the one to  

which some of the hypothesised influences on unemployment 

propensities most d e a r ly  re fe r .

H I. UNEMPLOYMENT PROBABILITY : DETERMINANTS

This section aims to  provide a systematic discussion of the 

influences l ik e ly  to  a ffe c t the  probability  th a t a youth was 

unemployed a t  the time of interview fo r the 1974 and 1978 GHS's, and 

to  d e ta il hew thqy w ill be quan tified  given the data in  use. To the 

g rea tes t extent po ss ib le ,id en tica l measures w ill be used in both 

years so as to  f a c i l i t a t e  reasonably straightforw ard comparison of 

the two se ts  of re s u lts . As already sta ted  in  the previous section,
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males and females w ill be considered separately and also  two samples 

w ill be analysed; one using a l l  possible observations and one 

re s tr ic te d  to  those ind iv iduals liv in g  with re la tiv e s . The re s u lts  

fo r these 8 samples w ill  then be presented in  th e  following section.

A tra d itio n a l approach to  the sp ec ifica tio n  of models attem pting 

to  explain economic phenomena would look to  fac to rs  impinging 

separately on the demand and the supply sides of the market. In 

p rac tice, however, th is  apparently neat b ifu rca tion  i s  often  

misleading and can lead  to  incomplete reasoning. This i s  certa in ly  

true  in  the  case of the  fac to rs  seemingly lik e ly  to  determine which 

ind iv iduals are the most lik e ly  to  be unemployed a t  a moment of time, 

fo r most can be argued to  impact on both demand and supply. 

Abandoning th is  approach re s u l ts  in  a c e rta in  lo s s  of conceptual 

neatness and, w hilst no a lte rn a tiv e  i s  l ik e ly  to  fu lly  re s to re  th is , 

i t  seems desirable  to  attem pt to  impose sane so rt of s tru c tu re  to  the 

discussion, however loose th is  may be. In th is  instance, the  nine 

sp ec ific  influences considered w ill be s p l i t  in to  six  th a t might be 

termed personal c h a ra c te ris tic s  and th ree  which might more properly 

be regarded as environmental contro ls. These fac to rs  w ill now be 

considered in  turn .

IV. i  AGE

The f i r s t  standardisation  made w ill be fo r the age of the 

individual respondent. By design, the study i s  focusing on young 

people and those incorporated sa tis fy  a t  le a s t  one recognised 

o ff ic ia l  d e fin itio n  of youth. However, as discussed in  Chapter 1, 

th is  i s  a grey area and any se t of age delim inaters i s  l ik e ly  to
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any of th is  i s  co rre lated  simply with the ageing process i t s e l f  then 

the inclusion  of th is  variab le  w ill serve as a simple, proximate 

contro l. On balance, i t  seems reasonable to  hypothesise th a t  youths 

w ill be the le s s  lik e ly  to  be unemployed the older they are . This i s  

supported by arguments pertain ing  to  both the supply and demand side 

of the market. Thus, as youngsters age i t  can be argued th a t they 

a re  more l ik e ly  to  have passed through the induction phase. Many may 

have found a niche, possess a long-term planning horizon and be le s s  

prone to  impulsive q u its . In turn , th is  re a lity , or s igna lling  

image, w ill make them more a tt ra c t iv e  to  po ten tia l employers. 

Furthermore, to  the  extent th a t  age i s  co rre lated  with s k i l l ,  th is  

shouLd also  impact to  render d d e r  youths le s s  prone to  unemployment; 

although, as noted below in the  discussion of education, the 

presumption then about the duration of ary p a rticu la r spe ll of 

unemployment i s  not c lea r-cu t. However, i t  should be remembered 

th a t, a t  le a s t  in  1977-78, embryonic job creation  measures were 

already in  force and may have been am eliorating these influences to  

seme extent.

IV .ii  EDUCATION

In the tra d itio n a l view, based on Becker (1964), education leads 

d irec tly  to  the accumulation of human cap ita l and the enhancement of 

p roductiv ity . PsacharopouLos and Layard (1979) fu rth er provide 

evidence th a t increases in  the lev  el of schooling serve to  ra is e  the 

ra te  of return  to  fu tu re  tra in in g . The more of th is  human cap ita l 

th a t i s  firm sp ec ific  the le s s  lik e ly  a re  firm s to  make the worker
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redundant and the le s s  lik e ly  he i s  to  q u it, as de ta iled  in  Oi (1962) 

and Parsons (1972). As Nickell (1979c) argues, there  i s  therefo re  an 

obvious l in k  between the probability  of an individual entering 

unemployment and the  leve l of h is  education. However, i t  i s  to  be 

noted th a t, th is  r e la te s  to  unemployment incidence and the 

re la tio n sh ip  with the duration of unemployment sp e lls  i s  not c lear- 

cut. Indeed th is  l a t t e r  may even go the other way as h irin g  and 

tra in in g  co sts  a re  usually positive ly  co rre la ted  w ith s k i l l .

Empirically, a s lig h tly  d iffe ren t approach has produced re s u lts

which concur with N ickell1 s analysis. Thus A shenfd ter and Ham

(1979) amongst others, have shown th a t add itional schooling has a

g rea te r e ffe c t on earnings than on hourly ra te s  of pay. Therefore,

i f  hours of work are  equal across ind iv iduals, and the labour supply

l i te r a tu r e  often finds evidence of strong income e ffe c ts  in  th is

regard, then th is  in d ica tes  le s s  unemployment with g rea ter 
r 17)

schooling. Thus, by reducing the  p robability  of unemployment

schooling increases the p rivate  ra te  of re tu rn  to  education. But, as 

both Nickell (1979c) and A shenfelter and Ham (1979) point out, i t s  

a ffe c t on the social ra te  of re tu rn  i s  much more problematic. In 

p a rticu la r, findings th a t  education i s  negatively re la ted  to  the  

probability  of an individual becoming unemployed say nothing about 

the  changes in  the  aggregate leve l of unemployment th a t  would be 

brought about by ra is in g  an in d iv id u a ls  educational lev e l. I t  may 

in  fa c t be the case th a t others then become more prone to  

unemployment, thereby making the social ra te  of re tu rn  ca lcu la tions
/  1 o \

le s s  than straightforw ard. '
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Before going on to  consider how education may be measured, i t  

should be noted th a t  the hunan cap ita l th e o r is ts 1 perspective on 

education i s  by no means universally  accepted. Thus, in  recent 

years, a l i t e r a tu r e  has sprung up which considers the informational 

ro le  of education, as opposed to  i t s  ro le  in  enhancing productiv ity . 

This i s  the  job screening or market signalling  work, to  which early 

th eo re tica l contributions were made by Arrow (1973), Spence (1974) 

and S t ig l i tz  (1975). Appropriate empirical te s tin g  of the  screening 

hypothesis i s  not easy, as Riley (1979) demonstrates, and most of the 

te s ts  th a t  have been performed look to  evidence frcm earnings
(IQ)

d a ta .v,;7/ One exception to  th is  appears to  be the paper by Albrech 

(1974), c ited  in  Riley (1979), which applies the  screening hypothesis 

to  employment p ro b ab ilitie s  ra th e r than earnings.

I t  might appear th a t the present work would be able  to  examine 

the issues ra ised  in  the l a t t e r  framework. However, the curren t

exercise does not have the  power to  discrim inate between the  

screening and human cap ita l hypotheses. Indeed, as Riley (1979) 

argues (p. 242), thorough te s tin g  re a lly  requ ires a longitud inal data 

se t. The d is tin c tio n  between the two models w ill not therefore  be 

pursued in  g rea ter d e ta il ;  i t  merely being hypothesised th a t  g rea ter 

education should reduce the probability  of unemployment, w h ils t 

accepting th is  i s  consisten t with both human cap ita l and screening 

in te rp re ta tio n s  of schooling.

The problem then becomes the empirical one of how to  measure 

educational lev e l. On the subject of education the GHS provides a 

wealth of information, but unfortunately i t  i s  not absolutely  c lea r 

hew i t  can a l l  be incorporated in to  a study of th is  type. I f  one
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measures education by q u a lif ic a tio n s  obtained then even ju s t  

considering the  highest would generate an unwieldy number of dummy 

variab les (16) and there would not appear to  be any ju s t i f ic a t io n  fo r 

attempting to  construct an index of educational attainm ent. 

Furthermore, i t  i s  not possible with the Surrey sub-set to  re p lic a te , 

or s a t is fa c to r i ly  approximate, the truncated hierarchy u t i l is e d  by 

Layard e t  a l .  (1978). In the face of these problems, somewhat 

b lun ter measures of educational q u a lif ic a tio n  w ill be employed in  

separate te s ts  of the underlying hypothesis.

The f i r s t  follows Nickell (1979c) and records whether the 

individual has obtained ’O' le v e ls  or above, the second d istingu ishes 

those with fA* lev e ls  or above and the  th ird  simply d istingu ishes 

between those with and without any educational q u a lif ic a tio n s . But 

q u a lif ic a tio n s  obtained a re  not the  only, or indeed most prevalent, 

measure of the leve l of education used in  the l i te r a tu r e .  Dating 

back a t  le a s t  to  Mincer (1962), years of schooling have frequently 

been used to  capture th is  influence. They here therefore  represen t 

the  fourth  te s t  of the educational hypothesis where, as usual, years 

of education w ill be measured as the age a t  which an individual l e f t  

school minus five .

IV .i i i  RACE

I t  i s  normal in  stud ies of th is  type to  make some attem pt to  

control fo r ethnic background (e .g . Venti (1984)). The reasons given 

fo r such a control vary, ranging frcm d iffe rin g  work e th ic s  through 

to  labour market discrim ination, but i t s  inclusion always r e f le c ts  

casual observation th a t  ethnic m inorities fa re  le s s  w ell, on
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conventional c r i te r ia ,  in  the labour market than o thers. 

Furthermore, the  variab le  i s  frequently  found to  be a s ta t i s t ic a l ly  

s ig n ific an t and unfavourable influence in  stud ies taking account of 

fac to rs  other than race (e .g . Lynch (1983)), Rees and Gray (1982)). 

This p rac tice  w ill, therefore , be followed here, but before 

considering hew th is  w ill be done a l i t t l e  more w ill be said about 

the issue of discrim ination.

Discrimination as viewed by many economists i s  not an a l l -o r -

nothing concept, ra th e r

"Money commonly used as a measuring rod, w ill a lso  serve as 
a measure of discrim ination. I f  an individual has a 1 ta s te  
fo r discrim ination*, he must ac t as i f  he were w illin g  to  
pay something, e ith e r d irec tly  or in  the form of reduced 
income, to  be associated with seme persons instead  of 
others. When actual discrim ination occurs he must, in  
fa c t, e ith e r  pay or f o r f e i t  income fo r th is  p riv ilege . 
Ib is  simple way of looking a t  the m atter ge ts a t  the 
essence of prejudice and discrim ination".
(Becker (1971) p .14 i t a l i c s  in  o rig in a l) .

I f  wages a re  fu lly  f le x ib le  i t  then becomes harder to  generate

circumstances in  which groups which are discrim inated against bv

employers are, ce t. p a r . , le s s  l ik e ly  to  gain employment then o thers.

Furthermore, i f  the ta s te s  of employers fo r discrim ination d if fe r , as

re flec ted  in  the  size  of th e ir  (Beckerian) d iscrim ination

coeffic ien ts , market segregation appears as a l ik e ly  outcome; a r e s u lt

which also  follows fo r many forms of employee discrim ination. But i f

wage d iffe re n tia tio n  i s  debarred by group then discrim ination may

a ffe c t employment p ro b ab ilitie s , p a rticu la rly  in the  face of overall

labour market slack and the more nearly other groups are perfec t

su b s titu te s  fo r those which are the subject of the discrim ination. To

seme extent the foregoing i s  a digression, but i t  should point to  the

danger of ascribing observed d ifferences in  labour market performance
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simply to  d iscrim ination -  when in  fa c t  the data i s  not adequate fo r

a su ff ic ie n tly  rigorous examination of the issues to  be
( 21)undertaken.

Colour, or n a tio n a lity , need not be the  only, or even most

important, fac to r of th is  kind th a t may be important. In ce rta in

circumstances or countries, re lig ion , fo r instance, may be more

relevan t. However, colour and na tiona lity  are two, non-independent

variab les on which the GHS provides a ce rta in  amount of information

and ra c ia l issues of one form or another are  frequently  the focus of

a tten tio n  in  B ritish  debates. But even so, there  remains a degree of

uncertainty regarding ju s t  what c r ite r io n  measure one should adopt.

In the  present instance, therefore, th ree  a lte rn a tiv e s  a re
( 22)examined. 7

The f i r s t  of these i s  the  colour of the respondent, which i s  a 

binary white/non-white variab le . I t  should be noted th a t th is  

c h a ra c te r is tic  i s  not se lf-assessed  but ra th e r i s  based on the  

judgement of the interview er. As a f i r s t  a lte rn a tiv e  to  th is  a dummy 

variab le  ind icating  whether the individual was born inside or outside* 

the U.K. w ill be introduced. W hilst th is  i s  again not a very 

sen sitiv e  measure, i t  would be s ta t i s t ic a l ly  impossible to  allow for 

every country of o rig in  id en tifie d  and any grouping convention other 

than th a t  above would be subject to  a t  le a s t  as many reservations. 

F inally , race w ill  be measured by fa th e r1 s place of b ir th , defined 

analogously to  own country of orig in .
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IV. iv  HEALTH

I t  i s  fa ir ly  common practice  to  control fo r health  in  one way or 

another when conducting labour market stud ies. Very few, however, 

provide anything more than a f le e tin g  ju s t i f ic a t io n  fo r so doing and
v

a hypothesis to  the e ffe c t th a t i l ln e s s  w ill positive ly  influence 

unemployment p ro b ab ilitie s  i s  not perhaps q u ite  so obvious as i t  

might a t  f i r s t  appear; p a rticu la rly  in  the context of most of the 

data se ts  which have so fa r  been studied. This l a t t e r  point w ill be 

taken up f i r s t .

Thus the  GHS does not include the  permanently in s titu tio n a lis e d  

which thereby elim inates mary of the chronically i l l  and disabled, 

e ith e r physically or mentally. Secondly, even w ithin  th e  non­

in s t itu tio n a lis e d  population, only those who are  ac tiv e  in  the labour 

force a re  currently  under study, thereby removing more of th is  group. 

Thirdly, i l ln e s s  in  the GHS i s  se lf-assessed  with no independent 

v e rif ic a tio n  being sought of interviewees* responses. Perhaps in  

th is  area especially  one must therefore be scmewhat wary. But note 

th a t the e ffe c t of th is  may be opposite to  the  two fea tu res  noted 

above. That i s ,  a t  i t s  baldest, i l ln e s s  may be claimed as  a cover 

fo r work shyness.

Turning from data considerations to  those fac to rs  which might 

impinge on the unemployment p ro b ab ilitie s  of youths w ith hea lth  

problems, the conclusions a re  once again not d e a r  cut. In the  f i r s t  

place, employers may believe th a t such workers* po ten tia l 

productivity i s  low. However, the Disabled Persons (Employment) Act 

1944 imposed a three per cent quota fo r the employment of disabled
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workers on a ll  firm s w ith 20 or more workers, which shouLd serve to
( 23)m itigate  against such behaviour. J / Secondly, government tran sfe r 

payments schemes may encourage such people not to  work; although, on 

the  other hand, they may actually  make work possible by enabling the 

purchase of items necessary to  allow the disabled to  compete in  the 

labour market. F inally , d is a b i l i t ie s  may genuinely hinder the 

acqu isition  of s k i l l s  necessary to  perform c erta in  work tasks 

productively. But, of course, the  disabled may be w illin g  (or even 

anxious) to  try  th a t much harder to  gain s k i l l s  and the disabled 

quota may be seen as giving them the re q u is ite  opportunity.

The upshot of a ll  th is  i s  th a t i t  i s  very d if f ic u l t  to  weight a 

p r io r i the above influences and derive an unambiguous expectation 

regarding the impact of health  on unemployment p ro b ab ilitie s . 

Indeed, there  may well be a causality  problem here w ith certa in  

authors (eg Forbes and McGregor (1984)) arguing th a t unemployment can 

be a s ig n ifican t influence upon health . Given a lso  the  suspect se lf -  

assessnent methodology used fo r the GHS questions on the sub ject, the 

single control th a t w ill here be used i s  whether the individual has a 

long-standing (1974)/chronic, i .e .  recurring , (1978) i l ln e s s .  As 

such pregnancy i s  not regarded as a health  condition as i t  was in  the 

study by Passmore e t .  a l .  (1983).

IV.v MARITAL STATUS

In much the same way as age might be f e l t  to  be associated  with

positive  work hab its , arguments of a sim ilar nature are  frequently

advanced fo r the in s t i tu t io n  of marriage. How fa r , or in  how many

individual circumstances, th is  i s  tru ly  an independent influence on 

labour market behaviour i s  perhaps, however, more debatable than i s  

often assumed. Thus, i t  may be th a t those w ith more stab le  

c h a rac te ris tic s  are  more l ik e ly  to  marry, or to  ronain so having
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entered th a t s ta te . Furthermore, in  a sample such as the present one 

i t  may be th a t marriage to  some extent proxies age. Nevertheless, 

one must pay heed to  the po ten tia l signa lling  influence of marriage 

as w ell, of course, to  the  p o ss ib ility  th a t  i t  does in  fa c t have sane 

independent psychological e ffe c t. Even then, however, i t  must be 

recognised th a t  the usual argument app lies most c learly  to  males. I f  

a w ife i s  in 'th e  labour force a t  a l l ,  i t  may be th a t the possession 

of a husband, who i t  i s  assumed i s  l ik e ly  to  be in  s tab le  employment, 

may allcw her to  behave more e rra tic a lly  than singLe contemporaries. 

For the present th is  w ill be l e f t  as an empirical m atter and the  

working hypothesis adopted i s  th a t marriage should reduce the 

probability  of joblessness.

IV.vi HOUSEHOLD STATUS

A c erta in  amount has already been said  about the  re la tio n sh ip  of 

the respondent to  the head of the household in  which he, or she, 

resides. In p a rticu la r, in  add ition  to  the  f u l l  sample of 

observations, a re s tr ic te d  sample comprising only those ind iv idua ls 

liv in g  in  th e  household of a re la tiv e  w ill be analysed. The 

reasoning behind th is  i s  th a t those l iv in g  w ith family may be the 

more l ik e ly  to  be involved in  a jo in t  u t i l i ty  maximisation exercise 

with o thers who are po ten tial sources of income. I t  might therefore  

be an important conditioning influence on the  other household income 

measure discussed below. In p a rticu la r, i t  might be argued th a t 

those liv in g  with family can b e tte r  afford  unemployment holidays or 

w ill be in  a position  to  engage in  more se lec tive  search a c tiv ity  

once unemployed. Additionally, however, heading a household or
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liv in g  independently may have a sim ilar impact to  th a t assuned of

marriage on labour market behaviour. On these grounds one might

expect those liv in g  w ith  family to  be the more l ik e ly  to  be

unemployed than others and th is  w ill by the hypothesis adopted here.

However, i t  i s  desirab le  to  be aware of the d i f f ic u l t ie s  which

the above reasoning overlooks. In the  f i r s t  place, the argument i s

not perhaps so c lea r-cu t when applied to  females ra th e r than males. 
t

In paricu la r, married females w ill be included amongst those who are  

liv in g  with re la tiv e s . W hilst there  has been much theo rising  about 

the l ik e ly  labour market behaviour of married females i t  does not 

necessarily  y ie ld  unambiguous predictions. On top of th is ,  ra th e r 

more concern i s  usually expressed in  th e i r  case regarding th e  meaning 

of th e ir  declared market s ta tu s . A fu rth e r problem, th is  time ccmmon 

to  both sexes, th a t has been ignored in  the  above discussion of 

household s ta tu s  i s  th a t the unemployment benefits  receivable by 

those not liv in g  with re la tiv e s  may, a t  le a s t  nominally, exceed those 

availab le  to  youths resid ing  w ith fam ily. However, much of the 

difference i s  supposedly to  cover housing costs  and w ithout en tering  

in to  fu rth er speculation regarding income sharing w ithin  fam ilies i t  

i s  d i f f ic u l t  to  a n tic ip a te  the significance of th is .

