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THE RECENTBURST of inflation in the American economy has made the

problem of reconciling full employment with price stability all the more
difficult.While few doubt that a sufficientlylong period of high unemployment will eventually dampen inflation, many fear the social consequences
of this unemployment. Not only would the losses in national income be
large, but also they could be concentrated among the low- and middleincome families who can least afford them.
Whether or not macroeconomic policy can permanently alter the rate
of unemployment, it is important to understand how its losses are distributed. If there is a stable long-run tradeoff between reducing inflation
and reducing involuntary unemployment, macroeconomic decisions on the
direction of the economy will in large part depend on the relative costs and
benefits of achieving each objective. Any impact that inflation or unemployment has on the distribution of income should be a major factor
Note: The researchunderlyingthis paper has been supportedby a grant from the
Departmentof Health,Education,and Welfare,though HEW should not be implicated
in any conclusionsI have reached. My thanks go to Edith Bennett, MarjorieKessler,
MarjorieOdle, and FrederickC. Ribe, all of whom helped negotiatea large amount of
computerwork in a short period of time. I am also indebtedto Thad W. Mirer,Robert
D. Reischauer,Ralph E. Smith, and participantsin the Brookings panel for helpful
commentson an earlierdraft.
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in these calculations. But even if a stable long-run tradeoff does not exist,
policymakersmust remain aware of the distributional effects of unemployment so that those income groups who generally bear these costs might be
compensated for the sacrifices they make for the good of the nation.
Previous attempts to measure the costs of high unemployment have
focused on the direct loss of output resulting from a slack economy, estimated by Arthur Okun and others as approximately 3 percent for every
percentage-point reduction in employment.1 Robert Gordon finds this
estimate to be greatly overstated for the long run if temporary cyclical
advances in labor productivity are not sustainable, and even more so if
allowance is made for the increased social value of time devoted to nonmarket activity.2 Whether or not Gordon's adjustments are appropriate,
both sets of calculations ignore the fact that the burden of unemployment is
not evenly shared. If the burden were borne proportionately by all workers,
or if it could easily be offset, equity considerations might be ignored in
policymaking. But if the burden falls mainly on low-income workers, who
have enough labor market difficulties even in prosperous times, the true
cost of unemployment could be much greater than is suggested by calculations based on the loss of aggregate output and the value of leisure time.
Higher overall unemployment imposes two types of distributional costs.
The first is the "direct" loss in earned income due to the unemployment of
family heads, losses in hours worked by those who remain employed, and
losses in the earnings of secondary workers. Even if these losses were concentrated among certain groups of workers, they could be offset by increases in government transfer benefits; but the present transfer system
appears to fall well short of this objective. And apart from any actual
shortcomings of the present transfer system, there is also an intrinsic limit
to the degree to which the nation can rely on transfersfor protection against
1. See Arthur M. Okun, "Potential GNP: Its Measurementand Significance,"in
AmericanStatisticalAssociation,Proceedingsof the Businessand EconomicsStatistics
Section (1962), pp. 98-104, reprintedin Okun, The Political Economy of Prosperity
(BrookingsInstitution,1970),Appendix;and GeorgeL. Perry,"LaborForce Structure,
Potential Output, and Productivity,"BrookingsPapers on EconomicActivity(3:1971),
pp. 533-65 (hereafterthis documentis referredto as BPEA, followed by the date); and
BenjaminM. Friedmanand MichaelL. Wachter,"Unemployment:Okun'sLaw, Labor
Force and Productivity,"Review of Economicsand Statistics, Vol. 56 (May 1974),
pp. 167-76.
2. See Robert J. Gordon, "The Welfare Cost of Higher Unemployment,"BPEA
(1:1973), pp. 133-95.
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cyclical losses in income. As benefit schedules under transfer programs
become more and more generous, workers have a growing incentive to rely
on the transfer system, thus leading to furtherreductions in earned income.
Feldstein has recently raised this issue in his criticism of the present unemployment insurance system,3 and the very same argument has been the
great stumbling block thus far preventing passage of a comprehensive
income-support program for low-income families with male heads. A
movement toward higher overall unemployment might make the adoption
of such a program even less likely if the decline in labor demand hinders
low-income workers in getting steady jobs, raises the cost of a given
transfer program, and poses greater problems in administering the work
requirements or inducements that such a plan may contain.
The second distributionalcost of high unemployment involves the quality
of the jobs that are available to workers who may also suffer from racial,
sexual, or ethnic discrimination. Beginning with Doeringer and Piore,
many writers have suggested that labor markets may contain a certain
amount of segmentation, with "internal"jobs featuring high pay and good
opportunities for long-run advancement and "external" jobs featuring
neither and hence characterizedby rapid turnover and little accumulation
of on-the-job human capital.4 An extension of these segmentation theories
suggests that changes in the quantity of employment in the economy could
be accompanied by other changes in the labor market that alter the quality
of the employment opportunities available to poor and underprivileged
workers. Many more of these good jobs should be available when total
employment opportunitiesare greaterand when employers have more difficulty in filling vacancies. If this is the case, the reduction in good job oppor-

3. See MartinS. Feldstein,LoweringthePermanentRate of Unemployment,
A Study
for the Joint Economic Committee,93 Cong. 1 sess. (1973), and Feldstein, "The Economics of the New Unemployment,"PublicInterest,No. 33 (Fall 1973), pp. 3-42.
4. Severalbookshelveshavenow beenwrittenon this topic. Probablythe most widely
read statementof the hypothesisis Peter B. Doeringerand Michael J. Piore, Internal
Labor Markets and MantpowerAnalysis (Heath, 1971). Other references are David M.

Gordon, Theoriesof Povertyand Underemploymenit:
Orthodox,Radical,and Dual Labor
MarketPerspectives(Heath,1972);RobertE. Hall, "WhyIs the UnemploymentRate So
High at Full Employment?"BPEA(3:1970), pp. 369-402; BennettHarrison,"Education
and Underemploymentin the Urban Ghetto," American Economic Review, Vol. 62
(December1972),pp. 796-812; and Howard M. Wachteland Charles Betsey,"Employment at Low Wages," Reviewof Economicsand Statistics, Vol. 54 (May 1972), pp.
121-29.
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tunities is a second distributional cost of higher unemployment-possibly
very significantin the long run.5
This paper focuses on the direct costs, in particular on their incidence by
income class. It first attempts to measure the earnings losses of family
heads caused by higher cyclical unemployment, arrayed according to
family type, race, and a proxy for permanent income. The paper then investigates the indirect changes in earnings associated with higher overall
unemployment through changes in hours worked of family heads and the
earnings of wives, children, and others in the family. Finally, it assesses the
income protection afforded by various types of transfer payments-unemployment insurance, welfare, food stamps, the portion of social security
not going to the aged, and some other, mainly private, transfers-again
distinguishing among income groups and family types. In concentrating
on the changes in family income arising from these sources, the paper
ignores the distributional effects of depressed wage rates in an economic
climate that does not offer as many good jobs, of changes in property
income associated with shifts in economic activity, and of unanticipated
inflation. These are important topics, but each raises a different set of
substantive issues and is best left to another paper.