IV .vii FAMILY EFFECTS

Rather ab strac t concepts such as family background, childhood 

environment or re la te d  phenomena are normally held to  condition many 

of the other influences upon young peoples1 po ten tial labour market 

success. In the usual case th is  has amounted to  con tro lling  fo r sane 

ch a ra c te ris tic  or other of an in d iv id u a l's  parents. This should not
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be seen as an attem pt to  separate "nature frcm nurture" (Becker

(1964)) but ra th e r as an attempt to  control fo r d ifferences in  the

"quality" of the l a t t e r .  For instance, education in  the heme may make

a considerable contribution  to  to ta l  education -  p a rticu la rly  perhaps

when the education measure employed re la te s  so lely  to  years of

schooling. Also, d iffe re n t fam ilies a re  l ik e ly  to  have d iffe rin g

expectations of th e ir  offspring, most relevan tly  here with respect to
( 24)how strong th e  pressures a re  to  find  employment. '  Furthermore,

fam ilies may be the source of information and contacts which help ease 
( or)

job search.

I t  i s  c lea r th a t whatever summary contro ls a re  made they are 

very unlikely to  capture such influences in  f u l l ,  or even necessarily  

very well. However, seme attempt a t  recognising them i s  required. 

Probably the most complete analy sis  of possible family influences to  

date has been th a t  by Rees and Gray (1982) and i t  i s  a p a rticu la rly  

important contribution in  th a t i t s  findings suggest th a t s ib lin g  

in te rac tio n s  may actually  be stronger than those between parents and 

th e ir  children. But, unfortunately, the  former fac to rs  cannot 

properly be taken account of with the present data se t and re lian ce  

must be placed on more conventional family background in d ica to rs .

The f i r s t  measure th a t  w ill be used i s  income. W hilst th e re  are  

many possible objections th a t could be ra ised  against th is  i t  s t i l l  

receives a tten tio n  in  the  l i t e r a tu r e  (e .g . Rees and Gray (1982)). 

Having decided to  proxy background by th is  variab le , however, one must 

be aware of the possible problems which might remain. In th e  f i r s t  

place, there  i s  the possible endogeneity of household income when 

modelling the  work decision-making process. In an attempt to  overcome
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income le s s  the income of the subject under study, which might be 

called  "other household income". Having done th is , however, one runs 

up against the  problem th a t  a given income w ill not represent the  same 

thing to  households of d iffe ren t s truc tu re  s. Here an attem pt w ill 

be made to  allow for th is  by including th e  number of persons in  the  

household as an additional control measure. Ih is  i s  on the one hand 

very crude, in p a rticu la r  taking no account of household equivalence 

scales (on which see Rowntree (1901) and Brown and Deaton (1972)), but 

on the  other i t  might be a s ig n ifican t environmental influence in  i t s  

o*n r ig h t. For th is  l a t t e r  reason household size  w ill remain amongst 

the  vector of explanatory variab les, even in  those cases where income 

i s  not used as the background control, and on balance i s  expected to  

increase the  like lihood  of unemployment. Even having done th is , 

however, i t  i s  not straightforw ard to  sign a p rio ri the income 

variab le . Thus, on the  one hand, higher household income may allow of 

unemployment holidays, longer search e tc . but, on the o ther hand, i t  

may proxy motivational influences, labour market contacts and so on. 

No hypothesis i s  therefore proposed regarding the d irec tio n  of 

influence of th is  p a rticu la r  measure.

However, i t  i s  frequently asserted  th a t  income may well not be 

the best ind icato r of home envirorment, perhaps p a rticu la rly  where i t

i s  measured by curren t ra th e r than permanent earnings, as i s  the case
( 2 7 )here. In recognition of th is  an a lte rn a tiv e  measure w ill  a lso  be

examined. This re la te s  to  the socio-economic group (SEG) of the 

respondent's fa th e r. Once again seme compression of the  d e ta il 

availab le  in  the source data i s  required to  prevent the unwieldy 

p ro life ra tio n  of dunny v a r i a b l e s . ^ T h e  sim p lifica tion  adopted
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follow s N ickell (1979c, 1980) in  d istinguish ing  between whether the

respondent's fa th e r was a manual worker or not. But recognition i s

a lso  made of a problem with the GHS SEG c la s s if ic a tio n  which Nickell

seems to  ignore in  h is  analysis. This i s  th a t  those in  th e  armed

forces are  id e n tif ie d  separately , and i t  i s  not c lea r where they f i t

in to  the  ordering. In the  present instance, therefore , non-manual

fa th e rs  w ill represent the base group and two dumny variab les w ill be

introduced to  denote fa th e r a manual worker and fa th e r in  the  armed 
(2Q)fo rces. In the case of the former, convention w ill be followed

and the  hypothesis made th a t  the  variab le  should be positive ly  

signed -  although th is  i s  somewhat a t  variance with the u n certa in tie s  

discussed above regarding the  family income measure. As fo r the armed 

forces control, no prio r expectation i s  advanced.

IV .v iii  HOUSING

There has recently  been some in te re s t  shown in  whether an 

in d iv id u a l's  housing s ta tu s  ex erts  ary independent e ffe c t on the 

probability  of unemployment (e .g . McCormick (1983), Nickell (1980)). 

However, i t  i s  d i f f ic u l t  to  see wby housing tenure per se shouLd 

exert any such influence. Rather, i t  i s  l ik e ly  to  be the  case th a t, 

i f  s ig n ifican t d ifferences are  found among tenure groups, a s  in  the 

above studies, th is  i s  because tenure a f f e c ts  other v a riab le s  th a t  

have, perhaps of necessity , been excluded frcm the ana ly sis . There 

are  several ways in  which th is  apparent e ffe c t may come about.

F irs tly , sp a tia lly  uneven council house building programmes may 

lead  to  excessive labour supply in c e rta in  areas. But th is  requ ires 

both wages in  the receiving area and accommodation p rices in  areas
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from which fam ilies migrate to  be sticky . Furthermore, even i f  th is  

i s  the  case, regional policy must not ac t to  counter the consequent 

unemployment pockets. Secondly, maintaining the focus on council 

housing, neighbourhood e ffe c ts  may serve to  create  d if fe re n tia l  

unemployment there in . This may ccme about simply through 

unemployment having le s s  stigma attached to  i t  in  such areas or, 

s lig h tly  more subtly , through greater knowledge of the unemployment 

benefit system (presumably through communal experience) which w ill 

thereby reduce the perceived cost of sp e lls  out of work. Both the 

foregoing suggest th a t  one should d if fe re n tia te  simply between those 

in  council housing and others, as N ickell (1980) did. McCormick 

(1983), however, extends the  analysis and suggests th a t  more careful 

reasoning i s  required.

In the  f i r s t  place, he argues th a t, ce t. p a r . , the  replacement 

r a t io s  of ren te rs  w ill be greater than those of mortgagees or owners, 

i f  unemployment earnings exceed th e  supplementary b en efit 

th resho ld .^ 0 )  U iis i s  tru e  fo r those ren ting  frcm e ith e r public or 

p rivate  sector landlords and occurs because once the  supplementary 

benefit threshold i s  exceeded buyers are no longer e lig ib le  to  ra te , 

mortgage in te re s t  and maintenance supplements w h ilst tenan ts s t i l l  

receive ren t supplements. Secondly, he points to  the ro le  of wealth 

in  labour supply decisions. Thus, those who own ou trig h t w ill  ce t. 

par. be w ealth ier than those mortgaging, w h ils t ren te rs  may enjoy the 

income from the cap ita lised  value of th e ir  housing subsidy when re n ts  

are contro lled . These e ffe c ts  should increase the duration of 

unemployment and perhaps increase the propensity to  take unemployment 

"holidays" amongst the groups concerned. These arguments suggest
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th a t the important d is tin c tio n  i s  lik e ly  to  be between those buying

on mortgage and a l l  other tenure groups, and th is  was in  fa c t borne
( 3 1 )out by McCormicks empirical re s u l ts .  7

However, the  force of these arguments i s  not a t  a l l  c lea r cut 

when a tten tio n  i s  focussed e x p lic itly  on young people. Thus Hughes 

(19^9), in h is  more de ta iled  analysis, considered only heads of 

household, w h ilst even Nickell*s (1980) more sim plified  approach 

looked only a t  males aged 18 and over. In the  face of th is  

uncertain ty , the present analy sis  w ill only try  to  capture the 

cen tra l d is tin c tio n s  th a t  have been made in  the  housing-unemplqyment 

l i te ra tu r e .  Thus, in  the fu l l  sample, the base group w ill be a l l  

those not liv in g  in  council housing who a re  a lso  not heads of 

household with a mortgage. Separate duuny variab les w ill then be 

used to  iden tify  those liv in g  in  council housing, expected to  

positive ly  influence the p robability  of unemployment, and those who 

a re  heads of household with a mortgage, which would be expected to  

negatively influence the like lihood  of unemployment. In the 

r e s tr ic te d  sample, only the council housing d is tin c tio n  w ill, or 

indeed can, be made. This d iffe re n tia tio n , based on the 

neighbourhood e ffe c ts  argument outlined e a r l ie r ,  might possibly be 

re la tiv e ly  more s ig n ific an t fo r  young people not d irec tly  affected  by 

the financ ia l im plications of the  d iffe rin g  accommodation tenures 

noted above. Nevertheless, i t  does ignore ary in d ire c t family 

e ffe c ts  frcm th is  source.
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IV. ix  REGION

The two years under study d if fe r  in  terms of the cycle, even i f  

they do not represent extreme boon and slunp. However, even in  a 

given year opportunities w ithin  the  labour market a re  recognised to  

depend upon geographic loca tion . That i s ,  the economic bases of 

d iffe re n t areas a re  not a l l  equally cy c lica lly  sen sitiv e . With the 

present data se t i t  i s  possible to  assign ind iv iduals to  the economic 

regions fo r which the Department of Employment publishes unemployment 

ra te s  and th is  w ill be the f in a l influence here considered. To 

h igh ligh t the  d isp a r it ie s  which ex is ts , Table 1 below gives these

TABLE 1

STANDARD REGION UNEMPLOYMENT RATES : APRIL

REGION 1974 1978

SOUTH EAST 1.7 4.2

EAST ANGLIA 2.3 5.3

SOUTHWEST 2.9 6.8

WEST MIDLANDS 2.4 5.4

EAST MIELANDS 2.5 5.0

YORKSHIRE & HUMBERSIDE 3.2 5.8

NORTH WEST 3.8 7.3

NORTH 5.1 8.6

WALES 4.3 8.4

SCOTLAND 4.6 8.2

GREAT BRITAIN 2.9 5.9
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unemployment ra te s  fo r the regions to  which indiv iduals w ill be

a lloca ted  fo r the generally "average” month of April each year. In

both years unemployment in  the most prosperous region was le s s  than

h a lf  th a t in  the most depressed, which were respectively  the South

East and the North. These unemployment ra te s  w ill, therefore , be used

in  an attempt to  control for regional d isp a r it ie s  in  job

opportunities. This i s  c learly  not a perfect way of so doing as each

region w ill contain i t s  own pockets of re la tiv e  prosperity  and 
( 7 0 )depression. '  I t  i s ,  however, the best availab le  given the lim ited  

geographic breakdown afforded by the GHS, and a lso  i t  provides a 

single regional measure ra ther than requiring  a s tr in g  of dumny 

variab les.

This concludes the  spec ifica tion  of the model to  be analysed in  

predicting the probability  of unemployment amongst young people with 

declared labour market attachment in  the  two chosen cross-sec tional 

data samples. Hcwever, before proceeding to  an assessment of i t s  

empirical performance, the . next section  b rie fly  ou tlin es  the  

s ta t i s t ic a l  methodology th a t w ill be adopted fo r estim ation purposes.

IV. STATISTICAL METHODOLOGY

In the  regression exercises to  be undertaken the  dependent 

variab le  i s  a 0-1 measure of whether or not the individual i s  in  

employment. Consequently the use of standard OLS techniques is ,  

s t r ic t ly  speaking, inappropriate; although the use of such so -called  

l in e a r  probability  models i s  not uncommon. The sp ec ific  problem 

a ris in g  i s  th a t of he teroskedastic ity , which means th a t OLS leads to

u n b iased  cuv. ent parameter estim ates with the variance of the
^  A.

erro rs being dependent on the values of the explanatory variab les.

9^^-G .raH
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This can easily  be seen by following Goldberger^s (1964) 

statement of the problem. Thus i f  Y i s  the  0-1 outcome of a d isc re te  

event which follows the m atrix, functional form

Yfc = BXfc ♦  « t

then each û . can take on values of e ith e r  -XjJ3 or 1 -  X̂ B as Ŷ  i s  

e ith e r  0 or 1. The expected e rro r variance i s  then easily  calculated  

as:

E (ut 2) = XfcB (1 -  XfcB) 

i f  E (u,.) = 0

This i s  c learly  heteroskedastic, and OLS thereby technically  invalid .

To overcome th is  problem a lo g is t ic  form of the underlying 

probability  d is tr ib u tio n  w ill be hypothesised, and estim ation 

undertaken by maximum like lihood  techniques. Ih a t i s ,  the 

p ro b a b ilitie s  th a t  Ŷ  = 1 and 0 are

1 1 
pt  =   1 -  pt  = ------------

and estim ation proceeds by maximising th e  log of the like lihood  

function

k n
L = Prob (Y- . . .  Y. . . .  Y ) = n P. n (1 -  Pf )

1 K n z  t=k+1 z

This procedure then provides co effic ien t estim ates which represen t 

the change in  the  log of the odds of the occurrence of Yfc (Pt /1 -  Pt )
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associated with a un it change in  the exogenous variab le  under 

consideration. Having discussed the  various influences l ik e ly  to 

e ffe c t the probability  th a t an individual young person i s  unemployed 

a t  ary p a rticu la r  time ( th a t  i s ,  the elements of the regressor vector 

X) th is  w ill be the s ta t i s t i c a l  technique adopted fo r estim ation in  

the  following section .

V. EMPIRICAL ANALYSIS

V .i MDDEL SPECIFICATION

W hilst most of the variab les being considered in  the  present 

study could be the subject of argument regarding th e ir  appropriate 

empirical specifica tion , i t  was indicated  e a r l ie r  th a t th ree  -  race, 

education and family background -  a re  here the sub ject of 

experimentation in  th is  respect. A perusal of Table 2 below, which 

defines the variab les to  be used in  the analysis  -  with the 

a lte rn a tiv e  specifica tions, where appropriate, labe lled  (a ) , (b) . . .  

in  column 2 -  and th e ir  expected sign given the p rio r hypothesising 

above, w ill reveal th a t th is  gives a to ta l  of 24 equations to  be 

estim ated fo r each group in  each of the two years of study. With the 

sample s p l i t  by sex and then examined as a whole and a lso  only for 

those l iv in g  with re la tiv e s  th is  y ie ld s  a global to ta l  of 192 

regressions. Clearly, th is  i s  too many to  rep o rt in  d e ta il and a good 

deal of se le c tiv ity  had to  be imposed. For estim ation purposes the 

blocks of 24 equations were s p l i t  by the family background v a riab le . 

This a r t i f ic a l  separation i s  re ta ined  fo r the purpose of repo rting  and 

one equation i s  presented from each of the eigh t se ts  using the  income 

measure of family background and one frcm each of the eight using SEG 

ind ica to rs. L i t t le  i s  lo s t  by the imposition of th is  r e s t r ic t io n  as 

l i t t l e  d ifference anerged between the twelve models w ithin  each se t.
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TABLE 2 

VARIABLES USED IN ANALYSIS

VARIABLE MEMONIC
(Expectation)

DEFINITION

DEPENDENT

Employment S tatus EMP 0 - Employed
1 - Unemployed seeking work,

w aiting to  s t a r t  work

INDEPENDENT

Relationship to  Head RELN 0 = Head of Household or
of Household (+) with non-re la tives

1 Not Head of Household
liv in g  with re la tiv e s

MARITAL STATUS MARRY 0 Married
(+) 1 = Not Married

RACE (a) BLACK 0 White
(+) 1 = Coloured

N.B. Interviewer uncertain  -  
interview s elim inated

(b) BIRTH 0 = Born in  U.K.
(+) 1 = Born outside U.K.

(inc . Eire)

(c) PANAT 0 = Father born in  U.K.
(+) 1 = Father born outside U.K.

(inc . Eire)

FAMILY BACKGROUND (a) OTHINC Continuous = Total income of
(?) Household Net of Total Income

of Individual
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VARIABLE MNEMONIC
(Expectation)

DEFINITION

(b) MANUAL 
(+)

0 = Father Professional,
Employer or Manager, 
Interm ediate or Junior 
Non-Manual or in  Armed 
Forces

1 = Father S k illed  Manual,
Semi-Skilled or Part- 
Served Manual, Unskilled 
Manual

ARMY
(?)

0 = Fattier not in  Armed
Forces

1 = Father in  Armed Forces .

HOUSEHOLD SIZE NPERHH
(+)

Continuous = Number of 
Persons in  Interviewees 
Household

EDUCATION (a) ED 
(+)

0 = Highest Educational 
Q ualification , a Higher 
Degree, 1st Degree/ 
University Diploma, Non- 
Graduate Teaching 
Q ualifica tion , HNC, HND, 
FuLl City & Guilds, 
Nursing Q ualifica tion , 
*A! Levies, 1 or more 
*0' Level.

1 = Commercial & C lerical 
Q ualifica tions, CSE 
(Grades 2-5), Apprentice­
ship, Foreign 
Q ualifica tions, no 
Q ualifica tions

(b) ED1 
(+)

0 = As Ed Except fo r  *0f
Levels

1 = As Ed Plus *0f Levels
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VARIABLES MEMONIC
(Expectation)

DEFINITION

(c) ED2 
(+)

0 = Any Q ualifica tions

1 = No Q ualifica tions

(d) SCHOOL 
(-)

Continuous = Years of School 
= Age l e f t  School Minus 5

HOUSING COUNCIL
(+)

0 s Not in  Local Authority
Housing

1 = In Local Authority
Housing

MORTGAGE
(-)

0 = Not Heads of Household
with Mortgage

1 = Head of Household with
Mortgage

HEALTH HEALTH
(?)

0 = Has Long Standing
I l ln e s s

1 = Does Not Have Long
Standing I lln e ss

REGION REGION
(+)

Continuous = Regional 
Unemployment Rate

AGE PGE Continuous = Age
( - )
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However, i t  should be noted th a t the 1978 equations containing the 

SEG variab les u t i l i s e  considerably fewer observations than th e i r  1974 

counterparts. This i s  due to  91.2 per cent of cases in  the f i l l  data 

s e t  having missing values fo r fa th e r1 s social c lass , compared to  32.0 

per cent in  1974 ( G ilbert e t  a l .  (1980, 1984)). What i s  then 

in te re s tin g  in  th is  context about the  r e s u lts  obtained below i s  not so 

much th a t those fo r  1978 d if fe r  from those fo r  1974, which i s  true  

a lso  when the  income measure of family background i s  used, but th a t  

the r e s u lts  fo r the l a t e r  year are comparatively in sen sitiv e  to  the 

sample r e s t r ic t io n  th a t  th is  missing data imposes.

The problem remains then of which model to  rep o rt. C learly, 

various c r i te r ia  couLd have been adopted, but as one of the  sta ted  

in te re s ts  of the work i s  to  examine the impact of the cycle on the 

r e s i i t s  obtained th is  was taken as the  next reporting  convention. 

Thus the resuLts frcm estim ating the same model in  1974 and 1978 are  

presented. As the  1978 re s u lts  appear somewhat stronger than those 

obtained fo r the e a r l ie r  year, the best of the former frcm each 

equation se t was taken as the  choice c r ite r io n  fo r  both analyses. 

Hence the resuLts from 16 equations are  reported in  eight pa irs , w ith 

the same sp ec ifica tio n  used w ith in  pairs .

As s ta ted  above the estim ation technique applied was maximum 

like lihood  lo g is t ic  regression. However, the resuLts obtained frcm 

the simple app lica tion  of th is  procedure to  the f i l l  models were not 

sa tis fac to ry . A f a ir ly  common way to  proceed in  th is  s itu a tio n  i s  to  

begin elim inating variab les; but good p ractice  d ic ta te s  th a t each 

po ten tia l combination of regressors be examined, with the "best" being 

chosen by the app lication  of F - te s ts . C learly, w ith mary po ten tia l

variab le  combinations, as here, th is  i s  a p a rticu la rly  cumbersome, not 

to  say error-prone, exercise. Therefore, in  order to  overcome th is
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problem, an i te ra t iv e  procedure was u t i l is e d  which f a c i l i t e s  the 

se lec tio n  of the p a rticu la r model y ield ing  the  best f i t  (using lo g -
( 03)

like lihood  ra t io  t e s ts ) .  DD' In short, the procedure se lec ts  the most 

well specified  s e t  of personal c h a ra c te ris tic s  in  the  s ta t i s t ic a l  

determination of youth unemployment p ro b ab ilitie s . This therefore  

means th a t, w hilst the  same model sp ec ifica tio n s a re  being reported 

across years in  each tab le , the same variab les w ill not necessarily  

appear in  each. For completeness, however, the resuLts of estim ating 

the fu l l  models corresponding to  the equations reported in  the te x t 

are  given in  Appendix Tables A1-A8.

Along w ith c o effic ien t values and th e i r  ^ s t a t i s t i c s ,  the  tab les  

presenting the selected re s u l ts  in  the following sub-section also 

provide various other pieces of information. The f i r s t  of these i s  

the number of observations w ithin each sample (n). Secondly, the 

percentage ra te  of unemployment w ith in  th a t  p a rticu la r sample {% U) i s  

reported. Thirdly, the log-1 ikelihood value fo r the equation (L.L.) 

i s  given. F inally , the foot of each tab le  provides the  v ariab les  frcm 

the fuLl model which fa ile d  to  survive s ta t i s t i c a l  screening in  e ith e r  

year. As already sta ted  the  resuLts of lo g i t  estim ation including a l l  

va riab les are presented in  the Appendix and these are in  the order in  

which thqy appear in  the  tex t so th a t  Table 3 presents the  truncated
(-3  21)

versions of the models in  Table A1 e tc . '

V .ii  ESTIMATION

Within th is  sub-section the d e ta iled  re s u l ts  of the ana ly sis  are  

presented. The work i s  divided under two major headings, those 

resuLts obtained when other income was used as the family background 

ind icato r and those obtained when the SEG in d ica to rs  were used. These 

headings are  then fu rth er sub-divided in to  the  resuLts obtained fo r
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the fu ll  and the re s tr ic te d  ( liv in g  with re la tiv e s )  samples fo r  male 

and female youths respectively .

V .iia  FAMILY BACKGROUND -  OTHER INCOME 

V .iia  (1) Male Youths : Full Sample »

The s ta t i s t i c a l  resuLts obtained fo r the fuLl sample of male 

youths aged 16-24 in  the  labour market when other income co n stitu te s  

the family background variab le  are presented in  Table 3* Looking 

f i r s t ly  a t  what i s  common across years one inmediately finds 

reasonably strong, a lb e it unsurprising, support fo r the notion th a t 

youths in  more depressed regions run the  higher r isk  of being 

unemployed; irre sp ec tiv e  of the s ta te  of the national economy. 

Secondly, evidence emerges in  support of the hypothesis th a t  

possession of a mortgage reduces the probability  of unemployment. 

Unfortunately, however, both demand and supply side arguments point in  

the same d irec tion  fo r th is  influence and so one i s  unable to  discern 

which, i f  any, side of the market i s  dominating. Thirdly, lack  of 

educational q u a lif ic a tio n s  below !0* lev e l "standard” appears to  

re ta rd  employment prospects, although i t s  impact i s  much stronger in  

the l a te r ,  more depressed year. Fourthly, the data r e je c t  the

supposition th a t  young people liv in g  a t  home w ill be the  more 

unemployment prone. Indeed, precisely the reverse appears to  be tru e  

and may be re fle c tin g  counter-arguments revolving around m otivation, 

support and labour force contacts. F inally , as male youths age i t  

appears the  more lik e ly  th a t they w ill be in  work, with th is  influence 

hardening in  1978.

Turning to  the  d ifferences between years which the analysis  

reveals, one can see th a t these involve th ree  variab les. F ir s t ly , the 

income measure of family background appeared to  exert a s ig n if ic a n t
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TABLE 3

MALE YOUTHS : FULL SAMPLE USING OTHINC

VARIABLE 1974 1978

OTHINC 0.0018
(2.96)

REGION 0.2263 0.2163
(2.13) (3.55)

AGE -0.1026 -0.1098
(1.87) (2.68)

COUNCIL 0.2625
(2.59)

M3RTGAGE -0.7124 -0.6225
(1.89) (2.47)

ED 0.2540 0.3418
(1.89) (3.41)

RELN -0.4590 -0.3789
(2.50) (2.86)

BLACK 0.5172
(2.71)

CONSTANT -2.6968 -1.4862
(2.07) (1.50)

n 1596 1597

% U 4.2 8.1

L.L. -264.30 -416.43

T-STATISTICS IN PARENTHESES

EXCLUDED VARIABLES 

NPERHH, HEALTH, MARRY
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and positive  influence on unemployment p ro b ab ilitie s  in  1974, but did

not fea tu re  a t  a l l  in  the  1978 resuLts. Secondly, fo r 1978 the

resuLts ind ica te  th a t youths dwelling in  council property (and

therefore  usually on ,fe s ta te s ”) were sig n ifican tly  more l ik e ly  to  be

unemployed than the base group of non-mortgage possessing youths

liv in g  in  p riva te  sector property. C learly, i t  wouLd be in te re s tin g

to  acquire fu rth e r evidence on what i s  going on here, fo r  w h ilst
«

e a r l ie r  arguments were supply-sde o rien tated  one can equally use the  

resuLt as evidence of d iffe re n tia l  disadvantage. Lastly , and in  the 

same vein as the  previous argument, qu ite  strong evidence emerges th a t  

non-whites suffered  disproportionately as the recession deepened.

V .iia  (2) Male Youths : R estric ted  Sample

Table 4 below summarises the resuLts obtained when the sample 

analysed was re s tr ic te d  so le ly  to  those liv in g  w ith r e l a t i v e s .  ^ 6 )  

Immediately one gets the impression th a t the model works le s s  well 

with th is  r e s tr ic t io n  imposed, in so f a r  as fewer regressors a re  

reta ined , than was the case without i t .  However, i t  should a t  the 

same time be reca lled  th a t  the mortgage and re la tio n  to  head of 

household (RELN) variab les are no longer re levan t in  th is  instance. 

Nevertheless, i t  should fu rth er be noted th a t  there  a re  g rea ter 

d ifferences across the years than were found above. Indeed, now only 

two influences were common to  the  equations a t  both dates. Thus q u ite  

strong evidence once again emerges th a t area of residence influences 

the  labour market prospects of young males a t  a l l  stages of the cycle, 

with somewhat weaker support being afforded to  the argument regarding 

age. All other variab les, of those succeeding a t  a l l ,  appeared in  one 

year or the other, but not both.
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TABLE 4

MALE YOUTHS : RESTRICTED SAMPLE USING OTHINC

VARIABLE 197*1 1978

OTHNIC 0.00017
(2.65)

REGION 0.2517 0.2951 -
(1.95) (3.98)

AGE -0.1080 -0.0853
(1.64) (1.79)

COUNCIL 0.2729
(2.34)

ED1 0.5548
(2.48)

BLACK 0.4938
(1.90)

HEALTH -1.820
(1.47)

MARRY 3.8339
(3.47)

NPERHH 0.1454
(1.61)

CONSTANT -3.045 -6.5037
(2.03) (*)

nr 1033 1091

% u'■.j 4.5 8.2

L.L. -179.22 -286.78

T-STATISTICS IN PARENTHESES

* Did not pass Tolerance Test
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Once again, other household income appears positive ly  in  the 

equation fo r the e a r l ie r  year but not fo r 1978. In add ition  to  th is  

influence, the number of persons resid ing  in  the young males household 

possibly affected  unemployment p ro b a b ilitie s  in  the  early  year but not 

the l a t t e r .  W hilst having due regard fo r the size of i t s  a ttendant 

standard e rro r, one can a lso  note th a t  the positive  c o e ffic ien t on the 

variab le  i s  in  accord with p rio r expectations.

Five variab les survived the  stepping in  th e  1978 model which 

did not in  the e a r l ie r  year. F irs tly , the council housing variab le  

once again emerged as per hypothesis, and s ig n if ic an t. The same, 

secondly, was true  of the colour variab le ; strengthening the e a r l ie r  

d iffe re n tia l  impact reasoning regarding the  depression. Thirdly, the 

education variab le , th is  time d iffe re n tia tin g  between those w ith 'A1 

le v e ls  or higher from those w ithout, emerged as s ig n if ic a n t -  a t  1 CH> 

a t  l e a s t  -  again perhaps suggesting the le s s  formally educated su ffe r 

f i r s t  as the  economy tu rns down. The health  measure a lso  survived in  

the l a t e r  year, with a negative co effic ien t, although i t  was f a r  from 

s ig n ifican t. F inally , marriage appears to  have emerged as an 

important negative influence on the probability  of being unemployed; 

however, the  small number with th is  s ta tu s  in  th e  re s tr ic te d  sample 

reduces confidence in  the finding .

V .iia  (3) Female Youths : Full Sample

A consisten t fea tu re  of the resuLts obtained fo r  female youths



392

i s  th a t a smaller proportion of the proposed models have relevance 

fo r them than appears to  be the case fo r young males; as Table 5 

demonstrates in  the case of the fu l l  sample using other income as the 

family background ind ica to r. However, even with fewer variab les 

appearing in  the s ta t i s t ic a l ly  acceptable models, s tru c tu ra l 

in s ta b i l i ty  across the  observation years i s  s t i l l  evident. With the 

exclusion c r i te r ia  used, th is  means th a t more reg resso rs were 

acceptable oriLy in  one year than were acceptable in  both. However, i t

i s  perhaps of p a rticu la r in te re s t  to  note th a t a ll  but one of these

l a t t e r  influences emerged in  the  la te r ,  more depressed data period; 

thereby again being suggestive of non-neutral cyclical impacts upon 

unemployment p ro b ab ilitie s .

Examining f i r s t  those hypothesised determ inants th a t  were 

s ig n ific an t in  both 1974 and 1978, i t  i s  probably no su rp rise  to  see 

th a t  the regional unemployment measure i s  amongst th e ir  number. What 

might be of in te re s t  nevertheless in  th is  context i s  th a t the 

magnitude of i t s  impact declined, even though i t s  s t a t i s t i c a l  

significance increased. I t  would c learly  be premature to  surmise th a t 

ary equalising of (dis)opportunity  had taken place, but th e  finding  

may present a poin ter fo r  fu tu re  research in te re s t .  Secondly, age 

emerges as a s ig n ifican t, negative influence on female youth 

unemployment propensities in  both years, a resuLt again in  accord w ith 

th a t  obtained in  the  fu l l  young male sample discussed above, thereby 

increasing general confidence in  the finding . Only the re la tio n  to

head of household measure was solely  s ig n ific an t in  1974, although i t

was signed contrary to  generalised p rio r lypothesising . This i s  

c learly  a d i f f ic u l t  area, however one might take the  r e s u l ts
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TABLE 5

FEMALE YOUTHS : FULL SAMFLE USING OTHNIC

VARIABLE 1974 1978

othinc -0.00007
(2.20)

REGION 0.2565 0.1486
(2.19) (2.60)

AGE -0.1218 -0.1346
(2.31) (3.91)

COUNCIL 0.1753
(1.91)

SCHOOL -0.3507
(3.04)

RELN -0.4900
(2.25)

CONSTANT -1 .OOT1 3.8838
(0.86) (2.45)

n 1190 1338

% u 4.6 11.1

L.L. -216.10 -441.79

T-STATISTICS IN PARENTHESES

EXCLUDED VARIABLES

MDRIGA3E, HEALIH, PANAT, NPERHH, MARRY
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as some ind ica tion  th a t fu rth e r  work i s  necessary on the work 

patterns of young married females who w ill be c la s s if ie d  as liv in g  

with re la tiv e s  on th is  score. In p a rticu la r, one may look to  both 

encouraged worker e ffe c ts  and contribu tions to  the  hypothesised 

secondary, part-tim e workforce fran  th is  group.

Three influences emerged in  th e  1978 survey as, more or le s s , 

s ig n ifican t determinants of young females* unemployment th a t did not 

shew up in  the  1974 resuLts. The f i r s t  of these, education -  measured
i

here by schooling, ra th e r than educational attainm ent -  was an 

important negative influence in  the  l a t e r  year. Secondly, a lb e it  not 

strongly, council house duelling appears to  become a p o ten tia lly  

important determinant of job lessness in  depressed times. However, 

there  i s  a d e a r  need to  attem pt to  c la r ify  ju s t  what influences are  

a t  work. ^ 7 )  F inally , family income in  1978 apparently positive ly  

impacted upon employment prospects. This r e s u l t  runs counter to  the 

finding fo r males. The reason fo r the con trast, as opposed to  any 

p a rticu la r sign pattern , may l i e  in  a re la tio n sh ip  between income and 

the  propensity of young unemployed females to  declare any market 

attachment a t  a l l .  This i s ,  however, speculative.

V .iia  (4) Female Youths : R estric ted  Sample

The resuLts obtained fo r the re s tr ic te d  g i r ls  sample, given in  

Table 6, a re  the most parsimonious to  date and point to  a re la tiv e ly  

few key influences being responsible fo r d if fe re n tia l unemployment 

propensities amongst young females. In p a rticu la r, region and age a re  

s ig n ific an t in  both years and signed as per expectation. Indeed, in  

the  re la tiv e ly  healthy economic environment of 1974 these two 

variab les emerged as the only s ig n ifican t regressors.



395

TABLE 6

FEMALE YOUTHS : RESTRICTED SAMPLE USING OTHINC

VARIABLES 1974 1978

OTHINC -0.000090
(2.52)

REGION 0.3209 0.1303
(2.54) (2.20)

AGE -0.1192 -0.1416
(2.16) (3.97)

COUNCIL 0.1836
(1.93)

SCHOOL -0.2467
(2.02)

CONSTANT -1.7006 3.1059
(1.44) (1.89)

n 1082 1195

% U 4.5 11.6

L.L. -193.58 -407 . 93

T-STATISTICS IN PARENTHESES

EXCLUDED VARIABLES 

NPERHH, HEALTH, MARRY, BLACK



396

By 1978, however, three additional c h a ra c te ris tic s  emerged as 

s ig n ific an t determinants of young females labour market fortunes, two 

of which add weight to  the e a r l ie r  find ings fo r  youths of both sexes. 

Thus, as the  recession deepened, both council house dwelling and 

educational attainm ent (as proxied by years of schooling) became 

important influences upon labour market success. A f a i r ly  c lea r 

pa ttern  i s ,  therefore , emerging th a t simple knowledge of how high the 

leve l of youth unemployment is /w il l  be, w ill leave one w ith a very 

incomplete p icture of how the to ta l  w ill actually  be d is tr ib u ted  

amongst young people. This i s  perhaps unsurprising, but i t  shouLd 

serve as a salutory reminder th a t successful aggregate tim e-series 

modelling i s  hardly an adequate economist’ s response to  the  problems 

ex is tin g  in  the youth labour market. However, in  closing the 

discussion on the  resuLts incorporating household income, one shouLd 

note how, once again, th is  v a riab le  was negatively signed fo r  young 

females and in  con trast to  the  resuLt fo r males.

V .iib  FAMILY BACKGROUND -  SEG INDICATORS

W hilst the  co n trasts  which emerge by changing th e  measure of 

family background frcm income to  socio-econcmic group in d ica to rs  a re  

not p a rticu la rly  g rea t they m erit reporting , i f  only to  s tre s s  e a r l ie r  

findings. Further, however, the reasonable s im ila rity  between the 

re su lts  should go some way towards a llay ing  fea rs  regarding th e  s e lf -  

reporting  of income, which i s  a fea tu re  of the GHS th a t many might 

view with considerable suspicion.
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V .iib  (1) Male Youths : FuLl Sample

W hilst the  general pa ttern  of the r e s u lts  fo r the fuLl boys 

sample using father* s SEG are not too d issim ila r frcm those above, 

Table 7 does ind ica te  th a t  there  i s  ra th e r more in s ta b i l i ty  in  the

model across years. In th is  instance, there are now only two

influences which fig u re  in  common; these being the  manual worker and 

marriage variab les. Both have the expected positive  d irec tiona l 

influence and the  former achieves sa tisfac to ry  significance le v e ls  in  

both years. That the l a t t e r  variab le  hardens considerably in  the

la te r  year i s  of sane in te re s t, although th is  s t i l l  does not rea lly
/

provide ary in s ig h t as to  whether th is  came about through supply or 

demand side pressures. However, the la rge  value of the c o e ffic ien t in  

the l a t e r  year i s  somewhat suspicious and probably r e f le c ts  the small 

nunber of marrieds (16) in  the  p a rticu la r  sample u sed .^ 8 )

Of the variab les appearing only in  1974, i t  w ill be reca lled  

th a t  having a fa th e r in  the  armed fo rces a ttra c te d  no d e fin ite  p rio r 

expectation. Empirically, in  th is  instance, i t  turned out to  have a 

s ig n ifican t positive  impact on unemployment p robability , which may 

possibly be a re f le c tio n  of the d isruption  to  education associated  

with mobility in  early l i f e  th a t parental m ilita ry  service may impose 

upon th e ir  offspring. Secondly, mortgagees, as per expecation, were 

le s s  prone to  unemployment than the  base group. However, liv in g  w ith 

re la tiv e s  once again proved to  be a surprising ly  negative influence. 

F inally , liv in g  in  large  households was positive , as expected, and may 

go some way towards ra tio n a lis in g  the ce t. par. find ing  on 

re la tio n sh ip  to  head of household.
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TABLE 7

MALE YOUTHS : FULL SAMPLE USING SEG INDICATORS

VARIABLE 197^ 1978

MANUAL 0.4683 0.3349
(2.39) (2.12)

ARMY 1.0226 
(2.42)

REGION 0.4054
(4.70)

AGE -0.1543
(2.87)

MORTGAGE -0.6904
(1.80)

ED2 0.4408
(3.38)

RELN -0.5236
(2.42)

BLACK 0.6534
(2.40)

NPERHH 0.1573
(1.91)

MARRY 0.3308 4.0091
(1.48) (3.40)

CONSTANT -3-7192 -5.6484
(6.27) (*)

n 1546 945

* U 3.8 7.4

L.L. -239.65 -220.28

-
T-STATISTICS IN PARENTHESES 

* Did Not Pass Tolerance Test

EXCLUDED VARIABLES 

COUNCIL, HEALTH
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Turning to  those fac to rs  which newly emerged as s ig n ific an t in  

1978 one can see th a t most were those which have, a t  le a s t  in  th is  

l a t e r  year, consisten tly  been important. Thus, region of residence, 

age and educational attairm ent a l l  appear as per expecation and are  

very well determined. Furthermore, colour once again emerges as an 

important unemployment determinant fo r young males. One i s  thereby 

tempted to  conclude th a t the present analysis i s  painting a f a ir ly  

consisten t p ic tu re  of how the i n i t i a l  upsurge, a t  le a s t ,  of youth 

unemployment was d is trib u ted . However, the peculiar c h a ra c te r is tic s  

of the fu l l  1978 youth sample u t i l is in g  SEG ind ica to rs of fa th e r ’ s 

s ta tu s , w ith few marrieds and consequently few mortgagees, should be 

borne in  mind. Therefore, confirmation should in  th is  instance be 

sought frcm the re s tr ic te d  sample in  which the mortgage variab le  i s  

not included and marriage was quickly excluded by the stepping 

process.