Investigatingthe DistributionalImpacts of Business Cycles
Despite the intrinsic microeconomic character of the income-distribution
question, most previous studies of the impact of higher unemployment on
lower-income people have used aggregations of individual household data.
One approach, employed first by the Council of Economic Advisers and
later by Gallaway, Aaron, Hollister and Palmer, and Thurow, is to regress
the overall size of the "poverty population" or components of it on various
measures of economic growth, cyclical indicators, and other independent
variables that differ according to the purposes of the investigator.6 A
5. The most systematicdiscussion of this issue can be found in Arthur M. Okun,
"UpwardMobilityin a High-pressureEconomy,"BPEA (1:1973), pp. 207-52.
6. See EconomicReportof thePresidentTogetherwith theAnnualReportof the Council
of EconomicAdvisers,January1964,p. 60; LowellE. Gallaway,"The Foundationsof the
'War on Poverty,"' AmericanEconomicReview, Vol. 55 (March 1965), pp. 122-31;
Henry Aaron, "The Foundations of the 'War on Poverty' Reexamined,"American
EconomicReview,Vol. 57 (December 1967), pp. 1229-40; Robinson G. Hollister and
John L. Palmer,"The Impact of Inflation on the Poor," in Kenneth E. Boulding and
MartinPfaff (eds.), Redistributionto the Rich and the Poor: The GrantsEconomicsof
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second approach, used first by Schultz and then by Thurow, Metcalf, and
Mirer, is to relate factor shares or parametersreflecting the entire distribution of income to a similar set of variables, and from that to determine how
outside forces affect incomes at various levels.7 Such studies usually find an
adverse impact of the business cycle on the distribution of income, with a
permanentlyhigher unemployment rate worsening the situation of the poor,
at least as compared with middle-income groups. According to their results,
a reduction of 1 percentage point in the unemployment rate lifts nearly as
many people out of poverty (defined in terms of absolute needs) as would
one year of economic growth.
While these studies are useful, they still leave much to be desired. First,
the poverty regressions describe only one small part of the income distribution, that area just below and just above the government's poverty
standard. Any change in status, no matter how small, is considered desirable if it moves people across the magic line; while even large changes in
status that do not move people across the line are ignored. Second, while
"reducedform" descriptions of the income distribution sometimes fit very
well, they do not always give internally consistent results and they never
tell much about the underlyingprocess-why a recession increases the number of poor people, whether transfer programs are effective in protecting
against cyclical losses, whether the poverty program was effective in reducing the number of low-income people. Finally, all studies based on income
aggregationsnecessarily suffer from the fact that the data measure only the
income reported by a certain group in a certain calendar year, and from
their inability to follow the movements-if any-of given families among
IncomeDistribution(Wadsworth,1972);and LesterC. Thurow,Povertyand Discrimination (BrookingsInstitution,1969). In these studies the poverty populationis measured
accordingto the government's"absoluteneeds"standard,describedin MollieOrshansky,
"Countingthe Poor: Another Look at the Poverty Profile," Social Security Bulletin,
Vol. 28 (January1965), pp. 3-29. Up-to-date povertythresholdsadjustedfor inflation
are given in the Census Bureau's CurrentPopulationReports,"Characteristicsof the
Low-IncomePopulation,"SeriesP-60.
7. T. Paul Schultz,"SecularTrendsand CyclicalBehaviorof Income Distributionin
the UnitedStates: 1944-1965,"in Lee Soltow (ed.), Six Paperson thleSize Distributionof
Wealthand Income(ColumbiaUniversityPress for the National Bureauof Economic
Research,1969); Lester C. Thurow, "Analyzingthe AmericanIncome Distribution,"
in AmericanEconomicAssociation,PapersandProceedingsof the Eighty-secondAnnual
Meeting,1969 (AmericanEconomicReview,Vol. 60, May 1970), pp. 261-69; CharlesE.
Metcalf,An EconometricModelof theIncomeDistribution(Markham,1972);and Thad
W. Mirer,"TheEffectsof MacroeconomicFluctuationson the Distributionof Income,"
Reviewof Incomeand Wealth,Series 19, No. 4 (December1973), pp. 385-405.
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incomeclassesfrom one yearto the next.8Two questionsarise:Is a year
long enoughto measureeconomicstatusappropriatelyif thereis a large
transitorycomponentto family income?And, more generally,is it appropriateto predictwhat will happento people over time on the basis of
cross-sectiondata?
In this paperI try to improveon past work throughthe use of longitudinaldata.Thesedatacomefromthe PanelStudyof IncomeDynamics,a
studyof 4,800familiesandunrelatedindividualsunderthe auspicesfirstof
the Officeof EconomicOpportunityandnow of the Departmentof Health,
Education,and Welfare,conductedby the SurveyResearchCenterof the
Universityof Michigan.The largerportion of the sample, 2,930 family
units, was selectedfrom a representativenationalcross-section;the rest,
1,870units, came from a sampleof low-incomehouseholdsidentifiedfor
the 1966 Surveyof EconomicOpportunity.All family heads have been
interviewedeveryspringsince 1968(the data for 1974werenot yet available at this writing).They were asked a wide varietyof questionsabout
their labor marketexperience,income, demographiccharacteristics,and
attitudes.While the surveydid include questionsabout the income and
employmentpatternsof others in the family unit, informationon this
score is muchless complete.The firstfive interviewswereconductedpersonallywith the familyhead,but subsequentinterviewshavebeen by telephone with an abbreviatedquestionnaire.Most of the questionsin the
surveyinvolverecall:that is, in the springof yeart the familyheadis asked
about income, hours worked, hours unemployed,and so on, for year
t - 1.9 This is very similarto the way the CurrentPopulationSurvey
8. To be moreprecise,the CurrentPopulationSurvey(CPS) of the U.S. Bureauof the
Censussampleshouseholdsfor four months in a row, then dropsthem for eight months,
and then resamplesfor anotherfour. The income questions from which distributional
statisticsare compiledare asked once each year, in the March CPS, which means that
everyrotationgrouprepresentedin Marchof any yearwill also be representedin March
a year previouslyor subsequently.The publishedtabulationsdo not give this longitudinal information,however;it is availableonly on census tapes and is extremelycostly
to obtain. One person who managed to do so is Terence F. Kelly; see his "Factors
AffectingPoverty:A Gross Flow Analysis," in ThePresident'sCommissionon Income
MaintenancePrograms:TechnicalStudies(1970), pp. 1-81.
9. Generaldescriptionsof the study can be found in James N. Morgan and others,
Progress,Vol. 1: An Analysisof
Five ThousandAmericanFamilies-Patternsof Econzomic
the FirstFive Yearsof thePanelStudyof IncomeDynamics,and Vol. 2 (edited by James
N. Morgan):SpecialStudiesof theFirstFive Yearsof thePanelStudyof IncomeDynamics
(Universityof Michigan,Institutefor Social Research, 1974); and U.S. Departmentof
Health, Education, and Welfare,"The ChangingEconomic Status of 5000 American
Families: Highlightsfrom the Panel Study of Income Dynamics"(1974; processed).
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(CPS)measuresannualincome,but the resultinginformationwouldprobably be less precisethan the labor force-employmentstatisticsdeveloped
fromthat survey,whicharebasedon answersregardingthe previousweek
or month.'0
The panel data will be used, generallyby pooling time-seriesdata for
each family, to estimate equations explainingfour aspects of cyclical
incomelosses:(1) the directloss fromincreasesin the hoursunemployedof
familyheads;(2) any additionallosses of hoursworkedby familyheads;
(3) any losses in labor incomeof secondaryworkersin the familyunit;"
and (4) any increasein benefitsfrom transferprogramsthat follows the
loss in earnedincome.
This decompositionof the overallresponsesprovidesa meansof seeing
why the overallreduced-formrelationshipscome out the way they do, of
makingmore precisetests of the impactof policy changeson the various
reactions,and of checkingthe responsesfor consistencywithotherworkat
variousstages.
The advantageof using this body of data in such a way is obvious. If
someonewereto aska scientistto estimatethe effectsof cyclicalunemployment,he wouldno doubtrecommendselectinga sampleweightedaccording to the interestsof the investigator,and observingthese people firstin
good times and then in bad. This is essentiallywhat the Michiganlongitudinalsurveydid (thoughthereis no suggestionthat the real reasonfor
the periodof higherunemploymentbeginningin 1970was to increasethe
richnessof ongoinglongitudinalsurveys).
Butthislongitudinaltechniquealso has disadvantages.First,it is simply
impossibleto follow all people in a carefullydesignedsampleover time.
Some cannot be followed because they do not returnquestionnaires,a
phenomenonknownas sampleattrition;othersexperienceso manycom10. The one set of labor force statisticsnot based on answersregardingthe previous
week or month is the annual BLS work experiencesurvey, which counts those who
worked or were unemployedat any time during the previous year and is inevitably
retrospective.See Anne M. Young, "Work Experience of the Population in 1972,"
MonthlyLaborReview,Vol. 97 (February1974), pp. 48-55; or ManpowerReportof the
President,April 1974, Table B-18, p. 310. ArthurOkun calculatesthat any understatement due to the retrospectivenature of the survey is less than might be supposed; he
arrivedat this conclusionby blowingup the frequencydistributionon the basis of class
midpointsand arrivingat numbersthat are very close to the total amount of unemployment experiencedin a year. The retrospectivesurveydoes, however,reportfewer spells
of unemploymentand longer averagedurationsthan do the monthly statistics.
11. Women in male-femalefamilies will be called secondary earners, not out of
chauvinism,but becauseon averagethey work less than the male.
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plicated changes in family structure that one is in effect observing the
behavior of different people every year. In the panel study, for example,
overall attrition rates were 11 percent in the first year and 3 percent or less
in all succeeding years. These numbers seem fairly small-particularly in
view of the fact that interviewerswere trying to follow divorced husbands
and wives and even children who split off to form their own families; but
even such small rates of attrition whittled the sample for which there were
six years of continuous data from the 4,800 initial households to 3,800.12
Eliminating those households where the head's identity changed (say,
because of a divorce or remarriage), or where the head was not usually
in the labor force, lowers the number further to just over 2,600. If attrition or change in family structure were uncorrelated with the propensity to undergo unemployment, the 2,600 households could be viewed
as a random sample of the 4,800 and any results based on the survey would
be unbiased. But it is probably more realistic to expect that both types of
attrition will eliminate from the sample proportionately more workers who
are highly prone to unemployment, and thus lead to some understatement
of the cyclical sensitivity of unemployment of certain types of families.13
A second disadvantage with these panel data is that they cover only one
period of low unemployment, 1967-69, and one period of high unemployment, 1970-72. This span may differ from others of low and high unemployment for many reasons: the Vietnam war may have distorted the
labor market behavior of teenagers; the 1970 recession may have hit highly
educated scientists unusually hard; major policy changes were made in
many important transfer programs over this period. These influences
suggest caution in interpretingthe results of one particular six-year period.
But I have tried to guard against the most egregious difficulties by fitting
certain basic unemployment relationships over a longer, fifteen-year, span
to eliminate any atypical effects of the 1967-72 period, and by fitting the
12. The numbersgiven in the panel studyreportscited above are misleadingfor these
purposesbecause wheneverthey trace a split-off, they add the family to the sample.
Thus while their sample seems to expand with time, the sample for which six years of
continuousdata exist has shrunk.
13. An indicationthat attritionmay not lead to seriousbiasescomes fromthe response
ratesin the firstyear.Almost one-quarterof those initiallyselectedfor the sampledid not
respondto or were not located for the first interview.Remarkably,however,these nonresponseproportionswere almost exactlythe same in the nationalportion of the sample
and in the low-income(and presumablyhigh-unemployment)portion. Whateverleads
to nonresponse,then, may not be regularlyrelatedto income or the propensityto undergo unemployment.
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transfer relationships only for 1971, after most of the policy changes were
made, so as to describe the way these programs operate at the present time.