V .iib  (2) Male Youths : R estric ted  Sample

Table 8 below, presenting the re s u l ts  obtained frcm the 1978 

re s tr ic te d  sample using only those young males liv in g  w ith re la tiv e s , 

does present q u ite  reassuring confirmation of the find ings frcm the 

fu l l  data se t. Thus, w hilst manual i s  scmewhat weaker than 

previously, the pattern  of re s u l ts  fo r the SEG family background 

ind icato rs i s  as before. Furthermore, region, education and race 

again show up very s ig n ifican tly  and correctly  signed in  the l a t e r  

year, w hilst not appearing in  1974. In addition, nunber of persons in  

the respondent’ s household again shows significance in  the former, but 

not the l a t t e r ,  year of observation.
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TABLE 8

MALE YOUTHS : RESTRICTED SAMPLE USING SEG INDICATORS

VARIABLES 1974 1978

MANUAL 0.3827 0.2677
(1.56) (1.79)

ARMY 1.2388 
(2.72)

REGION 0.4373
(5.12)

AGE -0.1000 -0.1453
(1.44) (2.64)

ED1 0.5300
(2.15)

PANAT 0.5302
(2.91)

NPERHH 0.2165
(2.42)

HEALTH -0.2568
(1.81)

CONSTANT -1.4071 -2.7993
(0.95) (2.27)

n 1041 993

% u 3.7 7.5

L.L. -158.22 -234.37

T-STATISTICS IN PARENTHESES

EXCLUDED VARIABLES 

COUNCIL, MARRY,



This means th a t the comparatively minor, q u a lita tiv e  d ifferences 

in  the  re s u lts  obtained fo r  the two samples are  as follows. F irs tly , 

the age variab le  appears in  both years in  the r e s tr ic te d  sample and 

only in 1978 when the fu l l  data se t i s  used. However, in  1974 i t  

f a l l s  well short of significance in  the former case. Secondly, the 

health  measure, which was argued to  be a p rio ri ambiguously signed, 

en te rs s ig n ifican tly , fo r the only time in  a ll  the re s u lts  presented, 

in  the  1978 re s tr ic te d  sample analysis. Taken a t  face value*

although noting th a t the co e ffic ien t i s  only s ig n ifican t a t  the 1056 

lev e l, the resuLt obtained suggests th a t d isa b ility  amongst those who 

claim labour market attachment i s  not in  fa c t  a disadvantage in  the 

quest fo r employment. Indeed, ra the r the opposite i s  suggested. 

Thirdly, the mortgage variab le  was weakly s ig n ifican t in  1974 in  the 

fu l l  sample but does not appear a t  a l l  in the  re s tr ic te d  one. 

F inally , when a ll  observations were used the marriage va riab le  was 

reta ined  in  both years and was strongly s ig n ific an t in  1978. 

However, when only those liv in g  with re la tiv e s  are considered the 

variab le  i s  never reta ined ; which i s  not surprising  given the  snail 

nunber with th is  s ta tu s  in  the re s tr ic te d  sample.

V .iib  (3) Female Youths : Full Sample

Once again the resuLts obtained fo r the fuLl sample of young 

females presented in  Table 9> suggest th a t  a ra the r sn a lle r  vector of 

influences can be used to  predict d if fe re n tia l  labour market success 

than i s  the  case fo r th e ir  male counterparts. In the  present 

instance, only one variab le  i s  cannon across years; th a t being region 

of residence. Broad socio-econanic group of fa th e r oriLy appeared as 

a s ig n ifican t regressor in  1974, when the daughters of manual workers 

were apparently considerably more l ik e ly  to  be unemployed than were
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TABLE 9

FEMALE YOUTHS : FULL SAMPLE USING SEG INDICATORS

VARIABLE 1974 1978

MANUAL 0.5738
(3.41)

REGION 0.2478 0.1798
(1.88) (2.17)

AGE -0.1149
(1.69)

COUNCIL 0.2953
(2.22)

RELN -0.5246
(2.41)

CONSTANT -3.7533 1.2204
(7.72) (1.01)

n 1237 710

% u 3.6 9.7

L.L. -179.34 -218.25

T-STATISTICS IN PARENTHESES

EXCLUDED VARIABLES 

ARMY, NPERHH, MORTGAGE, HEALTH, ED1, BLACK, MARRY
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those w ith w hite-collared  fa th e rs . Also in  th a t year, but not in  

more depressed 1978, liv in g  with re la tiv e s  was a s ig n ifican t

negative influence on the like lihood  of joblessness. This l a s t  

r e s u lt  concurs with previous findings and the  evidence in  to ta l  

provides a fa ir ly  convincing rebu tta l of the prior theorising  on th is  

control put forward in  Section IV above.

Only two variab les appeared in  the 1978 resuLts alone and both 

of these go towards confirming e a r l ie r  resuLts. Thus, as young 

females age i t  appears th a t they become le s s  prone to  unemployment. 

However, ra ther more than in  the  case of young males, one should 

approach th is  finding  with seme caution. Thus there  i s  here the 

p o ss ib ility  th a t, as the  labour market slackens, older females pursue 

’’rewarding” non-market a c t iv i t ie s  and do not declare unemployment. 

Hence a cyclical labour supply e ffec t may be more lik e ly  to  emerge as 

females age, due e ith e r to  marriage (which i t s e l f  was elim inated frcm 

th is  analysis) or to  the possession of more e lderly /d isab led
(41)

parents.

V .iib  (4) Female Youths : R estric ted  Sample

The f in a l resuLts reported are those fo r  young females liv in g  

with re la tiv e s  and these are  given in  Table 10 below. In general they 

bear a strong resemblance to  those obtained fo r the fuLl sample above 

and so w ill not be discussed in  g rea t d e ta il . Thus family 

background, region, age and council house dwelling a ll  perform as 

previously. Furthermore, re la tio n sh ip  to  head of household i s  new a 

sample se lection  c rite r io n  ra ther than an independent regressor and 

therefo re  i t s  non-appearance in the  current instance need be

discussed no fu rth er. This, therefore , leaves two v a riab les  which

appear in  the  present 1974 analysis but nowhere e lse  in  the  female
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FEMALE YOUTHS

TABLE 10 

: RESTRICTED SAMPLE USING SEG INDICATORS

VARIABLE 1974 1978

MANUAL 0.6419
(3.41)

REGION 0.2107 0.1777
(1.46) (2.13)

AGE -0.1208
(2.03)

COUNCIL 0.3048
(2.27)

BLACK -3.5767
(0.28)

NPERHH 0.1576
(1.78)

CONSTANT -8.3769 -1.1044
(0.65) (0.91)

n 1152 698

% u 3.2 9.7

L.L. -152.52 -214.75

T-STATISTICS IN PARENTHESES

EXCLUDED VARIABLES 

ARMY, HEALTH, ED1, MARRY
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analyses using SEG as the family background ind ica to r. Th*, f i r s t  of 

these i s  colour, which surprisingly  i s  negatively signed. However, 

the co effic ien t i s  so poorly determined th a t no confidence can be 

placed in  the  finding. Secondly, number of persons in  the  household 

appears as a positive  influence in  the resuLts fo r the e a r l ie r  year, 

as expected, although i t  i s  only weakly s ig n ifican t.

VI. CONCLUSION
inThis chapter has had the principal aim of examing how any 

p a rticu la r leve l of aggregate youth unempLqyment i s  d is tr ib u ted  

amongst th e ir  nunber, by reference to  various po ten tia lly  sa lie n t 

economic c h a rac te ris tic s . This objective was pursued via the medium 

of the o ff ic ia l General Household Survey which to  date, although 

having been used fo r the analysis of adu lt unemployment pa tterns, 

does not appear to  have been u til is e d  in  the  specific  context of 

young people. In conducting the analysis, the data was f i r s t  s p l i t  

by sex, a d iv ision  seemingLy vindicated by the d ifferences in  the  

re s u lts  obtained. Then each of these samples was examined in  fu l l  

and a lso  including only those young people who were liv in g  w ith 

re la tiv e s .

One consisten t finding to  emerge was th a t  ra th e r fewer 

c h a ra c te ris tic s  appear to  d iffe re n tia te  those young females in  and 

out of work than i s  the  case fo r young males. This said, region of 

residence and age turned out to  be consistent p red ic to rs fo r  young 

people of e ith e r sex. The former appears straightforw ard w h ils t the 

l a t t e r  suggests th a t, in  the 1970's a t  le a s t ,  the youth unemployment 

problem may rea lly  have been concentrated amongst the very youngest
/V

in  the market. I t  i s  fu rther of in te re s t, however, to  note th a t the 

size  of the age impact grew between 1974 and 1978 w h ilst i t s
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s ta t i s t ic a l  performance consisten tly  improved. Ihe v i ta l  question 

then seems to  become whether one would expect th is  to  continue in  

l a t e r  years when an increased percentage of older youths w ill have 

experienced past unemployment spells?  I f  the answer i s  affirm ative, 

and government in terven tion  in  the market renders th is  an extremely 

tricky  issue, then one might be tempted to  in fe r th a t age re f le c ts  

something more than a simple sk i l l  proxy. However a sa tis fac to ry  

reso lu tion  of th is  issue requires analysis additional to  th a t  which 

i s  possible here.

The comparative aspect of the work involved examining the  

re s u lts  obtained a t  two d iffe ren t stages of the cycle and th is  

provided not only evidence of non-neutral cyclical e ffe c ts  on labour 

market prospects, i t  also generated su ff ic ie n t d isp a r it ie s  across 

years to  throw doubt on the practice  of simply looking a t  one cross- 

sectional sample in  iso la tio n . In the case of young males i t  appears 

th a t  the brunt of the onset of recession was borne by non-whites, the 

l e a s t  formally educated and council house d w e l l e r s . O n l y  in  the 

case of the second mentioned does i t  seem th a t estab lished  reasoning 

i s  sa tis fac to ry . Thus, to  the ex tent th a t formal education lev e l i s  

positive ly  corre la ted  with market valued s k i l ls ,  then the  usual 

demand side arguments fo r the above finding carry with them a widely 

held conviction. With the two remaining variab les there  remains the  

p o ss ib ility  th a t demand side discrim ination/screening fa c to rs  or 

supply side m otivational forces are dominating in  the  generation of 

the re s u lts .  Unscrambling exactly what i s  going on may have an 

important influence on the  way the uneven d is tr ib u tio n  of the 

unemployment burden i s  viewed. To lea rn  th a t resp o n sib ility  fo r  i t s  

d is tr ib u tio n  l ie s ,  a t  le a s t  p a rtia lly , in  d ifferences in  knowledge
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regarding the unemployment benefit system probably should evoke 

somewhat d iffe ren t sentiments from a re a lis a tio n  th a t i t  i s  the 

resiiLt of employers' taking "advantage" of wage r ig id i t ie s  and output 

co n stra in ts  to  exercise th e ir  ta s te  fo r discrim ination.

For females the resuLts were perhaps somewhat le s s  c lea r-cu t, 

although fa ir ly  strong consisten t evidence emerged th a t  council house 

dwellers suffered p a rticu la rly  badly as the econorry turned down. In 

addition  to  th is , when the  SEG ind icato rs were used as the  measure of 

family background, age turned out only to  be s ig n ific an t in  1978, 

whereas in  the  a lte rn a tiv e  income form ulation i t  seemed to  be 

important in  both years. This l a t t e r  sp ec ifica tio n  in  fa c t  threw up 

an in te re s tin g  con trast between the sexes. Thus, although the income 

measure i t s e l f  only appeared fo r  males in  1974 and fo r  females in  

1978, in  a l l  cases i t  was s ig n ifican t. However, i t  was o f opposite 

sign across the sexes; being positive  fo r  males and negative fo r 

females. No firm  prio r expectation was assigned to  th is  v a riab le  

but, taking the resuLts a t  face value, the former finding  seems to  

support the arguments proposed regarding income e ffe c ts  on 

unemployment w h ilst the l a t t e r  might signify m otivational pressures, 

labour market contacts or, perhaps, a tendency fo r females from 

w ealth ier backgrounds to  eschew labour market attachment to ta l ly  

ra ther than declare unemployment. These issues seem worthy of 

fu rth e r inquiry.

A fu rth e r in te re s tin g  con trast emerged when socio-economic group 

in d ica to rs  were used as the family background control. Then, having 

a fa th e r who i s  a manual worker affected  the  unemployment 

p ro b ab ilitie s  of both sexes in  the same (positive) d irec tio n , 

although fo r females th is  was only true  in  1974. I t  i s
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d if f ic u l t ,  however, w ithout fu rth er information on the re la tio n sh ip  

between SEG and income to  make inferences about what exactly i s  the 

cause of the observed d ifferences. L astly , one may note th a t, with 

income as the  family contro l, education -  in the  guise of years of 

schooling -  became a s ig n ifican t determinant of female unemployment 

p ro b ab ilitie s  in  1978. This re s u lt, therefore, strengthens th a t  

obtained e a r l ie r  fo r males.

The evidence generated regarding the  other influences considered 

i s  scmewhat more patchy. Perhaps the strongest was the re la tio n sh ip  

to  head of household measure which, when i t  appeared in  the  fu l l  

sample re s u lts , suggested th a t those liv in g  with re la tiv e s  are, 

contrary to  in i t i a l  hypothesising, the le s s  lik e ly  to  be unemployed 

than e ith e r those heading th e ir  own household or liv in g  w ith non­

family. However, the influence faded somewhat across the  years. 

Likewise, one might draw seme support frcm the 1974 find ings fo r the 

presupposition th a t the nunber of people in  a you th 's  household w ill 

be detrimental to  h is  or her labour market fortunes. Once again, 

however, the  variab le  faded in  1978. Also, although only in the  case 

of young males, holding a mortgage seems perhaps to  improve labour 

market performance. F inally , on the  evidence frcm the current

data and re s u lts  a t  le a s t ,  i t  would appear desirab le  to  discount 

health  and marriage as influences on the  likelihood  of unemplcyment. 

The former i s  not too surprising , given the arguments advanced 

e a r l ie r ,  w hilst trad itio n a l reasoning regarding the  l a t t e r  may be 

scmewhat displaced when, fo r instance, the incidence of (supposedly 

d estab ilis in g ) divorce i s  so prevalent.



W hilst i t  i s  d e a r  th a t much remains to  be done -  not le a s t  of 

which being assessing how relevant the findings are  to  the current 

s itu a tio n  -  the message does seem to  emerge th a t successful and 

e ff ic ie n t  help fo r youth in  the  labour market may need to  be more 

s t r ic t ly  targeted  than i s  usually the case. Certain of the ways in  

which th is  might be done are  highlighted above. However, such a 

recommendation i s  made without reference to  the p d i t i c a l  obstacles 

th a t may l i e  in  the  path of i t s  achievement. For instance, B rita in  

has been p ers is ten tly  faced with regional d isp a r it ie s  in  unemployment 

in  general and so why should those of youths receive p a rticu la r  

a tten tio n  in  the present epoch? Also, w h ilst one can imagine 

pervasive positive  discrim ination by educational a ttairm ent, as might 

be argued YTS aims to  achieve, i t  i s  perhaps somewhat harder to  

imagine positive  discrim ination by colour. However, providing the  

re s u lts  of the present exercise stand up to  scrutiny and fin d  support 

in  other work, the work reported here does provide a backdrop fo r  the 

possible emergence of imaginative p o lic ies  to  improve the efficiency 

of the labour market i t s e l f  or, perhaps, the  morale of c e rta in  

p a rtic ip an ts  w ithin i t .
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(1) Ju s t two of the stud ies on the d is tr ib u tio n  of B r itish  
unemployment are Daniel (1974) and Nickell (1980).

(2) The one exception to  th is  in  B ritian  might be a time se rie s  
regional unempLcyment exercise. However, a t  a l l  but a 
s t i l l  highly aggregated standard region le v e l, even th is  i s  
bedevilled by enactments such as local government 
reorganisation (1974) and the paucity of data on fac to rs  
such as population c h a ra c te ris tic s  which would form an 
in teg ra l element of such work a t  a l l  but a very descrip tive  
lev e l.

(3) As the  following discussion w ill ind icate  more has been 
done on the c h a ra c te r is tic s  of unemployed B ritish  adu lts  
and on those of a l l  groups in  the  U.S.A.

(4) I t  would perhaps be more acceptable to  argue th a t
su ff ic ie n t may be known to  determine the overall leve l of
unemployment. For current purposes th is  then leaves two 
le s s  d e a r  cut problems. (1) How th is  i s  d is trib u ted  in  
the labour force by age, which was part of the sub ject 
m atter of the previous two chapters. (2) How the re su ltin g  
youth unemployment i s  d is trib u ted  amongst ind iv iduals,
which forms the  present focus of in te re s t.

(5) Even more d if f ic u l t  to  assess are the incentive e ffe c ts
associated  with the taxation  necessary to  finance
subsid isation .

(6) On the  understanding th a t  sampling problems may a ffe c t both 
years re su lts .

(8) I t  i s  furthermore not d e a r  whether indiv iduals on such
schemes would d a s s  them sdves as in  or out of employment, 
which w ill introduce fu rth er ambiguity i f  no spec ific  
question i s  asked about the issue .

(9) The GHS i s  an ongoing inquiry with an end date of April in
the year to  which i t  i s  a llocated .

(10) The GHS Surrey sub-sets fo r the chosen date se ts  (1974 and
1978) are due to  G ilbert e t .  a l .  (1980 and 1984 
re s p e c tiv d y ) .

(11) The upper age l im it  used in  th is  case corresponds to  th a t
em pi eyed by the S ta t is t ic a l  Office of the European 
Communities in  i t s  d e fin itio n  of youth. Ihe lower l im it  
used by th a t body i s  14 years, which would generate only 
redundant ex tra  observations in  the  present case as the  
focus i s  on those youngsters in  the labour market.

-  T h -e , .scds -  s e t :  t s  cjl

v - ^ f s i o n  t h c l  o f ' a « A c z l  d i o ^ c x  c x U o u i i o Q  - e d s C - e r  
cxsnvipv,^;onol S f a K s h c l
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(12)

(13)

(14)

(15)

(16)

(17)

( 18)

(19)

(20) 

( 21)

(22)
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Unemployment ra te s  fo r the samples used are presented 
below.

In fa c t pooling the  sexes rea lly  demands, a t  le a s t  
exploration w ith, nunerous in te rac tio n  terms; a cumbersome 
practice  which can be avoided by separate analyses.

I t  i s ,  of course, possible th a t young people liv in g  a t  heme 
may be supporting th e i r  parents. With the a id  of the 
observations on a ll  ind iv iduals sampled ( i . e .  the fuLl data 
se t) one might attempt, on the basis of parental employment 
s ta tu s  and (disclosed) to ta l  family income, to  in fe r  which 
youths were in  th is  s itu a tio n . But th is  wouLd be l i t t l e  
more than guesswork and, furthermore, as noted above, would 
g reatly  increase the computational requirements.

Ihe GHS separately id e n tif ie s  8 categories which have been 
pooled fo r th is  purpose.

Both Nickell and Ashenfelter and Ham (1979) found th a t  
education only weakly affected  unemployment duration.

A comprehensive, recent review of the  labour supply 
l i t e r a tu r e  i s  provided in  K illingsworth (1983).

Analyses of the e ffe c ts  of schooling must, of course, 
recognise the po ten tial confusion of family, environment 
and innate a b il i ty  influences with those of education 
i t s e l f .  Certain of the other sub-sections in  th is  chapter 
attempt to  provide contro ls fo r th is .