The Incidenceof Cyclical Unemployment
The first question regarding the distributional impact of swings in business activity involves the incidence of cyclical unemployment. In this
section I investigate this question through regressions relating the cyclical
incidence to the personal and geographical attributes of family heads.
Previous studies of unemployment have been based either on time-series
or cross-section data. The time-series studies have used aggregate labor
force data to explain participation and unemployment rates for different
demographic classes of workers.14In terms of percentage-point changes,
they have found great cyclical volatility in unemployment rates for youths
and blacks, much less in rates for mature men, and some in the employment
rate, but not in the unemployment rate, for adult women (because labor
force participation rates also change). Analysis of time-series data also
indicates that the unemployment rates of those with little education and in
low- or middle-class occupations show greater cyclical sensitivity than do
the rates for workers who have the responsibility of supporting a family.15
Hall has made an attempt to use cross-section household data to explain
amounts of unemployment undergone by urban workers of various types.16
He found that after he controlled for family position, age, and city of residence, which studies based on time-series data cannot easily do, unemploy14. See, for example, George L. Perry, "UnemploymentFlows in the U.S. Labor
Market,"BPEA(2:1972), p. 259; and Paul M. Ryscavage,"Impactof HigherUnemployment on Major Labor Force Groups," MonthllyLaborReview,Vol. 93 (March 1970),
pp. 21-25.
15. This evidenceis reviewedin RobertAaron Gordon, TheGoalof Full Employment
(Wiley, 1967),Chap.6; and RobertM. Solow, TheNatureandSourcesof Unemployment
in the UnitedStates (Uppsala,Sweden:Almqvist & Wiksell, 1964).
16. See Robert E. Hall, "Why Is the UnemploymentRate So High?" Appendix,
pp. 397-402. A much more elaboratesimulationmodel describingmonthly transition
probabilitiesbetweenemployment,unemployment,and lack of participationin the labor
force using CPS data is now underconstructionat the Urban Institute.A preliminary
write-upof this model and its simLilationresults can be found in Ralph E. Smith, "A
SimulationModel of the DemographicComposition of Employment,Unemployment,
and LaborForce Participation:StatusReport,"WorkingPaper350-65(UrbanInstitute,
1974; processed).
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ment was negatively related to family income. Since his results pertained to
the single boom year of 1966, however, there is a question whether the
family's income was low because its unemployment was high, and also
whether the results would hold in periods of higher overall unemployment.
Here I try to gain the advantages of both ways of looking at unemployment, by using mixed time-series and cross-section estimation. I have first
estimated very simple time-series relationships using aggregate Bureau of
Labor Statistics data for close proxies of the unemployment rates for the
major types of family heads-adult white males; adult nonwhite males; and
widowed, divorced, and separated females. These relationships determine
how group unemployment rates are related to the overall rate. Then I have
used the panel study data from the Michigan Survey Research Center to
determinehow the unemployment of individual family heads is related toor, really, allocated within-the unemployment of their respective groups
according to variables such as education, occupation, wage rates, and
location. The latter equations also average out any special influences of
periods of abnormally low or high demand for labor on this within-group
allocation because they are based on pooled time-series-cross-section data
over the entire six-year period of the panel study.

GROUP UNEMPLOYMENT RATES

The first step is to relate the unemployment rates for the three major
categories of family heads to the overall national aggregate rate by very
simple "bridge" equations. The equations are fitted to annual time-series
observations over the 1959-73 period, with a time trend to capture the
influence of secular changes in the composition of the population and in the
desire to participate in the labor force.
The coefficients, presented in Table 1, reach standard conclusions. As
contrasted with the overall aggregate rate, which depends to an increasing
degree on rates for teenagers and women who are not family heads, all the
unemployment rates for family heads decline over time-by about 1
percentage point over the fifteen-year period for adult white males, onethird of a point for females, and 5 points for blacks. The last coefficient
reflects the sharp reduction in the unemployment rates for black males in
the prime-age groups over the period-from 9.7 percent in 1959 when the
national rate was 5.5 percent to 5.1 percent in 1972 when the national rate
was 5.6 percent. It is undoubtedly related to declines in labor force partici-
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Table 1. Coefficientsand Statistics for UnemploymentRates (Ug) for
Groupsby Characteristics
of FamilyHead,AnnualObservations,
1959_73a
Dependentvariable:groupunemployment
rate (Ug)b

Independentvariableand
summarystatistic
Independentvariable
Constant
Time(
Aggregateunemployment
rate (U)b
Summarystatistic
R2

Standarderror
Durbin-Watsonstatistic

Whitemales,
25-54
-0.6291 (3.2)
-0.0609 (8.4)

Black males,
25-54

Adultfemales,
widowed,
divorced,
separated

0.3796 (0.5)
-0.3531 (13.5)

1.0805 (2.3)
-0.0199(1.2)

0.7781 (22.9)

1.7330 (14.1)

0.9581 (12.1)

0.986
0.114
1.540

0.980
0.412
1.420

0.937
0.264
0.775

Sources: Regression results using data from ManpowerReport of the President, April 1974. Unemployment rates for males are averagesfor age groups 25-34, 35-44, and 45-54, from Table A-16, and for females,
from Table A-19.
a. The numbers in parenthesesare t-ratios.
b. All unemployment rates are expressed in percentage terms.
c. 1959 = 1, 1960 = 2,..., 1973 = 15.

pationratesfor prime-ageblackmalesof aboutthe samemagnitude.White
maleheadscontinuallyexperiencea largershareof cyclicalunemployment
thantheydo of thefrictionalunemploymentexistingat full employment,as
reflectedin the negativeintercept.Black males did not exhibit such a
relationshipat the outsetof the period,but do now, as thetrendtermmakes
the interceptnegativein recentyears.Therelationshipfor femaleheadshas
always had a positive intercept,however,indicatingthat their share of
is lessthantheirshareof frictionalunemployment.'7
cyclicalunemployment
Finally,the importantcoefficientshere,a Ug/l U (Ugis the groupunemployment rate, U the aggregaterate) are 0.78 for white male heads, 1.73 for
black male heads,and 0.96 for femaleheads.
RATES
INDIVIDUAL UNEMPLOYMENT

The next stepis to allocatethis groupunemploymentamongindividuals
on the basis of the Michiganpanelstudydata.Theseequationsarepooled
17. Perry,"UnemploymentFlows,"p. 259, presentsresultsfor overallmaleand female
rates that are very close to those implied in my Table 1.
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time-series-cross-section
relationshipsfor six years-1967 through1972for those familyheadsfor whom thereweresix yearsof continuousdata
andwhowerein the laborforce(whetheremployedor unemployed)in four
of the six years.The grosssamplesize is still quitelargeaftertheseexclusions-1,503 whitemale workingfamilyheads (or 9,018 pooled observations),658 nonwhitemaleworkingfamilyheads(3,948observations),and
471 female working family heads (2,826 observations).However, as
mentionedabove,the exclusionsraisethe possibilitythat the total amount
of unemploymentsufferedby family heads will be understatedif those
omittedfromthe regressionbecauseof theirless stablebehaviorundergo
disproportionateamounts of unemployment.This understatementis
noticeablebut small(as exploredfurtherbelow).
The dependentvariablein these regressionsis the proportionof hours
spentunemployedby an individualdeflatedby the groupunemployment
ratefor thatyear-call it Ui/Ug for the ith familyheadin the group.Hours
unemployedcame from the survey:Respondentswere asked to give the
numberof daysthey spentunemployedand lookingfor work,temporarily
laid off, or in involuntarypart-timeemploymentin the previousyear.
Theseanswerswerethen dividedby 260 to convertthem to a fractionof
total workingdays-or equivalently,of availableworkinghours,per year.
Deflatingby the group rate impliesthat all variableshave linearhomotheirimpactis doubledif the
geneouseffectson individualunemployment:
rateis doubled.18Usingtotalhoursof unemployment
groupunemployment
also meansthattheseestimatescannotdistinguishunemploymentresulting
from many short spells from that resultingfrom one long spell, a topic
that has been the focus of so muchrecentwork.
As contrastedwith the officialBLS unemploymentstatisticrepresented
in the denominator,the samplevaluesof hoursof unemploymentwouldbe
inaccuratefor two offsettingreasons.On the one hand, the definitionof
unemploymentis less strict than that in the CPS sample of households
becausethe respondentdid not have to indicatethe methodshe used in
lookingfor work. On the otherhand, the respondentwas being askedto
recallhow manydayshe was unemployedin the precedingcalendaryear,a
periodthat endedat least five monthsearlier.If he werenot unemployed
at all, he would presumablyrememberthat pretty well. But if he were
18. I havetestedthis assumptionby estimatingalternativenonhomogeneousforms of
the equations.The homogeneousequationsboth fit slightly betterand haveslightlymore
reasonableproperties.
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unemployed,he might understatethe time spent in this status, and thus
contributeto an overallunderestimate.Since the averageunemployment
the sameas the relevant
ratescomputedfromthissampleareapproximately
grouprates,and since they mightbe expectedto be largerbecauseof the
disproportionaterepresentationof low-incomefamilieshere, the second
bias appearsto win out, resultingin a secondsourceof understatement
of
total unemployment-onethat also appearsto be small.
Theseunemploymentfigurespose one otherproblem.Overthe firstfive
yearsof the survey,whenquestionnaireswereadministeredin personand
asked for ratherdetailedinformationon income and employment,the
gross unweightedunemploymentrate computed from the sample was
approximatelyequal to the weightedaverageunemploymentrate of male
and femaleheads. In the sixth year, however,when the surveywas conductedby telephonewitha muchbrieferincomeandemploymentquestionnaire,the sampleunemploymentrate was only two-thirdsof the rate for
familyheads.Thisindicatesthatthe telephonemayitselfhavebeenresponsible for additionalmeasurementerrorand that the 1972figuresmust be
usedcautiously.
The equationestimatesarereportedin Table2. All threeequationshave
the low R2 characteristicof relationshipsestimatedwith microdata,but
the samplesare large enoughthat most independentvariablesare statisticallysignificant.'9As predicted,a dummyvariablefor 1972was responsible for a declinein all threerelativeunemploymentratesin that year.
The coefficientsof variablesindicatingeducationalattainmentand occupationalstatus,and that for raceamongfemales,in most caseshavethe
expectedsignsand are statisticallysignificant.The one surpriseis that the
middle-classoccupations-craftsmen,operatives,andthe like-often show
an evengreatercyclicalincidenceof unemploymentthando the lower-class
occupations-laborers,service workers,and farm workers.20This fact
becomesimportantin analyzingthe cyclicalincidenceof unemployment
by permanentincomestatus.
19. Since unemploymentis a variablethat cannot go below zero, and since it is zero
for most observationsin the sample,these equationsshould really be estimatedby the
"Tobit"proceduresuggestedby JamesTobin, "Estimationof Relationshipsfor Limited
Dependent Variables,"Econometrica,Vol. 26 (January 1958), pp. 24-36. There are
programsfor estimatingrelationshipsin this way, but I was unableto get one operating
in time for the conference.
20. See also Ryscavage,"Impactof Higher Unemployment."
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Table2. Coefficients
andStatisticsfor IndividualUnemployment
Rates,
WorkingFamilyHeads(Ui/Ug),a PooledCross-sectionObservations,
1967-72b
Familyhead
Independent
variableand
summarystatistic