In the usual case, ind iv iduals need to  be uncertain  about 
th e ir  own a b il i ty  before engaging in  costly  s igna lling , 
otherwise thoy would o ffer employers money-back guarantees 
regarding th e ir  performance a t  work.

More de ta iled  reviews of fac to rs  th a t have been c ited  to  
ju s tify  con tro lling  fo r race can be found in  Morse (1981) 
and Cogan (1982).

Note th a t Beckerian discrim ination i s  not equivalent to  
discrim ination based on misperceptions of ce rta in  groups 
e ffic iency . This i s  a form of signa lling  problem which can 
be eliminated by the spread of knowledge. "Pure” 
discrim ination i s  independent of knowledge. Controls l ik e  
those attempted here cannot, however, pinpoint which of 
these forces i s  work.

I t  i s  to  be noted th a t many Anerican stud ies (e .g . 
Feldstein and ELlwood (1982)) conduct th e ir  analyses fo r  
blacks and whites separately . Ib is  might be an in te re s tin g  
avenue fo r fu rth er research in  a B ritish  context a lso .
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(23) This i s  not s t r ic t ly  binding, however, although th is  i s  in
p a rt due to  there  being too few reg is te red  disabled to  
allow of overall compliance. For fu rth er d e ta ils  see fo r 
instance, DEG February, 1985, p.73.

(24) Strong pressure to  find  work may e x is t not because of any 
work e th ic  per se but fo r a varie ty  of other fam ilia l 
circumstances more properly associated w ith income 
positions.

(25) A sim plified  theory of job search was f i r s t  provided by 
S tig le r  (1962) w h ilst the kind of embellishments discussed 
here made th e ir  f i r s t  real impact through the work of Rees 
( 1966).

(26) There a re  not ju s t  problems of gross income per head but 
a lso  of d iffe rin g  tax  l i a b i l i t i e s  fo r d if fe re n t family 
s truc tu res.

(27) On d iffe rin g  income concepts see Friedman (1957).

(28) Construction of a continuous hierarchy measure of SEG wouLd 
be open to  serious objection.

(29) D iffe ren tia ting  indiv iduals by head of households1 
educational q u a lif ic a tio n s  was a lso  considered. Anongst 
other th ings th is  would have recognised th a t natural 
fa th e rs1 background may be of le s s  relevance than some 
other indiv iduals. However, i t  was not possible to  make 
the  data conform across the  two years and furtherm ore the 
strength  of formal educational attainm ent arguments i s  
probably weaker with d d e r  workers and, therefo re , th is  
l in e  of inquiry was not pursued.

(30) He gives no ind ication  as to  the number of people to  whom 
th is  app lies.

(31) For a more de ta iled  treatm ent of housing subsid ies see 
Hughes (1979).

(32) One might conceivably a sse r t th a t ind iv iduals a re  more 
lik e ly  to  be mobile w ithin than across regions, but th is  
does not seem a very strong argument when regions are  
ad n in is tra tiv e ly  ra the r than p o lit ic a lly  or geographically 
delim ited.

(33) The precise package used was the Backward Stepwise L og istic  
Regression routine of BMDP.
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(34)

(35)

(36)

(37)

(38)

(39)

(40)

(41)

(42)

(43)

Occasionally no standard e rro r was computed fo r a variab le  
or the constant term due to  the c o llin ea rity  between them 
exceeding th a t sa tis fy in g  the parameter requirements of the 
BMDP package fo r the computation of a re l ia b le  estim ate. 
This i s  sign ified  by the variab le  having fa ile d  to  pass the 
tolerance te s t .

This may, of course, re f le c t  the  (perhaps hastened) demise 
of tra d itio n a l work fo r  which apprenticeships were 
necessary, for instance. As such there  i s  a s tru c tu ra l 
problem, resp o n sib ility  fo r  which seme may lay a t  the door 
of the educational system fo r lack  of fo resigh t.

Note th a t th is  includes those liv in g  with spouse.

In p a rticu la r, does the  observation rea lly  re f le c t  a supply 
phenomenon or i s  dwelling s ta tu s  a screening device used by 
employers?

The c o effic ien t size  i s  not a re s u lt  of the step-wise 
procedure as Table A5 shows. Further, the decision of how 
much variance in  independent variab les i s  su ff ic ie n t fo r 
the purposes of regression analysis i s  one of the functions 
th a t the procedure can "objectively" perform.

This i s  not a problem e ith e r  in  1978 when o ther income i s  
the  background ind icato r used, or whichever sp ec ifica tio n  
i s  employed in  1974.

Health very rarely  entered in  any of the suppressed resuLts 
e ith e r .

The former p o ss ib ility  should not perhaps be over­
emphasised in  the case of females le s s  than 24, although 
there  may be seme substance in  the  d isa b ility  aspect of the 
argunent.

In the  analyses using the  SEG ind ica to rs the  lack  of 
significance of the council house variab le  may be 
a ttr ib u ta b le  to  i t s  co rre la tion  with having a b lu e-co lla r 
fa th e r.

I f  i t  i s  p rincipally  males who are  the mortgagees in  
fam ilies i t  i s  not su rp rising  th a t th is  influence did not 
show through fo r females. I t  would then be in te re s tin g  to  
a sce rta in  what e ffe c t having a mortgage in  the nuclear 
family had on the labour market behaviour of wives.
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MALE YOUTHS

TABLE A1 

: FULL SAMELE USING OTHDJC

VARIABLE 1974 1978

OlHDIC 0.00017
(2.64)

0.00000012
(0.04)

REGION 0.2251
(2.10)

0.2153
(3.52)

AGE -0.0886
(1.57)

-0.1028
(2.49)

COUNCIL -0.0008
(0.01)

0.2517
(2.42)

MORTGAGE -0.6550
(1.69)

-0.5953
(2.33)

ED 0.2570
(1.81)

0.3303
(3.23)

RELN -0.6025
(2.64)

-0.5808
(2.80)

BLACK -0.0805
(0.21)

0.4889
(2.54)

NPERHH 0.0528
(0.60)

0.0888
(1.38)

HEALTH 0.0677
(0.36)

-0.0528
(0.53)

MARRY 0.2069
(0.89)

-0.1688
(0.86)

OONSTANT -3.1848
(2.10)

-2.0015
(1.92)

n 1596 1597

% U 4.2 8.1

L.L. -236.69 -415.13

T-STATISTICS IN PARENTHESES
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TABLE A2

MALE YOUTHS : RESTRICTED SAMPLE USING OTHINC

VARIABLE 1974 1978

OTHINC 0.00018 -0.0000006
(2.69) (0.20)

REGION 0.2436 0.2913
(1.87) (3-90)

AGE -0.1175 -0.0810
(1.65) (1.70)

COUNCIL 0.0698 0.2493
(0.43) (2.10)

ED1 -0.0153 0.5334
(0.06) (2.38)

BLACK -0.1624 0.4412
(0.30) (1.67)

NPERHH 0.1346 -0.1001
(1.41) (1.43)

HEALTH 0.2045 -0.1752
* (1.00) (1.41)

MARRY -0.2020 3.8910
(0.51) (3.33)

CONSTANT -2.6196 -7.1132
(1.38) (*)

n 1033 1091

% U 4.5 8.2

L.L. -178.45 -285.77

T-STATISTICS IN PARENTHESES

* Did not pass Tolerance Test



TABLE A3

FEMALE YOUTHS : FULL SAMFLE USING OTHINC

VARIABLE 1974 1978

OTHINC -0.000076 -0.000082
(0.76) (2.13)

REGION 0.2643 0.1595
(2.19) (2.72)

AGE -0.1573 -0.1595
(2.32) (3.87)

COUNCIL 0.0879 0.1787
(0.57) (1.82)

(©RIG AGE -2.5045 -2.6443
(1.17) (1.60)

SCHOOL -0.0670 -0.3255
(0.44) (2.79)

RELN -0.6742 -0.1584
(2.61) (0.84)

PANAT 0.1127 0.0909
(0.45) (0.60)

NPERHH 0.0853 0.0783
(0.91) (1.21)

HEALTH 0.1384 -0.0408
(0.65) (0.45)

MARRY -0.3071 -0.2139
(1.42) (1.59)

CONSTANT -1.7751 1.4161
(*) (*)

n 1190 1338

* U 4.6 11.1

L.L. -213.83 -439.64

T-STATISTICS IN PARENTHESES

* Did not pass Tolerance Test
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FEMALE YOUTHS

TABLE A4

: RESTRICTED SAMH.E USING OIHINC

VARIABLE 1974 1978

OIHINC -0.000060
(0.53)

•0.000095
(2.42)

REGION 0.3367
(2.59)

0.1442
(2.39)

AGE -0.1633
(2.19)

-0.1498
(3.48)

COUNCIL 0.1275
(0.77)

0.1857
(1.82)

SCHOOL 0.1123
(0.68)

-0.2413
(1.95)

BLACK 0.3969
(1.21)

0.3050
(1.27)

NPERHH 0.0984
(1.01)

0.0419
(0.63)

HEALTH 0.1989
(0.87)

-0.0548
(0.58)

MARRY -0.3387
(1.51)

-0.0820
(0.59)

CONSTANT -1.7183 
(0.74)

3.2853
(1.92)

n 1082 1195

% u 4.5 11.6

L.L. -190.81 -406.70

T-STATISTICS IN PARENTHESES
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TABLE A5

MALE YOUTHS : FULL SAMPLE USING SEG INDICATORS

VARIABLES 1974 1978

MANUAL 0.4216 0.2906
(2.09) (1.77)

ARMY 0.9898 1.9416
(2.32) (*)

REGION 0.1402 0.3810
(1.23) (4.34)

AGE -0.0689 -0.1508
(1.14) (2.78)

COUNCIL -0.0604 0.1090
(0.40) (0.77)

MORTGAGE -0.6516 2.3003
(1.67) (*)

ED2 0.1768 0.3860
(1.23) (2.87)

RELN -0.5957 2.0891
(2.58) (0.19)

BLACK -0.0558 0.6301
(0.14) (2.26)

NPERHH 0.1325 0.0964
(1.52) (1.19)

HEALTH 0.111 -0.2015
(0.56) (1.37)

MARRY 0.3046 3.9293
(1.28) (0.35)

CONSTANT -2.5612 -7.7404
(1.57) (*)

n 1546 945

% u 3.8 7.4

L.L. -236.83 -217.86

T-STATISTICS IN PARENTHESES

* Did not pass Tolerance Test
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TABLE A6

MALE YOUTHS : RESTRICTED SAMPLE USING SEG INDICATORS

VARIABLE 1974 1978

MANUAL 0.41C7 0.2297
(1.63) (1.47)

ARMY 1.2933 -1.8958
(2.78) (*)

REGION 0.0969 0.4148
(0.69) (4.80)

AGE -0.1050 -0.1401
(1.37) (2.55)

COUNCIL 0.0372 0.1111
(0.21) (0.82)

ED1 -0.1090 0.4807
(0.42) (1.94)

PANAT -0.4112 0.5362
(0.77) (2.86)

NPERHH 0.2187 0.0936
(2.33) (1.20)

HEALTH 0.2778 -0.2579
(1.26) (1.81)

MARRY -0.1591 3.3941
(0.39) (*)

CONSTANT -1.5579 -8.4023
(0.77) (6.47)

n 1041 993

% U 3.7 7.5

L.L. -156.60 -232.02

T-STATISTICS IN PARENTHESES

* Did not pass Tolerance Test
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TABLE A7

FEMALE YOUTHS : FULL SAMFLE USING SEG INDICATORS

VARIABLES 1974 1978

MANUAL 0.5730 -0.0333
(3.22) (0.21)

ARMY -2.9647 -2.9735
(*) (*)

REGION 0.2177 0.1843
(1.61) (2.18)

AGE -0.0598 -0.1382
(0.80) (2.17)

COUNCIL 0.1754 0.3276
(1.02) (2.20)

MORTGAGE -1.9041 -2.1305
(*) (*)

ED1 -0.2560 -0.2650
(1.11) (1.16)

RELN -0.6727 -0.2055
(2.44) (0.37)

BLACK -0.3225 0.0650
(0.62) (0.17)

NPERHH 0.0941 0.0571
(0.94) (0.75)

HEALTH 0.1129 0.0298
(0.45) (0.23)

MARRY -0.2060 -0.3712
(0.84) (0.92)

CONSTANT -7.5060 -5.3532
(3.97) (3.30)

n 1237 710

% U 3.6 9.7

L.L. -176.88 -216.583

T-STAT3STICS IN PARENTHESES

* Did not pass Tolerance Test
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TABLE A8

FEMALE YOUTHS : RESTRICTED SAMFLE USING S E  INDICATORS

VARIABLE 1974 1978

MANUAL 0.6373 -0.0511
(3.18) (0.32)

ARMY -2.6443 -2.8275
(*) (1.71)

REGION 0.2073 -0.1753
(1.42) (2.08)

AGE 0.0032 -0.1393
(0.04) (2.19)

COUNCIL 0.0915 0.3118
(0.50) (2.10)

ED1 -0.3102 -0.3110
(1.18) (1.37)

BLACK -3.5629 0.2909
(0.28) (0.55)

NPERHH 0.1936 0.0770
(1.82) (1.02)

HEALTH 0.1343 0.0251
(0.49) (0.19)

MARRY -0.1383 -0.0224
(0.55) (0.04)

CONSTANT -10.8170 -3.9278
(0.83) («)

n 1152 698

% u 3.2 9.7

L.L. -151.38 -212.915

T-STATISTICS IN PARENTHESES

* Did not pass Tolerance Test



C H A P T E R  8

SUMMARY AND CONCLUSION



I .  INTRODUCTION

In recent years considerable . concern has been expressed about 

the apparent malfunctioning of the youth labour market and, in  

p a rticu la r, with the most dramatic m anifestation of th is  in  terms of 

the nunber of young people without work. Motivated by the depth of 

fee ling  surrounding the  issue, th is  study has attempted, by a varie ty  

of means, to  c as t fu rth e r l ig h t  onto the problem of youth 

unemployment in  post-war B rita in . Although th is  f in a l chapter has no 

fu rth er analy tica l contribution to  make, i t  does perform the 

necessary functions of unifying the  present research findings and, 

more im portantly, of venturing ce rta in  conjectures as to  where we 

stand in  our attempt to  understand the  problem a t  hand. The next 

section  therefore presents a suimary of the foregoing work, w h ilst 

Section I I I  provides an overall conclusion and considers the  poliqy 

im plications of the findings.

II . RESUIC

Having noted a t  the ou tset th a t we do not in  fa c t  have a 

sa tis fac to ry  economic d e fin itio n  of youth in  terms of the 

c h a ra c te r is tic s  which young people possess, the body of the  study 

commenced with a review of recen t th eo re tica l developments purporting 

to  enhance our understanding of the phenomenon of unemployment. 

None, however, has evolved with the unemployment behaviour of any 

specific  group in  mind and one must, therefore , ask of each not only 

what th e ir  general contribution i s ,  but a lso  to  what ex ten t they 

contribute to  our comprehension of the specific  issue of youth 

joblessness.
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But, in  order to  place recen t work in to  h is to r ic a l perspective, 

the review began with a b rie f  discussion of the Keynes .v . C lassics 

debate. This was not exhaustive, as the l i te r a tu r e  surrounding the 

controversy i s  voluninous. Rather the aim was simply to  draw 

a tte n tio n  to  the fa c t  th a t the dispute evolved in  the context of an 

aggregate labour market, w ithin which labour was homogeneous. This 

silence on hew ary unemployment might be d is trib u ted  can be seen as 

one upshot of the lack  of a micro-econcmic foundation in  tra d itio n a l 

macro-econanic theorising  and the ensuing bulk of the review focused 

upon c e rta in  of the attem pts recently  made to  re c tify  th is  s itu a tio n .

So called  equilibrium  theo ries , in  which unemployment i s  ex-ante 

voluntary, were the f i r s t  to  be considered, beginning w ith search 

theo re tic  developments. The normal c h a rac te ris tic  of these i s  th a t, 

w ithin the confines of a known wage d is tr ib u tio n , ind iv iduals have 

imperfect information regarding the a v a ila b ility  of job o ffe rs  and 

must undertake costly  search to  improve th e ir  knowledge. Under 

standard assumptions the reservation  wage property r e s u l ts  which 

s ta te s  th a t  search w ill continue u n til i t s  marginal cost equals i t s  

marginal benefit. As most models are concerned w ith fu ll- tim e  

search, income received w h ils t unemployed i s  a central determinant of 

the reservation  wage. This has served to  ensure th a t unemployment 

ben efits  continue to  a t t r a c t  considerable a tte n tio n  in  empirical 

stud ies and the controversies th is  has generated were l a t e r  discussed 

in  th e ir  own r ig h t.

W hilst search theory has undoubtedly contributed to  the  

increased soph istica tion  which has been brought to  bear on the 

economic analysis of labour markets, i t  has y e t to  f u l f i l l  i t s  early
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premise. Piecemeal rev is ions are frequently made to  in je c t g rea ter 

rea lian  in to  the  basic s tru c tu re , but a comprehensive search 

th eo re tic  attem pt a t  modelling the labour market l i f e - c y d e  has not 

y e t appeared. Of the c ritic ism s lev e lled  a t  standard frameworks, 

those re la tin g  to  the assumptions of a known wage d is tr ib u tio n , r isk -  

neutral ity  and an in f in i te  time horizon, plus the  fa c t th a t  q u its  and 

la y -o ffs  are not recognised, introduce a t  le a s t  the suspicion th a t 

the app lica tion  of search theory to  the  behaviour of young people 

should be trea ted  with caution.

The second strand of equilibrium  reasoning to  be considered was 

th a t body of work fa l l in g  under the rub ric  of contract theory. I t  

was noted th a t, scmewhat paradoxically, w hilst the  unemployment 

im plications of th is  research have received the most a tte n tio n , i t s  

principal contribution  l i e s  in  i t s  analysis of jo in t  w elfare 

maximising employment agreements between firm s and th e ir  workers. In 

p a rticu la r, i t  o ffe rs  one ra tio n a lisa tio n  of why we observe sticky 

wages, w ith d if fe re n tia l r is k  a tt i tu d e s  leading employers to  provide 

income-smoothing on behalf of th e ir  employees. The problem is , 

however, th a t what we tend to  observe em pirically i s  nominal wage 

r ig id ity .

For the theory to  predict unemployment, le isu re  needs to  have a 

positive  value to  the individual and therefore , in  common w ith search 

th eo re tic  developments, the ro le  of (exogeneousiy financed) 

unemployment benefits  have asssumed considerable importance in  

generating the  usual lay -o ff  resuLt. But the  fa c t th a t  unemployment 

in  the mainstream contributions to  the l i te r a tu r e  takes the form of 

la y -o ffs  has a ttra c te d  c ritic ism , due to  th e ir  lack  of empirical
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importance. Furthermore, th is  unemployment i s  always le s s  than th a t 

which would obtain in  spot auction markets. In fa c t, to  generate 

re a l, firm  in i t ia te d  separations contracts have to  be broken. For 

con tracts to  hold a t  a l l  sane econanic glue i s  required and th is ,  i t  

i s  normally assumed, w ill take the form of human cap ita l investments. 

This, however, prompts the  fu rth er observation th a t not a l l  workers 

w ill be offered con tracts and not a ll  employment re la tio n sh ip s  are 

long la s tin g , as they are envisaged to  be in  the  contract world. In 

p a rticu la r, young people w ill e ith e r not be offered contracts or w ill 

be covered by very weak ones. Without p rior sp ec ifica tio n  of the 

nature of the youth employment re la tio n sh ip , and the market s tru c tu re  

w ithin  which th e ir  employers operate, i t  i s  d i f f ic u l t  to  derive 

unambiguous predictions frcm contract theory as to  how th e ir  

absolute, or re la tiv e , unemployment w ill behave.