Whitemale

Black male

Female

Independentvariable
Constant
-1.0197 (4.2)
No high schoolo
0.8931 (9.5)
College degreec
-0.0859 (0.7)
Nonwhiteo
...
High-payingoccupationcd
-0.3496 (2.5)
Medium-payingoccupationce
0.1449 (1.2)
f
Less than 25 years oldc
Averagehourlyearnings
(1967 dollars)
0.0376 (2.1)
f
Asset income-needsratiog
State unemploymentinsurance
1.6556 (5.2)
coverage'
State welfareprogramfor
0.2484 (2.8)
male-headedfamiliesc
State monthly publicassistance
benefits(1970 dollars)
1.4655 (14.7)
Historyof frequentjob changec
Criminalrecordo
2.5167 (8.8)
Child needing carec

Not marriedo
1972c

0.0849 (0.3)
0.2443 (2.0)
-0.3355 (1.0)
...
-0.8884 (3.9)
-0.4162 (3.8)
0.1759 (0.7)

-0.4656 (1.6)
0.2698 (2.3)
-0.2433 (1.0)
0.1795 (1.5)
-0.0205 (0.1)
0.2755 (2.2)
0.0592 (0.3)

0.0358 (1.2)

0.0225 (0.6)

f

f

0.9772 (2.5)

0.5836 (1.6)

f

...

f

1.4074 (12.7)

...

f
...

0.2765 (1.7)
-0.5216 (4.8)

0.2317 (1.4)
-0.2610 (2.0)

1.1412 (10.5)
0.7087 (1.4)
0.2225 (1.5)

...
-0.1861 (1.4)

Summarystatistic
R2
Standarderror
Numberof observations
Numberof observationswith
some unemployment

0.068
3.858
9,017

0.058
3.109
3,945

0.058
2.701
2,825

1,074

785

396

Source: Regression resultsusing data from University of Michigan, Survey Research Center, Panel Study
of Income Dynamics.
a. il/Ug = ratio of the proportion of hours spent unemployed by an individual to the group unemployment rate for that year.
b. The numbersin parenthesesare t-ratios.
c. The value of this variable is 1 if the respondent has the specified characteristicand 0 otherwise.
d. Includes professional, technical, and kindred workers; and managers, officials, and proprietors.
e. Includes clericaland sales workers; craftsmen, foremen, and kindred workers; and operatives.
f. Tried and rejectedbecause of statistical insignificanceor inappropriatesign.
g. Includes all monetary income of head and wife from assets and imputed rent on homeowner's equity,
deflated by the poverty threshold for the family.
h. Ratio of covered to total unemployment rate in the state.
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The coefficientof age in these regressionsis much less than would be
observedin aggregatestatistics.Most studiesindicatethat unemployment
ratesfor workersaged 18to 25 areseveraltimesthosefor olderworkersof
the same sex and race, but these estimatesindicate that among family
headstheirratesarebarelyhigherfor blackmales and femalesand not at
all differentfor whitemales.Coefficientsfor age cannotbe estimatedvery
preciselyin this samplebecauseso few family heads are under25 (none
wereunder18 in 1968and, for the most part,they have aged at the usual
rate).21Nonetheless,they do indicatethat young workerswho are family
heads do not have nearlythe vulnerabilityto unemploymentof young
workerswithoutfamilyresponsibilities.
The equationsalso containtwo variablesfrom the labor-supplyliterature. Higherassetincomerelativeto needs, a proxyfor nonlaborwealth,
didnot, as mighthavebeenexpected,allowpeopleto sustainlongerperiods
Butthosewithhigherreal-wageratesdid display
of searchunemployment.
slightlyhigherrelativeunemploymentrates. This associationcould arise
because,otherthingsequal,higher-wageworkerstake longerto find new
jobs, or because,as Hall has theorized,higherwagescompensateworkers
for higherprobabilitiesof unemploymentin certainindustries(like construction)and certaincities (like San Francisco).22
21. Unfortunately,a strongerstatementcannot be made. One of the great problems
of microdatais responseor coding errors,and these are presentin the Michiganpanel
study data. The youngesthousehold head in the sample, for example, was 18 in 1968,
19 in 1969,20 in 1970,and then he found the fountainof youth, becoming9 in 1971.The
fact that none of the observationtotals in Table 2 is divisibleby 6 indicatesthat at least
one familyheadchangedsexesand anotherone changedracesduringthe six-yearperiod.
I also noticedthat one personwas unemployed2,700 hoursin 1967(termit moonlighting
unemployment),anotherworkedan averageof 100 hours a week on his secold job, and
still another was even more successfulat burningthe candle, or the calendar,at both
ends-he worked99 weeksa year on his secondjob. By checkingfor outliers,I was able
to constrainmost of theseresponsesto more realisticvalues,but thereis no possibleway
of eliminatingall such errors.
22. See Hall, "WhyIs the UnemploymentRate So High?"and also, Robert E. Hall,
"Turnoverin the Labor Force," BPEA (3:1972), pp. 709-56. The unemploymentregressionsin the appendixto the first paper do not supportHall's positive relationship
betweenwagesandunemployment,probablybecausehe includesa seriesof city dummies.
When the wage was replaced with a detrendedversion (average hourly earnings
deflatedby overall wages instead of prices), the equation was virtuallyidentical. This
means that variationsin wage rates, and not the trend growth, are responsiblefor the
significantcoefficient.
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The next variablerefersto the unemploymentinsuranceprogramof a
worker'sstate. Even though the programsshould be quite similarfrom
state to state-all states provideat least 50 percentof previousearnings
up to a maximumand the definitionsof coveredand uncoveredindustries
are standard-there is a surprisinglylarge variation in coverage. In
Massachusettsand Californiathe ratio of the coveredjobless rate to the
total unemploymentrate is 85 percent;in Virginiait is only 35 percent.23
The variationcan be explainedpartly by industrialdifferencesamong
of eligibility(minimumbase earnstates;partlyby varyinginterpretations
ings, minimumnumber of weeks and quartersworked, initial waiting
periods,and maximumdurationof benefits);and no doubt partlyby the
factthatstatepolicyitselfmaybe influencedby the incidenceof unemployment. If differencesin unemploymentinsurancecoverageare due to the
firsttwo causes,the positivecoefficientsin Table 2 confirma hypothesis,
recentlyadvancedby Feldstein,that unemploymentinsurancedoes affect
unemploymentrates.24Under this interpretationthe averageunemploymentratein Massachusettsshouldbe higherthanthat in Virginiaby about
40 percentof the nationalrate, otherthingsequal.If, on the other hand,
statepolicyis influencedby the existenceor characterof unemploymentin
that state,the coefficientsare biasedupwards.
Whateverthe case, the impact of welfareprogramson unemployment
ratesis not nearlyso strong.For maleheads,a categoricaldummyvariable
was includedto indicatethe twenty-threestates now having the unemployed-parentsegmentof the Aid to Familieswith DependentChildren
program(knownas AFDC-UP),whichpaysbenefitsto familieswithmale
headsonlyif the husbandworksless than 100hoursa month(thus remaining unemployedsome part of the time).In thesestates the unemployment
ratesfor whitemaleheadsarehigherthan the nationalrateby only about
15 percent,whilethose for black male heads are not at all higher.Moreover,for femaleheadsthe levelof publicassistancebenefits,a proxyfor the
23. See Nancy H. Teeters, "Built-in Flexibility of Federal Expenditures,"BPEA
(3 :1971), pp. 621ff., for a discussion.
24. See Feldstein,"Economicsof the New Unemployment."Some empiricalwork on
this topic reachingsimilar conclusions can be found in Arlene Holen and Stanley A.
Horowitz, "The Effect of UnemploymentInsuranceLaws and Administrationon UnemploymentRates,"Departmentof LaborTechnicalAnalysisPaper7 (U.S. Department
of Labor, Officeof Evaluation,1973; processed).
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generosityof the state'sAFDC program,seemsto haveno impactat all on
unemployment.
The final set of variablescorrectsfor variouspersonalcharacteristics
that might influencean individual'sunemployment.The most important
duringthe individof thesewas the degreeof job- or occupation-switching
ual's lifetime.The strongeffect of this variableis not surprisingsince it
wouldbe expectedto be closelyrelatedto abnormalamountsof unemploymentand may not be a truecausalvariable.25The only othernoteworthy
findingis that a criminalrecordmakes it harderfor white males to find
employment,but not for black males. Maybe blacks are alreadytreated
as if they had criminalrecords.
IMPLICATIONS OF THE REGRESSION RESULTS

Thesetwo sets of resultscan be combinedto relateindividualunemploymentto the aggregaterate.For each categoryof age, race,education,and
occupation,I have simply used the equations reportedin Table 2 to
computethe appropriateUJ/U0,holdingall othervariablesat their mean.
U, from Table 1, gives an
Multiplyingby the relevantestimateof aULJ/d
estimatefor aUi/dU.
The weighted average cyclical sensitivity of unemploymentfor all
groupsin this sampleis about0.9-indicating that in termsof percentagepoint changes, the unemploymentof family heads is less responsiveto
changesin the overallratethanthe unemploymentof nonheads.Although
this resultis consistentwith-indeed, controlledby-the time-seriesrelationshipsof Table 1, it may be somewhatbelow the expectedlevel in this
sample with its disproportionaterepresentationof low-incomefamilies.
cannot be estimatedwithoutsome
The precisedegreeof understatement
informationaboutthe responseof unemploymentof secondaryworkersto
cyclicalmovements.However,I have estimatedbelow that there is about
a 20 percentunderstatement
of cyclicallosses in earnings.
Even though the overall response of unemploymentmay be slightly
understated,the distributional
patternsshouldstillbe fairlyaccurate.Being
25. The variablewas unity wheneverthe person had changedjobs more than twice
duringthe previousfive years (as about 30 percentof the regressionsample had done).
bias, I tried alternativeequationswith
Since therewas a risk of simultaneous-equations
this variableomitted.The importantcoefficientsdo not differmuch.
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black makesa male familyhead much more cyclicallysensitiveto unemploymentthanhis whitecounterpart-morethan doublyso in most categories-but has a much smallereffectfor femaleheads. Age makeslittle
differencefor familyheadsof anycategory.Invariably,the moreeducation,
the less the incidenceof unemployment;but higher occupationalstatus
does not necessarilymean greaterimmunityto joblessness-at least as
betweenlow- and middle-classoccupations.
CYCLICAL UNEMPLOYMENT AND PERMANENT ECONOMIC WELL-BEING

Theseresultshaveidentifiedthe incidenceof cyclicalunemploymentby
race, education,and occupation,but not by family income. To do this
requiresapplyingthe results to averagevalues of these categoriesfor
familiesat differentpoints in the income distribution.In this section I
performthesemanipulations,arrayingfamiliesnot by annualincomebut
by a superiormeasure,whichI will termtheirpermanenteconomicwellbeing.
The usualstandardfor measuringdistributionalinfluencesis the annual
personalincome of families. While this standardmay be adequatefor
somepurposes,it has a numberof theoreticalandpracticaldeficienciesas a
measureof economicwell-being-at least some of whichare correctable.
One of the more obvious is adjustmentfor differentlevels of necessary
consumptionwhenfamilysizes differ.Sincefamilysize has a slightnegative correlationwith family personal income, distributionalstatistics
based on grosspersonalincomesomewhatoverstatethe equalityof distributionof economicwell-being.26
Thisdeficiencycan be correctedby dividing eachfamily'sincomeby the federalgovernment'spovertystandardfor
a family of that size and location, hence expressingincome in terms of
"needs"units.
A secondproblemis that familyincomeis definedon an annualbasis.
Partlybecause of the well-knowntransitorycomponent of income and
partlybecauseof an even greatervariationin the family'sneedsstandard,
the membershipof variouseconomicclasses is very fluid. In an average
yearcoveredby this panelsurvey,almostone-thirdof those in the poverty
populationleft it and almost as many enteredit. Overthe course of six
26. This result comes from tabulationsof the panel survey data. Average need falls
from about $4,400 (in 1970 dollars)at the povertyline to about $2,950 when income is
five times the povertyline.
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yearsroughly60 percentof those initiallylistedas poor becamenonpoor,
withtheirplacestakenby otherswho initiallywerenot poor.27Thoughthe
notion of chronicpovertyis not as overstatedas the notion of chronic
unemployment,surprisinglywidespreadchangesin statusdo take place at
the bottom end of the incomedistribution.
Theserapidchangesin annualincomemeanthat computingthe income
distributionand countingthe numbersof poor people on the basis of one
year'sincomewouldunderstatethe equalityof the distributionof economic
well-being,becausethe lower-incomegroupsin any one year would contain many who sufferedtransitorydeclines.A bettermeasurethereforeis
the averageratio of incometo needsfor the entiresix-yearperiod.When
this is computedthe size of the "permanent"povertypopulationis about
12 percentsmallerthan averagelevels prevailingin recentyears.28
To returnto cyclicalunemployment,the regressionsdescribedin Tables
1 and2 provideestimatesof the sensitivityof hoursunemployedfor groups
of differentages, educationallevels, occupations,and so forth, to movements in the overall unemploymentrate. I then constructedsix-year
averagesof the family'sratio of incometo needs, of the age, occupation,
and wage rate of head, and of other variables,for all familieswith continuous data in the panel longitudinalsurvey. These values were then
averagedfor all familiesof differenttypes and classes of income-needs
ratios (whitefamilieswith male heads and six-yearaverageincome-needs
ratiosbetween0 and0.5, 0.5 and 1.0, 1.0 and 1.5,and so on). Applyingthe
coefficientsof the upper panels of Table 3 to
unemployment-sensitivity
the averageage, education,and occupationof membersof variousclasses
of income-needsratios gives the cyclicalsensitivityof unemploymentby
theseclasses.Thesesensitivitycoefficientsarepresentedfor averageincomeneeds ratiosof 1.0, 3.0, and 5.0 in the bottom threelines of Table 3.29
27. See HEW, "The ChangingEconomicStatus of 5000 AmericanFamilies,"p. 11;
and Kelly, "FactorsAffectingPoverty,"p. 24.
28. The weightedannual poverty counts for the Panel Study of Income Dynamics
are always about 30 percentbelow those based on the CurrentPopulation Survey.This
discrepancycould be dueto the fact that the panel'sincomereportingis better,or it could
be becausethe sampleis smallerand may have been biased by attritionto a degreethat
evenweightingcannotcorrect.The averagepovertypopulationis then another12 percent
below that measuredon an annualbasisin the panelsurvey,or 40 percentbelow the CPS
total. See HEW, "ChangingEconomicStatus,"pp. 12-15.
29. Since many are accustomedto unemploymentrates expressedin terms of malefemale, black-whitebreakdowns,for Table 3 I used the racial dummy on females of
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Table 3. Response of UnemploymentRate of Family Head to Movements
in Overall Rate (aUg/9U), by Selected Characteristicsof Head
Malefamily head