Following a discussion of the empirical controversies which have 

a risen  over the magnitude of the e ffe c t of the payment of 

unemployment benefits  on unemployment, which have centred p rincipally  

on the measurement of the former, the review concluded w ith a b r ie f  

examination of the contribution made by disequilibrium  theory to  the 

unemployment debate. The overall impression gained i s  th a t  the  bulk 

of the in te lle c tu a l e ffo r t has gone in to  the s ta t i s t i c a l  estim ation 

of re la tionsh ip s in  non-clearing markets, ra th e r than in to  a 

sharpening up the reasoning employed in  th is  branch of analy sis . In 

p a rticu la r, l i t t l e  i s  said about why wages should be sticky both up 

and down and why, in  consequence, excess demand and excess supply 

regimes respectively  should p e rs is t  fo r long periods of time, as i t  

has been argued th a t they have in  the post-war youth labour market.
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Prices are central to  a ll  economic theorising  and analyses of 

the  labour market co n stitu te  no exception. However, in  empirical 

app lica tions, the wage i s  a slippery concept and inferences made 

about i t  fran  the behaviour of published s t a t i s t i c s  need to  be hedged 

with caution. Chapter 2 sought to  describe and analyse the post-war 

behaviour of probably the h is to r ic a lly  most widely used ind ica to r of 

pay, namely the Department of Employment* s Earnings Inquiry. In 

p a rticu la r, i t  focused upon the  earnings of young people re la tiv e  to  

those of adu lts . The f i r s t  task , however, was to  ind ica te  the nature 

of the caveats attached to  the  data. Specifica lly , the  imprecise 

re la tio n  of earnings to  the price paid by employers, and the re tu rn  

perceived by workers, was examined and contrasted fo r  the d iffe rin g  

groups under study. I t  was noted th a t the problems may be most 

severe when the  earnings of part-tim e females co n stitu te  the 

comparison. Furthermore, the fig u res  re fe r  to  manual workers w h ilst 

the  economy has become increasingly w h ite-co llar and, in  addition , do 

not cover a ll  in d u strie s .

Increases in  a l l  of the youth-to -adult earnings re la tiv e s  can be 

detected a t  same point in  the period 1950-1976, but these were often  

not sustained and there  i s  same evidence of decline beyond th e  l a t t e r  

date. Furthermore, the NES, w ith i t s  more comprehensive coverage, 

does not appear to  convey the same message. In a l l ,  in te rp re ta tio n  

of the movements which have occurred has often been a highly 

subjective a f fa i r .  Of the most popular influences c ited  by 

commentators as being responsible fo r  increases in  the r e la tiv e  

earnings of youths in  the  1970’s, four were considered in  same 

d e ta il . F irs tly , there  i s  the age-wage e ffe c t of ROSLA, but i f  age
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i s  positively  re la te d  to  productivity i t  i s  hard to  see why th is  

influence shouLd have been harmful to  youth. Secondly, there  i s  the 

supposed d iffe re n tia l  compressing e ffe c t of pay p o lic ie s . This l in e  

of reasoning appears problematic, however. Thus, i f  p a rtic ip an ts  in  

the labour market exh ib it ra tio n a l expectations, incomes policy 

should not d is to r t  equilibrium  re la tionsh ip s. Indeed, even without 

adopting th is  f a ir ly  extreme posture, one might expect ex-post 

aLippage in , fo r example, nor>-pecuniary b en efits  in  the  case of 

nominally binding p o lic ie s . Thus, w h ilst one might p red ic t same 

impact on monetary d if fe re n tia ls , th is  need not imply th a t young 

people w ill thereby became f!over-priced,f. Thirdly, the possible 

influence of the Equal Pay and Equal Opportunities le g is la t io n  was 

examined. To the exten t th a t ary nominal impacts were m irrored in  

rea l magnitudes then these enactments should have augered well for 

young workers, especially  males. F inally , arguments regarding the 

impact of trade unions and wage councils on earnings re la tiv e s  were 

considered, with the conclusion being not th a t i t  i s  impossible th a t 

they were the cause of d iseq u ilib ra tin g  movements, but ra th e r  th a t 

the case seems somewhat im plausible.

From th is  discussion of possible special influences on re la tiv e  

earnings movements in  the 1970!s, the work proceeded to  a more 

general analysis of th e ir  behaviour over the period 1950-1972. 

W hilst i t  proved possible, p a rticu la rly  fo r  young males, to  achieve 

s ta t i s t i c a l  resuLts th a t  were good overall in  the  sim plest 

form ulations involving ju s t  basic supply and demand influences, or 

th e ir  unemployment outcome, individual parameter estim ates were not 

altogether convincing. This led  therefore to  an examination of a
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ra th e r more embellished framework which attempted to  control fo r  

labour heterogeneity.

One of the strongest r e s u lts  to  emerge frcm th is  analysis  was 

th a t, as one might expect, the re la tiv e  earnings of young people are 

positive ly  re la ted  to  th e ir  average age. Fairly  convincing support 

was a lso  found fo r the hypothesised pro-cyclical nature of the 

re la tiv e s  and for th e ir  positive  association  with re la tiv e  hours of 

work. The notion th a t they shouLd be negatively re la te d  to  the 

proportion of youths entering apprenticeships was soundly refu ted  by 

the data; re f le c tin g , perhaps, the inappropriateness of the 

maintained hypothesis th a t  average apprentice earnings a re  le s s  than 

those of other youths. Equally, the supposed negative influence of 

supply on earnings was consisten tly  refuted. F inally , the  Industria l 

Training Act would appear to  have had a negative e ffe c t on re la tiv e  

youth earnings; although the dunny variab les used to  capture the 

impact of th is  le g is la t io n  might have been picking up other 

influences, such as the  Equal Pay Act. Having managed to  account fo r 

a good deal of the movement in  re la tiv e  youth earnings, however, the 

question remains whether the influences id en tifie d  a re  equilibrium  in  

nature or amount to  in s titu tio n a l r ig id i t ie s ,  as might be argued in  

the  case of the age and apprenticeship variab les fo r instance. The 

study therefore proceeded to  examine the tim e-series employment 

fortunes of young people d irec tly .

Looking a t  the age breakdown of employment provided by the four 

post-war decennial censuses of population, i t  would appear th a t the 

seeds of the problem faced by young people in  the labour market of 

the 1970's and 1980*s were actually  sown in  the 1960's. Thus, over
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the decade 1961-1971 the job lo sse s  of youths aged le s s  than 20 

amounted to  over 20 per cent of the to ta l a t  i t s  ou tse t, and were 

la rg e r than those recorded in  the ensuing ten  year period. Indeed, 

older females were the oriLy group whose employment grew over th is  

whole twenty year epoch. The principal focus of the work, however, 

was on the  in d u stria l d is tr ib u tio n  of the labour force by age-sex 

group and how th is  has evolved through time.

Changes in  in d u stria l d e fin itio n s  make s t r i c t  temporal 

comparisons hazardous, but c e rta in  enduring aspects of the employment 

d is tr ib u tio n  a re  d iscern ib le . Looking f i r s t  a t  the concentration of 

the workforce, most conventional in d ica to rs  of th is  y ie ld  a f a ir ly  

s tab le  hierarchy over the th ir ty  year period studied. Running from 

the le a s t  to  the most concentrated group th is  i s  ad u lt males, young 

males, young females and aduLt females. Also the s im ila r it ie s  ty sex 

are g reater than those by age-group. Furthermore, th is  

correspondence extends beyond index values to  the  id en tity  of the 

in d u s trie s  which are  important employers of the age-sex groups. 

However, measures of concentration depend c r i t ic a l ly  on hew 

in d u strie s  are defined and consequently how mary of them there  are . 

Thus under the 1980 SIC revision , which made the average size  of base 

in d u strie s  sm aller, the concentration of male and female youths has 

moved c loser together and, in 1981, fiv e  SIC Classes accounted fo r 

about 45 per cent of both groups in  work.

In terms of specific  areas of economic a c tiv ity , young people 

are  located  most heavily in  the non-manufacturing sec to r; as indeed 

i s  the  workforce in  general. Certain important d ifferences do e x is t  

however. In p a rticu la r, as one would expect, the very la rg e
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population of boys found in  construction i s  not mirrored in  the g i r ls  

employment d is tr ib u tio n . Perhaps ra ther more surprising, however, i s  

the fa c t  th a t r e ta i l  d is tr ib u tio n  i s  immensely s ig n ifican t to  both; 

as i s  public adm inistration, although to  a le s se r  extent.

In addition  to  absolute concentration, the work a lso  examined 

in d u s tria l fac to r in te n s i t i te s ,  where the fac to rs  were defined as the 

four age-sex groups. This revealed seme qu ite  s ta r tl in g  s ta t i s t i c s .  

Thus, in  some in d u strie s , g i r ls  were more than th ree  times as heavily 

represented as  in  the econony as a whole, with s lig h tly  le s s  extreme, 

although s t i l l  heavy, over-representations being found fo r young 

males. Furthermore, the sp ec ia lis in g  in d u s trie s  were markedly 

d iffe ren t, with ce rta in  tra d itio n a l industries, such as construction, 

timber and fish ing , "sp ec ia lis in g ” in  beys w h ilst g i r l s  were most 

heavily favoured in  " l ig h t” service in d u strie s . TWo of the  important 

c o ro lla r ie s  of th is  are , f i r s t ly ,  th a t some in d u s tr ie s  employ 

v ir tu a lly  no young people (perhaps fo r legal reasons) and, secondly, 

th a t adu lts  u tte r ly  dominate seme (e .g . 9655 of workers in  the 

chemical industry are adu lt males and 8655 in  domestic se rv ices are  

adu lt fem ales). The natural extension of separate exercises looking 

a t  snapshot data on labour concentration and in ten sity  by industry i s  

to  combine them and examine what influence they have had on the 

employment fortunes of young people through time, and th is  was 

achieved in  the l a s t  part of Chapter 4 by the means of shift>share 

analysis.

I t  was not possible in  th is  l a t t e r  exercise to  u t i l i s e  a 

comprehensive breakdown of the in d u stria l s truc tu re  owing to  the 

various d efin itio n a l changes in  the  SIC which have occurred through 

time; but, in te re s tin g  fea tu res did emerge fran  the broad-brush
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analysis undertaken. Thus, only in  the f i r s t  of the three decades 

examined did young males benefit in  the  aggregate from changes in  

th e ir  share of the employment in  the individual secto rs id en tif ie d . 

Additionally, in  a l l  periods, they suffered frcm simply "being in  the  

wrong place", as represented by the s tru c tu ra l change e ffe c t. For 

young females the  p ic tu re  was scmewhat d iffe ren t. They lo s t  out in  

a ll  periods fran  declining shares but, on the other hand, th is  was 

always countermanded to  sane extent by th e ir  heavy absolute presence 

in  growing sectors. The only group to  consistently  benefit fran  both 

share and s tru c tu ra l e ffe c ts  were aduLt females and fran  th is  one 

might be tempted to  in fe r  th a t th e ir  employment expansion has been a t  

the expense of young workers. However, sh if t-sh a re  i s  rea lly  l i t t l e  

more than an ex-post accounting device which has mary ferven t 

d e trac to rs and, w hilst seme of the c ritic ism  is  probably misplaced, 

the work proceeded fran  th is  spring-board to  examine the behaviour of 

youth unemployment d irec tly .

The time se rie s  behaviour of youth unemployment was i t s  f i r s t  

aspect to  a t t r a c t  a tte n tio n  in  Great B rita in , due la rge ly  to  

sanething l ik e  a ten  fo ld  increase in  i t s  absolute magnitude in  the  

l a te  1970fs, and th is  was the issue examined in  Chapters 5 and 6. 

Prior to  model spec ifica tion  and analysis came the task  of specifying 

which dimensions of the phenanenon were to  form the object of study 

and the  decision was made to  model the percentage ra te  of youth 

unemployment and i t s  absolute magnitude re la tiv e  to  th a t of ad u lts  of 

the same sex, with p a rticu la r reference in  both cases to  young people 

aged under 18. Because school-leavers are often f e l t  to  create  

special problems fo r the analysis of youth unemployment, i t  has been 

a standard p ractice  to  attem pt estim ation both including and



432

excluding them. S tr ic tly  speaking, however, exclusion i s  not 

possible when the  ra te  of youth unemployment i s  considered and the 

d is tin c tio n  was in  general only pursued in  the case of re la tiv e  

unemployment. Having observed the behaviour of the  chosen ob jec ts of 

study through time, with the ra te  of youth unemployment being 

noticeably trended w h ils t the  re la tiv e s  moved much more e r ra t ic a lly , 

the possible determinants of youth unemployment in  the aggregate were 

discussed in  sane d e ta il .

Hypothesis nunber one was th a t  both percentage and re la tiv e  

youth unemployment should be negatively re la ted  to  the cycle. This 

in  i t s e l f  i s  a standard presumption, although too l i t t l e  a tte n tio n  

appears to  have been devoted to  how economic a c tiv ity  should be 

measured. Use of adu lt unemployment ra te s  i s  l ik e ly  to  su ffe r from 

an endogeneity problem which can most straightforw ardly be overcome 

by the use of an output measure d irec t. But, nevertheless, the 

re la tio n sh ip  between youth and adu lt unemployment ra te s  does a t t r a c t  

ongoing a tte n tio n  and preliminary estim ates revealed th e  usual 

positive  c o effic ien t well in  excess of unity . The more comprehensive 

work which followed, however, turned to  GDP as th e  appropriate 

cyclical ind ica to r. In addition , arguments were also put forward fo r 

expecting youth unemployment to  be negatively re la ted  to  the  ra te  of 

change of output.

The po ten tial influence of pay on the unemployment of young 

people was the second issue to  be considered and the d is tin c tio n  

between real and re la tiv e  measures of the variab le  recognised. When 

own rea l earnings are used in  the vector of reg resso rs in  an 

unemployment ra te  equation the  standard th eo re tica l expectation i s
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fo r the co effic ien t to  be p o s itiv e . For re la tiv e  earnings, however, 

the case i s  le s s  d e a r -c u t , as i t  i s  possible fo r fac to rs  to  be 

e ith e r su b s titu te s  or complements. In p rincip le , th is  gives several 

availab le  re la tiv e s  to  be explored, although various considerations 

impinged to  r e s t r i c t  a tten tio n  simply to  the four invdv ing  the youth 

group under study. I t  was fu rth er decided to  examine oriLy the impact 

of the re la tiv e  earnings of the two groups in  question when re la tiv e  

youth unemployment was under consideration.

Most theo re tica l approaches lead  to  the condusion th a t i f  firm s 

are  output constrained, then unemployment w ill respond p o s it iv d y  to  

changes in  labour supply and th is  was the next working hypothesis to  

be adopted. U nfortunatdy, however, the supply of labour i s  not only 

a d ippery  empirical concept, i t  may also be endogeneous to  modds 

examining unemployment. I t  was therefo re  decided to  proxy th is  

influence using absolute youth population in  the unemployment ra te  

equations and the  rd e v a n t population ra t io  in  those examining 

re la tiv e  youth unemployment. As there  i s  no availab le  population 

data which corresponds exactly to  the  unemployment s t a t i s t i c s  used, 

two a lte rn a tiv e  measures were sd e c te d  fo r experimentation in  the 

empirical analysis undertaken.

The approach adopted to  the  study of hunan behaviour by 

economics makes i t  very d i f f ic u l t  fo r  i t s  p rac titio n e rs  to  deny th a t 

the payment of unemployment benefit w ill have seme positive  e ffe c t on 

the l e v d  of unemployment. However, there remains considerable scope 

fo r disagreement over how unemployment benefits  should be measured 

em pirically in  unemployment stud ies and, consequently, how la rg e  i s  

th e ir  real e ffec t and a lso  the  economic significance of any
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young people i s  perhaps not so severe as when ad u lts  are  being 

considered and, in  the unemployment ra te  models, serious objection 

can probably not be taken to  the. use of the youth supplementary 

benefit level through time, whether in  real or replacement r a t io  

terms. However, in  the  case of the re la tiv e  unemployment models a 

decision had to  be taken on how to  measure the benefits  receivable by 

adu lt males to  enable a re la tiv e  variab le  to  be constructed and the  

case was made fo r th is  to  be approximated by the supplementary 

b enefits  payable to  a married man with two children. As fo r adu lt 

females, the problems ra ised  in  considering the re tu rn  to  th e ir  

unemployment were f e l t  to  be so thorny as to  render i t  impossible fo r 

ary control to  be effected  in  equations which included them as the 

comparator. Measurement problems aside, however, i t  i s  d e a r  th a t 

simple stud ies, such as the one undertaken, can say nothing about the 

economic significance (e .g . in  terms of the e ff ic ie n t  a llo ca tio n  of 

labour) of any benefit>induced unemployment th a t i s  id e n tif ie d .

Of the other influences considered fo r in d u s io n  in  the  vector 

of regressors, four received special a tten tio n . F irs tly , i t  was 

argued th a t, cet. p a r., ROSLA should have had only a once-over e ffe c t 

in  the year in  which i t  became e ffec tiv e . This was to  be explored by 

means of a simple dunny variable. Secondly, i t  was recognised th a t  

the lim ited  vector of regressors may emit c e rta in  important 

determinants of youth unemployment. Without specifying p rec ise ly  

what these might be, the decision was made to  incorporate a l in e a r  

time trend in  the hope of accounting fo r a t  le a s t  seme of these.
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W hilst the remaining two influences may undeniably be p o ten tia lly  

important in  the determination of youth unemployment, i t  was not f e l t  

possible to  make ary sp ec ific  allowance fo r them in  an aggregate 

B ritish  tim e-series study. These were the fortunes of re la tiv e ly  

highly youth in tensive  in d u strie s  and the level of ad u lt female 

p a rtic ip a tio n  in  the  labour force. In the  case of the former th is  

was because the absolute size of in d u s trie s  i s  important as well as 

th e ir  youth in ten s ity , thereby leading to  ambiguity in  ary readily  

derivable index. The principal problems surrounding female 

p a rtic ip a tio n  in  the  present context a lso  revolve around i t s  

measurement, as i t  i s  known th a t older wanen represent a group w ith a 

re la tiv e ly  low propensity to  re g is te r  th e ir  labour market attachment. 

However, although the emission of th is  influence appears p o ten tia lly  

serious, a t  an empirical level i t  i s  l ik e ly  th a t the l in e a r  time 

trend w ill capture much of i t s  movement through time. The bias 

introduced on th is  score shouLd not, therefore, be unduly serious.

Having specified  the general form of the model to  be 

investigated , the s ta t i s t ic a l  analysis of i t s  performance was 

undertaken. In the f i r s t  place th is  involved the estim ation of a 

reduced form over the whole data period. Even th is , however, was not 

e n tire ly  straightforw ard; fo r  w h ils t the unemployment data se rie s  

runs through to  1982 before being the  subject of major rev ision , the 

d efin itio n s used in  the earnings se rie s  were changed from 1980 

orwards. To guard against the e rro rs in  v ariab les  th a t  th is  might 

create , the model was therefore estim ated with terminal dates of both 

1979 and 1982. In q u a lita tiv e  terms the  choice made l i t t l e  

d ifference, although the q u an tita tiv e  magnitude of the individual
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c o e ffic ien ts  were sensitive  to  the estim ation period. The principal 

findings from th is  i n i t i a l  exercise were th a t youth unemplqyment, 

whether measured in  percentage or re la tiv e  terms, appears to  be 

strongly counter-cyclical except, perhaps, in  the  case of youth to  

older females. However, something of a puzzle emerged in  the 

unemployment ra te  regressions, as the  re s u lts  suggested th a t  i t  

varied inversely with the ra te  of change of national output. The 

sim plest possible ra tio n a lisa tio n  of th is  appears to  be th a t  periods 

of rapid growth are  associated w ith labour-saving technical progress.