Femalefamily head

White

Black

White

Black

Total

0.818

1.927

0.714

0.886

Age of head
Under25
Over25

0.818
0.818

2.217
1.911

0.767
0.711

0.939
0.883

Characteristic

Educationof head
No high school degree
High school degreebut no
college degree
Collegedegree

1.276

2.062

0.853

1.025

0.581
0.514

1.639
1.057

0.594
0.361

0.766
0.533

Occupationof head
Low-paying
Medium-paying
High-paying

0.861
0.974
0.590

2.433
1.712
0.892

0.620
0.884
0.601

0.792
1.056
0. 77

Averagefamily income
Atpovertyline
Threetimes povertyline
Five times povertyline

1.311
0.877
0.652

2.140
1.635
1.307

0.704
0.635
0.538

0.948
0.879
0.782

Sources: Derived from regressionsin Tables 1 and 2. aUil/U is calculated by multiplying aUi/lUg from
Table 2 by aUg/OU from Table 1. The former responses are evaluated for 1967-71.

For all groups, sensitivity to movements in the unemployment rate
declines with economic well-being, implying that high-income people are
less susceptible to cyclical unemployment. They are not totally immune,
however. The unemployment rate for poor white male heads is estimated
to rise by 1.31 percentage points for a 1 percentage point change in the
national rate-twice the rise in the unemployment rate experienced by
white males with an average income of five times the needs standard (about
$22,500 in 1973 for a family of four). For black males the sensitivity at low
income is about 1.6 times that at high income; for females it is even less
than that. One force that holds down all ratios, as intimated above, is that
medium-paying occupations generally display relatively large swings in
unemployment, and these occupations are heavily represented in upperTable2 to presentthe resultsin termsof these four familytypes. All subsequentcalculations treat familiesheaded by femalesas a group.
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income classes. Further, for white males, a college degree seems to influence the sensitivity to unemployment only modestly.
These results are also presented graphically in Figure 1. The figure,
which standardizesthe cyclical impact by putting it in terms of annual loss
of working hours due to a 1 percentage point increase in the unemployment
rate (everybody starts with 2,080 hours a year), indicates that (1) the
percentagelosses of working time decline with economic well-being for all
three groups; and (2) at any level of well-being, families with male heads
fare worse than those with female heads and families with black male heads
worse than those with white male heads. The greater cyclical sensitivity of
blacks to unemployment, relative to whites, is then due partly to the fact
Figure 1. Annual Loss in Working Hours of Family Head, by Color and
Sex, Due to a 1 Percentage Point Increase in the UnemploymentRate,
by Six-Year Average of Family Income-Needs Ratio
Annualloss in head'sworkinghours
50
\Black male
40.

30\

Whitemale\

20-

10

0

.

I

I

I

1

I

5
3
4
2
Ratio of family incometo needs, six-yearaverage

6

7

Sources: Tables 1 and 2, and tabulations from the Panel Study of Income Dynamics, University of Michigan, Survey Research Center.
Note: Asterisk denotes mean income-needs ratio of the sample.
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that the whole scheduleis higher,and partlyto the fact that mean black
income(denotedon the figureby an asterisk)is lower.

OtherEarnedIncome
The directunemploymentof familyheadsdiscussedabove accountsfor
only one portionof the loss in total workhoursaccompanyingany change
in the overallunemploymentrate.In addition,changesoccurin the hours
workedby familyheadswho remainemployed,and also in the laborforce
participationand hours workedby familymembersotherthan the head.
In this section I considerthese effects.
WORK HOURS OF FAMILY HEADS

Up to now little work has been done on the distributionalimpact of
cyclicallosses in hours workedof workerswho remainemployed.Timeseries studies have focused on the aggregatedecline in average hours
worked,whilecross-sectionstudiesof labor supplyhave coveredonly one
year and have not decomposedthe labor-supplyresponseinto changesin
hours and participationrates. But Schweitzerand Smith have recently
completedone paper which indirectlyaddressesthis question.30Using
data from the same Universityof Michiganpanel surveyof households,
they fitted a cross-sectionequationexplaininghours worked for family
heads of variousdemographictypes. One independentvariablewas the
proportionof the head's hours spent unemployed,used as a proxy for
induced cyclical declinesin hours. They find some negative impact of
unemploymentin the currentyear on hoursworkedand an even stronger
impact of unemploymentlagged two years (unemploymentlagged one
year had insignificanteffects).The Schweitzer-Smithresults imply that
hoursemployed(hoursin labor force less hoursunemployed)decreaseby
1.51timesthe increasein hoursunemployedfor whitemale familyheads;
by 1.33 times the hours unemployedfor black male heads, and by 1.25
timesthe hoursunemployedfor females.The weightedaverageestimateof
1.40-a reductionin employedmanhoursof 40 percentmore than the
30. Stuart 0. Schweitzerand Ralph E. Smith, "The Persistenceof the Discouraged
Worker Effect," Industrialand Labor Relations Review, Vol. 27 (January 1974), pp.
249-60.
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directreductiondue to unemployment-isclose to the aggregatecalculation of Perry.3'Althoughthe percentageresponseis largerfor whitemale
familyheads,the absolutechangein hoursworkedis roughlythe sameas
for blacksbecausetheircyclicalmovementin hoursunemployedis larger.
SECONDARY EARNINGS