W hilst the  weight of the evidence did suggest a s ig n if ic an t 

re la tio n sh ip  between youth earnings and unemployment, support fo r the 

argument was not universal. Thus, when own rea l earnings were the 

measure u til is e d , they only achieved significance in  the equations 

modelling the  ra te  of female youth unemployment. When re la tiv e  

earnings were used the p ictu re  was sLightly more d e a r -c u t ,  with the 

evidence from the unemployment ra te  equations being th a t  both youth 

groups were su b s titu te s  fo r ad u lt males and complements fo r part>time 

ad u lt females. However, the re s u l ts  from estim ating th e  boys* 

unemployment r d a t iv e  to  ad u lt male equations did not wholly support 

the  former condusion. This may of course simply be a re f le c tio n  of 

the weaknesses in  the earnings data used but, as  the same se r ie s  

forms the  basis of the  stronger condusions reached by various other 

commentators, i t  should be the signal fo r caution.

The prdim inary re s u lts  obtained fo r the labour supply measures 

were also decidedly mixed. In the case of the unemployment ra te  

equations they were always inco rrec tly , negativdy  signed, although 

not s ig n ifican t, and, w hilst usually correctly  signed, they were a lso
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in s ig n if ic a n t in  the re la tiv e  unemployment models. This might be 

taken as support fo r the notion th a t the youth labour market i s  one 

where excess supply p revails . However, th is  would be hard to  

ra tio n a lise  fo r the fu l l  th ir ty  year period studied.

In the unemployment ra te  equations, those incorporating the rea l 

level of b en efits  out-performed those using the  replacement ra t io . 

However, w h ilst most of the simple evidence pointed in  the d irec tio n  

of some positive  impact on joblessness, the s ta t i s t i c a l  support was 

not strong. Furthermore, support fo r the hypothesis from the 

re la tiv e  unemplcyment regressions was weaker s t i l l ;  thus leading to  

the impression th a t, w ithin  the range of values h is to r ic a lly  taken by 

unemployment support, i t s  impact has not been g rea t on the  stock of 

jo b le ss  youth.

Of the two remaining influences, the ROSLA dumny variab le  was 

consistently  perversely (positive ly ) signed ind icating  th a t, i f  the 

le g is la t io n  did have ary once-cver e ffec t on youth unemployment th is  

was swamped by the impact of other countervailing occurrences -  of 

which the f i r s t  o i l - c r i s i s  would appear to  be the leading contender. 

Secondly, the time trend convoyed d iffe rin g  information depending on 

the unempl cyment configuration under study. Thus, the  ra te  of youth 

unemployment has been upward trended fo r reasons not incorporated in  

the  models analysed. Relative youth unemployment, however, has not 

suffered the same fa te  and, when school-leavers are excluded from the 

measure, there  i s  some evidence to  suggest th a t  i t s  secular movement 

has been downwards.

As sta ted , the q u a lita tiv e  impressions created by the models 

estim ated e ith e r to  1979 or 1982 were not unduly d iffe re n t, although 

there  was considerable in s ta b il i ty  in  the  magnitudes of the estim ated
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coeffien ts. Confirmation th a t these d ifferences were n o n -triv ia l was 

obtained when the  models estim ated to  1979 were used to  fo recast the 

f in a l three observations, when substan tia l e rro rs  were generated. 

This was true  even fo r the unemployment ra te  equations, which 

displayed reasonably good overall s ta t i s t ic a l  f i t s  -  a c r ite r io n  

which i s  usually regarded as one measure fo r judging whether an 

estim ated equation can be used fo r  forecasting  purposes, irre sp ec tiv e  

of how well determined i t s  individual c o e ffic ien ts  may be. The 

tendency in  th is  case was fo r  increasing under-prediction, which 

wouLd tend to  suggest th a t the early youth orien tated  in te rven tion  by 

government in  the labour market did not meet with a great deal of 

success. However, when fo recas ts  were derived frcm the estim ated 

re la tiv e  unempl cyment regressions there  emerged a d e fin ite  tendency 

for over-prediction. Thus, w hilst there  appears to  have been an

unexplained upward s h if t  in  the leve l of youth unemployment in  the 

1980!s , i t  does not appear to  have been as g rea t as th a t  which 

occurred in  the unempl cyment of adu lts . To th a t ex ten t, the job 

c reation  measures may in fa c t be viewed as having had some e ffe c t; 

although i t  has never c learly  been s ta ted  th a t re d is tr ib u tio n  of the 

unemployment burden i s  the  policy objective.

Having shown th a t there appears to  have been a breakdown in  the 

l a te  1970's in  p re-ex isting  unemployment re la tio n sh ip s, i t  was 

prudent to  enquire whether i t  i s  reasonable to  assume th a t one single 

p a rticu la r model should have held tru e  over the th ree  decades p rio r 

to  1980. In p a rticu la r, a tte n tio n  was focused upon the labour 

"shake-out" of the mid 1960's to  see i f  th is  appeared to  have been 

responsible fo r ary stru c tu ra l change in  four of the worst f i t t i n g
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youth unemployment equations. In order to  undertake th is  exercise, 

the ROSLA dunny variab le  had to  be dropped frcm the vector of

regressors and although th is  then meant th a t mild support was

provided fo r a l l  p rio r hypotheses, except th a t  regarding th e  speed of 

change of GDP, i t  did serve to  increase d isqu ie t regarding the

se n s it iv ity  of the models to  precise spec ifica tion  when estim ated

over the fu l l  data period. I t  i s  probably unsurprising, therefore , 

th a t  s ig n ific an t s ta t i s t ic a l  support was found fo r the  existence cf 

s tru c tu ra l breaks in  a ll  the models examined.

Looking a t  the sub-periods taken ind iv idually , i t  was 

immediately apparent th a t the overall performance of the estim ating 

equations was much improved. Also important, however, was th e  sign 

and size  in s ta b i l i ty  of the co effic ien ts  both between sub-periods and 

between these and the  fu l l  sample estim ates. Furthermore, the 

pa ttern  of co e ffic ien ts  which did emerge fo r each sub-period were not 

a ltogether consisten t with the frequently voiced a sse rtio n  th a t  there  

occurred a regime switch frcm an excess demand era to  one of excess 

supply. In the  l ig h t  of such unsatisfactory  re su lts , the study 

therefore proceeded to  examine whether there  was ary evidence th a t 

simultaneous equation bias, due to  the  possible endogeneity of the 

earnings variab les, was in  seme way to  blame.

To undertake the  simultaneous equation analy sis  c e rta in  

m odifications to  the previous singLe equation models had to  be made, 

in  view of both data and s ta t i s t i c a l  considerations. One of the  more 

major was th a t a tten tio n  switched , to  the re la tiv e  unempicyment of 

males below the age of 20, although the delim iter used fo r females 

remained 18. For expositional purposes, in te re s t  focused on the 

comparison with aduLt males. To allow estim ation to  be undertaken
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using a l l  observations to  1979 a simple earnings function was 

required, whose principal arguments were re la tiv e  unemployment and a 

control fo r the e ffe c t of ROSLA on the average age of the youth 

labour force. In preliminary, sing le  equation estim ation the  model 

did not perform w ell, with the cyclical ind icato r being perversely 

signed in  a l l  cases. Furthermore, single equation re s u l ts  fo r the 

unemployment models using the new age d efin itio n s produced some 

noticeable changes frcm the resuLts derived e a r l ie r ,  thereby 

suggesting d issim ila r unemployment experiences fo r  youths of 

d iffe rin g  ages. This l a t t e r  i s  c learly  d isturb ing  i f  a simple 

ra tio n a lisa tio n  of "the" aggregate youth unemplqyment problem i s  

being sought.

When a tte n tio n  was turned to  the  jo in t  estim ation of the 

unempl cyment and earnings ' equations i t  was found, perhaps 

disappointingly, th a t simple sim ultaneity problems were not the  root 

cause of the ra th e r poor r e s u lts  e a r l ie r  achieved. At the end of the 

day, the strongest conclusion th a t  can be drawn frcm the tim e-series 

exercises i s  th a t the re la tiv e  unemployment of young people i s  

strongly counter-cyclical. However, reasonably convincing evidence 

re-emerged th a t i t  was adversely affected by the ra te  a t  which output 

changes. As fo r re la tiv e  youth earnings, a l l  the evidence pointed to  

th e ir  being positive ly  re la te d  to  re la tiv e  unemployment, which 

strongly suggests th a t  empicyment composition e ffe c ts  a re  a t  work 

through the cycle. In addition, re la tiv e  youth earnings appear to  

have s ig n ifican tly  increased beyond 1973 which, i t  was te n ta tiv e ly  

suggested, might r e f le c t  the age composition e ffe c t of ROSLA.
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The overall message frcm the tim e-series analysis  was th a t the 

in s ta b i l i ty  observed in  the  face of, frequently minor, sp ec ifica tio n  

changes should serve to  temper the enthusiasm w ith which individual 

well f i t t in g  and well behaved regression  re s u lts  a re  greeted. I t  

seems lik e ly  th a t the aggregate nature of the data and the lim ited  

degrees of freedom i t  a ffo rds may serve to  bedevil any u tte r ly  

sa tis fac to ry  explanation of the phenomenon of post>war B r it ish  youth 

unemplqyment. Rather more progress might be possible w ith data on 

ind iv iduals and th is  therefore constitu ted  the f in a l issue  to  be 

addressed in  the  body of the  present work.

However successful the modelling of aggregate tim e-series  youth 

unemployment tu rns out to  be, i t  w ill give no rea l ind ica tion  as to  

how ary given amount of job lessness w ill be spread amongst the 

members of the young labour force. Chapter 7 there fo re  aimed to  

provide a more ccmpiete picture by examining th is  l a t t e r  issue 

d irec tly . In p a rticu la r, an attem pt was made to  specify those 

personal and environmental c h a ra c te r is tic s  which th eo re tica l 

considerations suggest should be important determinants of the 

probability  th a t a young person be unemployed, ra th e r than in  work, 

a t  a given moment of time (and therefo re  level of aggregate labour 

market pressure).

Six personal c h a ra c te r is tic s  were id e n tif ie d  as p o ten tia lly  

important. The f i r s t  of these was the educational attainm ent of the 

indiv idual, which, on both hunan cap ita l and s igna lling  grounds, seems 

lik e ly  to  impact negatively on the like lihood  of unemployment. But
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formal education i s  not an a ll-o r-no th ing  a t t r ib u te  and various 

a lte rn a tiv e  specifica tions were explored based on leve l of educational 

attainm ent and years of schooling. Secondly, the ro le  of age was 

considered, in  recognition of the fa c t th a t the d is tin c tio n  between 

youth and adulthood i s  not one th a t i s  hard and f a s t .  Frcm both 

general demand and supply considerations, the presumption was th a t 

older youths would be the le s s  lik e ly  to  be unemployed a t  a moment of 

time than th e ir  younger contemporaries. Thirdly, i t  was proposed, for 

sim ilar reasons to  those outlined  fo r age, th a t the m arital s ta tu s  of 

young people should influence the likelihood  th a t  they are in  or out 

of employment. Fourthly, in  common w ith most stud ies of the labour 

market performance of individuals, i t  was hypothesised th a t  race might 

be an important consideration; the most usual reasoning being along 

discrim ination l in e s , although i t  must be borne in  mind th a t  th is  

could actually  occur in pre-labour market times and only la te r  be 

manifested in  work opportunity. F ifth ly , the range of personal 

c h a rac te ris tic s  considered included a discussion of the po ten tia l 

influence of health . With the data se t in  use, comprising oriLy those 

declaring labour market attachment, i t  was, however, argued th a t the a 

p r io r i d irec tion  of impact of th is  i s  ambiguous. F inally , when the 

fu l l  sample of data was employed, a d is tin c tio n  was made between those 

liv in g  in  the  house of a re la tiv e  and others. The former, i t  was 

argued, should be more able to  share the income of other family 

members and hence be able to  afford  more protracted job search or more 

unemployment holidays.

In add ition  to  these personal c h a ra c te ris tic s , th ree  general 

environmental fa c to rs  were considered as possible important influences 

on the probability  of unemployment. The f i r s t  of these was family



background. The fa ir ly  popuLar, but s t i l l  somewhat vague,

presunption i s  th a t  children from "b e tte r” or " le ss  deprived" homes

have g rea ter life -chances, and are perhaps b e tte r  motivated. However,
$

not oriLy i s  family quality  d i f f ic u l t  to  asess, the data source used 

centres on households ra th e r than the tra d itio n a l domestic u n it. 

Nevertheless the  argument couLd not be ignored because of th is , 

although i t  was appropriate to  explore a lte rn a tiv e  proxies fo r the 

ideal measure. S pecification  nunber one u t i l is e d  other family 

income -  defined as to ta l  household income net of th a t of the 

respondent -  w hilst sp ec ifica tio n  two employed a truncated SEG 

c la ss if ic a tio n , e sse n tia lly  d istinguish ing  between those with blue and 

those with w h ite -co lla r fa th e rs . Use of these a lte rn a tiv e  

form ulations, however, introduces something of an ambiguity. Thus, 

parental employment s ta tu s  i s  normally assumed to  impact positive ly  on 

the work prospects of children. However, i f  incane i s  the family 

background measure considered i t  seems more in  accord w ith tra d itio n a l 

reasoning to  recognise th a t the g reater th is  i s ,  the more unemployment 

can be afforded, w hilst a t  the same time s tressin g  family qua lity  

influences. In th is  case, therefore , no prio r pred iction  was offered. 

But both of these a lte rn a tiv e s  a re  f a ir ly  blunt, taking no account, 

fo r  instance, of the amount of other income availab le per cap ita . For 

th is  reason, an additional control was entered in  a l l  cases 

enumerating, the number of persons resid ing  in  the interview ee1 s 

household.

The two remaining influences considered were ra th e r  more 

straightforw ard. In recognition of the in te re s t  th a t has recen tly  

been shown in  the  re la tio n sh ip  between housing tenure  and 

unemployment, the issue  was f e l t  worthy of exploration in  the case of 

the young. The p a rticu la r hypotheses explored were th a t  those liv in g
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in  council housing w ill be the more lik e ly  to  be unempl eyed, fo r  

financ ia l and m otivational reasons, and those with a mortgage le s s  

lik e ly  to  be so than those f u l f i l l in g  neither c r ite r io n . Lastly , 

because the s ta te  of the aggregate labour market a t  any moment 

conceals a number of in eq u a litie s , seme attem pt was made to  control 

fo r the regional aspect of th is  by entering the  unemployment ra te  

w ithin  the standard region w ith in  which the respondent resided.

Having specified  a model such as the  above, usual p rac tice  has 

then been to  estim ate i t  on a sing le  y earfs cross-sec tion  of data. 

This i s  a lr ig h t  as f a r  as i t  goes, although one i s  being asked to  take 

a considerable amount on t r u s t  i f  i t  i s  argued th a t the r e s u l ts  

obtained can be generalised to  a l l  time periods. Apart frcm general 

s tru c tu ra l change, the stage of the economic cycle a t  which the 

analysis i s  undertaken may be an important inherent influence on the 

r e s u lts  obtained. For th is  reason, the analysis of Chapter 7 examined 

two non-consecutive years of data taken frcm the General Household 

Surveys of 1974 and 1978; between which dates recession  had firm ly se t 

in . The decision was then taken to , (1) estim ate the model separately  

by sex and, (2) then to  examine each of the data se ts  generated both 

in  fuLl and re s tr ic te d  to  oriy those indiv iduals resid ing  in  the  

household of a re la tiv e . The d e fin itio n  of youth adopted in  the 

analysis was widened to  include those up to  and including 24 years of 

age -  in  l in e  with o ff ic ia l  European p rac tice  -  thereby generating 

comparatively large numbers of observations.

Estimation confirmed th a t s p l i t t in g  youth by sex fo r a n a ly tica l 

purposes i s  probably appropriate, for ra ther fewer influences appear 

to  determine the like lihood  of unemployment amongst young females than 

was the case fo r th e ir  male counterparts. However, two fa c to rs  were
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more or le s s  consistently  strong, irresp ec tiv e  of sex or year. These 

were region of residence and age. The former variab le , measuring the  

lo ca lised  ra te  of unemployment was found to  positive ly  influence the 

probability  th a t a young person w ill be out of work, w h ilst the  l a t t e r  

was shown to  be a negative determinant. Both resuLts, therefore , 

confirmed p rio r expectations.

As was thought l ik e ly , the findings indicated th a t  the  cycle has 

decidedly non-neutral e ffe c ts  across ind iv iduals. In the case of both 

sexes i t  appears th a t  council house dwellers suffered s ig n if ic an tly  

from the onset of recession. Non-white and the le s s  well-educated 

young males seemed a lso  to  su ffer d isproportionately . ALthough the 

evidence was s lig h tly  le s s  strong, i t  a lso  appears th a t l e s s  formally 

educated females endured the  same fa te . The pa ttern s to  emerge fo r 

the other influences considered were somewhat le s s  c lea r-cu t, although 

not to ta l ly  negative. Thus suggestive evidence was found to  the  

e ffe c t th a t those youths liv in g  a t  home may be le s s  prone to  

unemployment than others, w h ilst those liv in g  in  la rg e  households may 

be more a f f l ic te d . In the case of males, i t  fu rth er seems th a t the 

possession of a mortgage positive ly  increases the  like lihood  th a t  they 

w ill be in  work. One in te re s tin g  ananaly to  emerge in  the resuL ts was 

th a t other household income appears to  positively  increase the  chance 

th a t a young man w ill be out of work, w hilst decreasing the r i s k  fo r  

young females. However, when family background was proxied by fa th e rs  

socio-econcmic group the children of manual workers were the more 

lik e ly  to  be job less , irresp ec tiv e  of sex. F inally , no convincing 

evidence was produced th a t health  or m arital s ta tu s  had ary e ffe c t a t  

a l l  on unempl cyment p ro b ab ilitie s . A ttention i s  new therefo re  turned 

to  the conclusions which can be drawn frcm the work in  i t s  e n tire ty .
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I I I .  CONCLUSION

I t  seems hard to  dery the proposition th a t  the modern day youth 

labour market in  Great B rita in  i s  exh ib iting  a p e rs is ten t fa i lu re  to  

operate with c la ss ica l economic e ffic iency . Whether in  fa c t  i t  has 

ever done so i s  a moot question. Nevertheless, early  post-war 

experiences, in  what was ra th e r paradoxically a very Keynesian era, 

led  mary to  more or le s s  im p lic itly  believe th a t, barring shocks and 

f r ic tio n s , youngsters not in  school wouLd have l i t t l e  d if f ic u lty  in 

finding  work. Even in  the face of unprecedented peace-time le v e ls  of 

d irec t government in tervention , few would accept th is  view of the 

young persons' labour market of today. However, i t  i s  a frequent, 

and usually necessary, research strategy to  look to  the  past in  order 

to  attem pt to  understand the present and to  p red ic t the fu tu re . This 

in  essence was the approach adopted here.

The principal aim of the work was to  explore various issu es of 

relevance fo r a b e tte r  understanding of the phenomenon of youth 

unemployment. A thorough approach to  th is  required th a t several 

independent se ts  of data be explored; in  th is  case looking a t  youth 

employment, earnings and then unemployment d ire c tly . Immediately, 

however, th is  leads one to  re a lis e  th a t there  i s  conceptually no 

precise d e fin itio n  of youth th a t i s  usefuL fo r economic purposes and, 

furthermore, th a t  there i s  not even an agreed adm in istrative  age 

delim itation  which i s  applied in  common to  a ll  re levan t labour market 

s ta t i s t i c s .  Data inconsistencies of one form or another therefo re  

represent a caveat to  be borne in  mind even when simply in te rp re tin g  

the re s u lts  of the analysis in  a h is to r ic a l context. More than th is , 

however, i t  seems c lear tha t one should exercise ra th e r more caution
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than i s  usual in  applying the sp ec ific  lessons of h isto ry  to  the 

contemporary s itu a tio n .

At one level th is  again re la te s  to  s ta t i s t ic a l  considerations, 

with the past decade or so having witnessed various changes of 

d e fin itio n  in  the o f f ic ia l  labour market data. On a more substantive 

note, however, i t  has to  be noted th a t the B ritish  economy i s  

presently in  the  throes of a p a rticu la rly  severe recession, with 

unprecedented le v e ls  of d irec t goverrment labour market in terven tion  

d irected  a t  am eliorating seme of the most d isturb ing  m anifestations 

of th is .  As such, i t  i s  most unlikely th a t the underlying s tru c tu re  

of the market ronains unchanged frcm what i t  was in  previous years. 

Nevertheless, w hilst bearing these problems in  mind, the following 

represents the  principal conclusions of the research.

When put in to  h is to r ic a l perspective, the aggregate ra te  of 

youth unemployment a t  the turn  of the present decade was indeed found 

to  be somewhat higher than i t  was predicted to  be on the basis  of 

previous, overall w e ll- f i t t in g , s ta t i s t i c a l  re la tionsh ip s. This i s  

in  sp ite  of the fa c t th a t the goverrment1 s job creation  measures were 

a t  the time being stepped up in  in te n s ity . Such a finding  

immediately, therefore, hardens the aforementioned suspicion th a t the 

youth labour market has, in  recent years, entered in to  a new regime 

and fu rth er brings in to  question the present day relevance of even 

strong h is to r ic a l findings.

However, returning to  the  possible e ffe c ts  of goverrment 

in terven tion  in  the market, the models estim ated fo r e a r l ie r  years to  

explain the ra t io  of youth to  adu lt unemployment consisten tly  over 

pred ict th is  measure of joblessness amongst the young in  the early
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was higher than one wouLd be led  to  expect on the basis of h is to r ic a l 

experience, the job creation  measures in  force had served to  

re d is tr ib u te  the overall unemployment burden to  the b enefit o f the 

young. According c re d it fo r the l a t t e r  to  government in te rven tion  in  

the market is ,  of course, speculative. I f  the conjecture i s  co rrect, 

however, the important thing to  bear in  mind i s  th a t the outcome i s  

not a ltogether consisten t with ary declared policy objective. Thus, 

w h ilst statem ents have been made regarding the d e s ira b ili ty  of 

reducing the  general extent of unemployment and a lso  of th a t amongst 

youths considered in  iso la tio n , i t  has not been e x p lic itly  s ta ted  

th a t young people shouLd benefit a t  the expense of o thers. 

Furthermore, w ithout more deta iled  knowledge regarding the re la t iv e  

economic, personal and social costs of joblessness amongst d iffe re n t 

groups than we have a t  present, i t  i s  hard to  see how ary such policy 

goal can ra tio n a lly  be arrived  a t .  Equally, i t  i s  a lso  d i f f ic u l t  to  

a rriv e  a t  a judgement of the observed outcome without th is  fu rth e r 

information.

Bearing in  mind the  foregoing caveats regarding the  like lihood  

of the modern day labour market having a d iffe ren t s tru c tu re  to  th a t 

of e a r l ie r  times, the strongest finding regarding aggregate youth 

unemployment which emerged i s  th a t i t  i s  stongly coun ter-cyc lical; 

whether considered in  iso la tio n  or re la tiv e  to  th a t  of adu lts . 

However, i t  might be objected th a t output has recen tly  been 

increasing a t  a respectable ra te  when judged by B ritish  h is to r ic a l  

standards and ye t the youth unemployment problem looms as la rg e  as 

ever. The d u e  to  what i s  going on may l i e  in  the te n ta tiv e  find ing
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th a t youth unemployment i s  positively  re la te d  to  the speed a t  which 

GDP changes. E arlie r i t  was argued th a t  output may change most 

quickly in  times of labour-saving technological change or reductions 

in  X-efficiency (L iebenstein (1966)) and seme fea r th a t the present 

IT revolution co n stitu tes  one example of the former w h ils t the 

current Conservative goverrment i s  shewing a g rea t deal of in te re s t  

in  issues pertaining to  the l a t t e r .  In e ffec t, we may be 

experiencing a re p e titio n  of the mid-1960's labour shake-out, which, 

according to  a ce rta in  amount of the evidence unearthed above, 

apparently worked to  the re la tiv e  detriment of the young.

Much weight has been attached in  recen t years to  the supposedly 

positive  impact th a t the wage le v e ls  of young people have had upon 

th e ir  unempl cyment. The evidence unearthed above frcm aggregate data 

on th is  issue was, hcwever, decidedly mixed and does not in sp ire  

to ta l  confidence in  the lik e ly  success of a policy mix heavily 

r e l ia n t  upon forcing down the  wages of the young as a means of 

a llev ia tin g  the curren t m alaise. Seme clues as to  why the wages of 

young people do not c learly  emerge as a determinant of th e ir  

unemployment might be gleaned frcm the e a r l ie r  work undertaken on the 

behaviour of the youth/adult earnings re la tiv e . This suggested th a t  

the re la tiv e  i s  positively  re la ted  to  the age of young people in  the 

labour market. To the  extent th a t age i s  a re f le c tio n  of 

productivity  -  and th is  i t s e l f  may be bound up with the ra th e r  

ab strac t notion of maturity as much as tang ib le  s k i l l  le v e ls  -  then 

"high" youth earnings need not be a re f le c tio n  of disequilibrium .

This i s  not to  dery th a t, cet. p a r . , employers would be expected 

to  demand more of a fac to r whose price has fa lle n . Rather i t  i s  to  

ignore the p o ss ib ility  th a t the supply curves of youths with c e rta in
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sk i l l  c h a ra c te ris tic s  may, ju s t  as those of adu lts , be fa ir ly  e la s t ic  

over the relevan t range. That there  are  other youths without work 

who would accept employment fo r  le s s  i s  i t s e l f  ir re le v a n t i f  these 

individuals do not appear to  have the re q u is ite  a b i l i t i e s .  In 

essence, the youth labour market i t s e l f  may be segmented. But, 

furthermore, i f  the supply curves fo r a l l  s k i l l  le v e ls  a re  u ltim ately  

e la s t ic  -  and standard th eo re tica l arguments regarding the value of 

le isu re  and the  e ffec t of unemployment compensation suggest th is  i s  

l ik e ly  -  and the best technologies are not being exploited , then i t  

may be th a t recession provides the  spur to  find  ways of doing away 

with c e rta in  types of labour. I f  i t  i s  fu rth er assumed th a t the 

le a s t  sk ille d  a re  the le a s t  complementary with advanced technology 

and th a t the young amongst them are the most vulnerable, by v ir tu e  of 

not being covered by the provisions of im p lic it con trac ts  or the 

p ro tective umbo'ella of trade union influence, then th is  couLd go 

some way to  ra tio n a lis in g  the  finding, in  Chapter 6 above, th a t  

re la tiv e  youth earnings apparently move co u n te r-cy d ica lly .

I f  there  i s  tru th  in  the  foregoing, the im plications fo r 

possible goverrment co rrective  ac tions are not e n tire ly  c lea r-cu t. 

Attempts to  upgrade the s k i l l s  of those who have been displaced w ill  

not, of i t s e l f ,  increase the to ta l  number of job openings and may 

simply serve to  re d is tr ib u te  a given level of unemployment. However, 

i f  the unemployed are those with the highest costs of s k i l l  

acqu isition  then they should seek higher, not lower, re tu rn s fo r so 

doing than th e ir  more able contemporaries. Equity considerations 

wouLd then need to  en ter in to  goverrment subsid isation  of th e ir  

tra in ing . However, the problem would then be l ik e ly  to  a r is e  of hew
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to  prevent those who previously would have found privately  financed 

tra in in g  p ro fitab le  frcm taking advantage of the subsidy also . I t  i s  

hard in  these circumstances to  avoid the suspicion th a t labour- 

in tensive  re f la tio n , perhaps involving a public works element, might 

be the more appropriate path to  take. Whether schemes l ik e  the YTS 

are  the correct way to  achieve th is  i s  then, of course, the  cen tra l, 

but as ye t unanswered, question.

At th is  junctu re  i t  i s  prudent, however, to  condition the above 

by re i te ra tin g  seme of the more negative aspects of the aggregate 

tim e-series work on earnings and unemployment. Thus, in  p rac tice , i t  

i s  by no means unambiguous ju s t  what the movements in  earnings -  the 

usual empirical measure of pay -  actually  represent. Therefore ary 

inferences drawn e ith e r  frcm them in  iso la tio n  or as regards th e ir  

apparent re la tio n sh ip  to  unemployment movements need to  be hedged 

with a good deal of caution. I t  seems extremely uriiikely, fo r 

instance, th a t the earnings se r ie s  which popularly ge t used in

analysis consistently  re f le c t  both the true  un it cost of labour and

the net re tu rn  to  employment fo r those in  work. S h if ts  in

productiv ity , occupational s tru c tu res , fringe  benefits  e tc  could a l l

go towards ra tio n a lis in g  seemingLy e rran t earnings movements ( c .f .  

Gregory e t  a l .  (1985)) and i t  would appear imperative th a t g rea te r 

emphasis be placed on ascertain ing  precisely  what the real wages of 

a ll  labour, not simply youths, actually  are . However, i t  should be 

noted th a t  the form of wage and earnings exercises th a t  a re  usually 

undertaken, a t  both aggregate and individual lev e l, has recen tly  come 

under a ttack  fo r ra ther more methodological reasons a lso  (Cameron 

(1985)).



The second problem i s  probably even more serious and p o ten tia lly  

almost to ta l ly  damning. I t  re la te s  to  the  very high degree of 

in s ta b i l i ty  uncovered in  the tim e-series youth unempl cyment 

re la tio n sh ip s under even q u ite  minor changes of spec ifica tion . At 

best th is  would r e f le c t  m uL ticcilinearity  between the exogeneous 

influences considered. I f  the s tru c tu re  of the market remains 

unchanged then h is to r ic a lly  well f i t t i n g  equations can be used to  

p red ic t the  fu ture, irresp ec tiv e  of the behaviour of the individual 

c o e ffic ien t values contained w ith in  them. However, the in a b il ity  to  

apportion causality  for ary predicted unemployment to  the  separate 

exogeneous influences renders the knowledge of no value fo r policy 

purposes. Unfortunately, multi col l in e a r i ty  i s  a perennial, but 

almost incurable, a f f l ic t io n  suffered by tim e-series analyses. One 

possible escape frcm i t  l i e s  in  the  use of fac to r analysis (see Child 

(1970)). However, the lik e ly  tem ptation then to  conduct regression  

analysis  on the  resu ltin g  components i s  problematic, as the  ensuing 

fa c to rs  wouLd themselves have no economic in te rp re ta tio n  and would 

again, therefore , have no meaning e ith e r  fo r h is to r ic a l  

in te rp re ta tio n  or fo r  present policy.

However, as indicated above, a l l  the evidence suggests th a t  the 

s truc tu re  of the youth labour market has not remained unchanged in  

recent years. Furthermore, the degree of co e ffic ien t in s ta b i l i ty  

e a r l ie r  observed seems more lik e ly  to  be the resuLt of genuinely 

unstable re la tio n sh ip s ra th e r than s ta t i s t i c a l  multi co ll in e a r ity . 

Indeed, convincing evidence was uncovered to  support th is  suspicion 

when the  unemployment models were examined fo r evidence of s tru c tu ra l 

breaks and these were confirmed to  have occurred. There are two very
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important im plications of th is . The f i r s t  i s  th a t the r e s u lts  of 

research in to  post>war aggregate B ritish  youth unemployment which 

re ly  heavily on re s u l ts  reported from a lim ited  number of simple 

regression models should probably be heavily discounted. Secondly, 

the lim ited  number of years fo r which data i s  availab le  on a 

consisten t basis fo r youth unemployment and i t s  po ten tia l 

determinants renders the availab le  degrees of freedom a po ten tia l 

problem fo r more complex attem pts a t  modelling the  youth labour 

market than th a t undertaken here. I t  mey in  fa c t be preferable to  

abandon aggregate time se rie s  regression modelling of the f i r s t  th ree  

post-war decades and to  concentrate research resources in to  other 

aspects of the problems currently  confronting young workers.

One thing th a t appears ra th e r more c e rta in  frcm the more 

descrip tive  aspects of the work reported above i s  th a t  the increase

in  youth unemployment has been re flec ted , a t  l e a s t  in  part, by a

decline in  the  number of young people in  paid employment. With scant 

evidence having been unearthed to  suggest th a t the supply of th e ir  

labour has been a s ig n ifican t determinant of the behaviour of th e ir  

unemployment th is  does provide support, a lb e it  mild, fo r the notion 

th a t  the source of th e ir  problems lay s  in  the  demand side of the 

market. In fa c t, the examination of the pos1>war employment record 

of young people undertaken above suggests th a t the present c r i s is  

could well have been predicted, ra th e r than the upsurge in  th e ir  

unemployment in  the  1970fs having taken mary commentators by 

su rp rise . From the evidence contained in  the self-ccm pietion,

decennial Census of Population i t  appears th a t  the aggregate
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employment of young people began to  f a l l  seme time in  the 1960*s. 

What i s  more, th is  source ind ica tes th a t  youths have in  aggregate 

lo s t  out in  each post-war decade frcm reductions in  th e ir  share of 

employment in  the  various secto rs of the economy.

The principal, i f  not sole, b en efic ia rie s  of th is  reduction in  

youth in ten sity  would appear to  have been older females. This 

finding  i s  of seme in te re s t .  Thus, the inference must be th a t young 

people and mature females are  su b s titu te s . However, i t  i s  well-known 

(e .g . Robinson and Wallace (1984)) th a t more or le s s  a l l  of the 

increase in  female employment has comprised park-tim ers and y e t  the 

aggregate unemployment regressions suggested th a t youths and older 

female part-tim e workers are  complements. As neither methodological 

approach was rigourous enough to  allow firm conclusions to  be drawn, 

the findings must remain as in te res tin g ly  divergent.

Given the undoubted explosion in  part-tim e working, however, 

what must be noted i s  the  apparent lack  of in te re s t shown by young 

people in  th is  mode of employment. Neither, i t  must be said, has 

government seriously explored the  p o ss ib ility  of inducting youths 

in to  the market v ia the mediun of part-tim e work. Clearly th is  i s  a 

d i f f ic u l t  area involving, amongst other things, the equity issues 

surrounding the po ten tial su b s titu tio n  of young people fo r  older 

females; but as i t  appears to  be a working p a tte rn  th a t  mary 

employers p refer i t  does seem to  m erit g rea ter a tte n tio n  than 

h ith e rto . However, the firm conclusions th a t  can be drawn from the 

aggregate tim e-series analysis conducted here are  ac tually  few in  

nunber and one i s  l e f t  to  enquire what fu rth e r in s ig h ts  were provided 

by the examination of cross-sectional micro data on ind iv iduals.
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Once again a leading finding  i s  cautionary: snapshot analyses of 

the  employment s ta tu s  of young people are sensitive  to, in te r  a lia , 

the stage of the economic cycle a t  which they are taken. This i s  

hardly surprising , although mary present th e ir  findings as though 

th is  were not the case. Care must therefore be taken in  in te rp re tin g  

the resuLts of such work. One may note in  p a rticu la r th a t as 

recession deepens the d is tr ib u tio n  of the unemplcyraent burden amongst 

young people becomes markedly le s s  random and i t  would appear 

possible to  p red ic t the c h a ra c te r is tic s  of those who are the most 

suscep tib le  as the economy tu rns down.

IWo re g u la r it ie s  emerged, however, across the years of study.

F irs tly , whatever the s ta te  of the national economy, regional

d isp a r it ie s  in  performance are  evident. Not su rp rising ly , youths in

areas exhib iting  the  g rea tes t labour market aLack a re  more lik e ly  to

be unempl eyed a t  a point in  time than are those from more prosperous

regions. As such the  finding might be taken as ju s t  one more

m anifestation of the regional problem th a t i s  more or le s s  common to

a l l  Western economies. Whether the level of resources devoted to  i t s

a llev ia tio n  are su ff ic ie n t i s  an ongoing, emotive issue  which erupts

most vehonently in  discussions of pockets of m ultiple derivation . 
s

The data diaggregation availab le  was not, however, de ta iled  enough to
a

pain t more than a broad p ic tu re  of in te r-reg ional disadvantage. 

Secondly, as  youths age they become le s s  prone to  unemployment. Ih is  

need not necessarily , however, be a signal for concern. Thus, i f  

younger workers are  more prone to  voluntary job-sw itching during 

th e ir  induction to  the  market, then, a l l  e lse  equal, the  observed 

re s u lt  w ill follow.
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What might be the cause of ra th e r more concern i s  the evidence 

produced on the  d iffe re n tia l impact of worsening depression. Thus 

whether or not the approximate doubling in  the aggregate ra te  of 

unemployment amongst those aged under 25 between 1974 and 1978 couLd 

have been accurately predicted, seme fa ir ly  firm evidence emerged to  

the e ffe c t th a t  the brunt of i t  was borne by ce rta in  id e n tif ia b le  

groups. In p a rticu la r, those youths w ith l i t t l e  formal education, 

those who are  nor>-white and those dwelling in  council property were 

s ig n ifican tly  more lik e ly  to  be unemployed in  the l a t e r  year than 

o thers: a finding which was not mirrored in  the  more bouyant

observation period. On the one hand, the re s u l ts  obtained are 

th eo re tic a lly  predictable  -  although by various, non-competing 

strands of reasoning. On the other hand, however, the size  and 

significance of the e ffe c ts  uncovered ra ise  questions of both equity 

and effic iency ; p a rticu la rly  i f  the find ings are the r e s u l t  of the 

operation of demand side influences.

In terms of equity, one might ask whether these outcomes of the 

operation of market forces are  desirab le . Individuals do not choose 

th e ir  colour and i t  i s  unlikely in  mary cases th a t the leve l of 

educational attainm ent i s  a choice va riab le . Admittedly, housing 

s ta tu s  i s  somewhat more problematic, although fo r a s ig n ifican t 

number of youths th is  i s  a lso  l ik e ly  to  be predetermined. Likewise, 

efficiency may be impaired i f  government resources devoted to  

co rrective  labour market ac tion  are  consumed by those who would have 

gained employment anyway. However, i t  must be said th a t, in  those 

circumstances, in terven tion  w ill overtly appear to  have been more 

successful than otherwise -  a charge somewhat sim ilar to  th a t la id
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against the Job Centres fran  time to  time, when i t  i s  argued tha t 

they predominantly place the most employable in  order to  maximise 

th e ir  "output”. On both counts, therefore , one might make the case 

fo r the ta rge ting  of government assistance . Whether YTS currently  

does th is  by favouring those with the lowest educational attainm ent 

i s  a moot question, but, whatever the in ten tion , in  p rac tice  th is  

seems lik e ly  to  be only an approximate outcome. However, i t  must be 

remembered th a t  the observation points used here represent two stages 

of the downswing of the economy, the s itu a tio n  may have changed again 

now i t  has apparently reached, and remained on, the  valley flo o r.

A lo t  of ground has been covered on developments in  the B r itish

youth labour market in  the  th ree  decades from 1950; although c learly

not a ll  issues have been addressed. Both employment and unemployment

data ind ica te  th a t the s itu a tio n  has been d e te rio ra tin g  fo r some

time. No theory of labour market behaviour sp e c ifica lly  models th a t

of young people and re liance  has been placed on standard postu la tes

in  attem pting to  explain observed patterns. I t  may of course be th a t

no special theory i s  called  fo r in  the  case of youth. However, a

good deal of in s ta b i l i ty  has been uncovered in  analysing th e ir

fortunes, some of which, as in  the  case of the cross-sec tional work, 
^  I t  OS to -GoSU-f^.

was i t s e l f  predictable, therefore , th a t ary policy advice
A . A.

emanating from applied research represen ts sound findings re f le c tin g  

the generality  of resuLts and not simply special cases.
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