Two long-establishedempiricalfindingsbearon the responseof secondaryearnersto swingsin thehead'slaborincome,andtheysuggestdifferent
results.On the one hand, studiesof householdbehaviorbased on micro
data have indicatedthat wives and other secondaryearnersrespondto
declinesin thelaborincomeof familyheadsby increasingtheirownparticipation and hours.32At the same time, aggregatetime-seriesstudieshave
reportedconvincinglythat overalllabor force participationand employment rates of youthsand femalesrespondprocyclicallyto movementsin
labor demand.33The apparentinconsistencycan be resolvedonly if the
participationof membersof familieswhose head does not become unemployeddecreasesenoughto offsetthe increasedparticipationin families
whosehead has becomeunemployed.
I havetriedto dealwiththeseand relatedquestionsthroughanotherset
of pooledcross-section-time-series
regressions.For simplicity,theseregres31. Perry,"LaborForce Structure,"p. 542. See also Gordon, "WelfareCost," p. 163.
The specific equations used in these comparisonscame from Schweitzerand Smith,
"DiscouragedWorker,"Table 5, p. 259.
32. See Glen G. Cain and Harold W. Watts (eds.), Income Maintenanceand Labor
Supply:EconometricStudies(MarkhamPress, 1973),Chap.9, for a convenientsummary
of labor supply resultsfor wives. A more thoroughdiscussionof the question of wives'
participationcan be found in Jacob Mincer, "Labor Force Participationof Married
Women," in Aspects of LaborEconomics,A Conferenceof the Universities-National
BureauCommitteefor EconomicResearch(PrincetonUniversityPress for the National
Bureauof EconomicResearch,1962); and Glen G. Cain, MarriedWomenin thzeLabor
Force: An EconomicAnalysis(Universityof Chicago Press, 1966).
33. Perry, "Labor Force Structure,"Appendix. Smith, using CPS gross-flow data,
advances a very simple explanationfor this discouraged-workerphenomenon:unemployed people are morelikely to drop out of the labor force, and thereare more of them
in a recession.See Ralph E. Smith, "The DiscouragedWorkerin a FuU Employment
Economy,"in AmericanStatisticalAssociation,Proceedingsof thleBusinessandEconomic
Statistics Section, 1973 (1974), pp. 210-25. A contraryview, which explains cycles in
labor force participationof females in terms of real and relativewage rates instead of
unemployment,is givenby MichaelL. Wachter,"A LaborSupplyModel for Secondary
Workers,"Reviewof Economicsand Statistics, Vol. 54 (May 1972), pp. 141-51.
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sions directlyexplainthe total secondaryearningsof the family,without
goinginto the complexinteractionsbetweenparticipationand hoursdecisions of variousfamily members.Another, and much more practical,
reasonfor explainingearningsis that good longitudinaldata on the behaviorof secondaryearnersare unavailable;the panel study contains a
completetime seriesonly for the taxableincome(laborand asset income
combined)of earnersotherthanthe wife,an incompletetimeseriesfor the
hoursworkedby these other earners,and no informationat all on their
averagehourlyearnings.
The form of the equationsis basicallythat of a labor-supplyfunction,
modifiedto includemacroeconomicinfluencesand to accountfor the fact
that the dependentvariableis earningsand not hours. The dependent
variableis scaledby the family'spovertythresholdto adjustfor the timeserieseffectof increasingpricelevelsandthe cross-sectioneffectof different
family sizes. The expectednegativeinfluenceof economicconditionson
thesesecondaryearningsfor both wivesandteenagersis representedby the
overallunemploymentrate,and the expectedpositiveinfluenceof individual unemploymentby the head'sloss of wage income due to unemployment,againdeflatedby needs. The lattertermis enteredquadraticallyto
seeif the responseto the head'sunemployment
is nonlinear.Thesumof the
asset income of the family and the husband'slabor income, deflatedby
needs, is used as anothervariableto captureboth the income effect of
demandfor leisuretime and any other positivecorrelationbetweenhusbands'andwives'incomes.A timetrendaccountsfor the secularincreasein
the propensityof womento work over the period.A dummyvariablefor
1972 is designedto measureany greaterunderreportingof secondary
incomein 1972,whenthe surveywas conductedby telephone.And finally,
there is a set of family variables,both demographic(age, presenceof
earnersbesidesthe wife, presenceof childrenunderage 6) and economic
(wagerates,state unemploymentinsurancecoverage).
The equationscome out sensiblyin many, but not in all, respects(see
Table4). Thatfor blackmalesworksbest, witheveryrelevantindependent
variableworkingwell and a surprisinglyhigh (for microdata)R2 of 0.52.
Theequationfor whitemalesworkswellexceptthat the directmeasuresof
the wife'srealwagerate and proxiesfor it (occupationaldummies)led to
incorrectsignsfor the overallunemploymentrateand henceweredropped
from the equation.No wage-ratemeasuresare availablefor secondary
earners(mainlyteenagers)in families with female heads, but there the
overallunemploymentrate did not have the anticipatedsign anyhow.
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Table 4. Coefficientsand Statistics for Secondary Earnings-NeedsRatio
in Families with Working Head, Pooled Cross-section Observations,
1967-72a
Familyhead
Independentvariableand
summarystatistic
Independentvariable
Constant
Aggregateunemploymentrateb
1972d
Times
Ratio of asset plus labor
incometo needsf
Ratio of loss in wages of
head to needsg
Squareof ratio of loss in wages
of head to needs
Head'sage
Squareof head'sage
Familysaving equivalentto
2 months'incomed
Secondaryearnersotherthan
wifed
Childneedingcared
Wife with higlh-paying
occupationd
Wife with medium-paying
occupationd
Nonwhited
Wife'saveragehourlyearnings
(1967 dollars)
State unemploymentinsurance
coverageh
Summarystatistic
,R2
Standarderror
Numberof observationsi
Numberof observationswith
some secondaryearnings

Whitemale

Black male

1.5260 (10.0)
-1.2080 (0.6)
-0.0210 (0.6)
0.0234(1.7)

0.8860 (7.0)
-1.1408 (0.7)
-0.0185 (0.7)
0.0230 (2.1)

Female
-0.1559 (1.2)
e
e
e

0.0204 (5.5)

0.1248 (19.8)

0.1058 (17.9)

0.0717 (1.6)

0.1415 (3.3)

0.2449 (4.6)

-0.0020 (1.8)
-0.0420 (7.0)
0.0004 (6.3)

-0.0108 (2.7)
-0.0412 (7.9)
0.0005 (8.4)

-0.0388 (4.4)
-0.0054 (0.9)
0.0007 (1.2)

0.1843 (8.4)

0.0199 (1.2)

0.3486 (15.1)
-0.4125 (16.4)

0.2857 (16.1)
-0.1211 (7.2)

c

0.4184 (9.6)

e

0.2027 (9.2)

...

c

-0.1334 (1.9)

...

0.2557 (31.0)
-0.3333 (5.7)

e

0.6591 (31.8)
e

...
...
0.1367 (5.7)
..
-0.1171 (1.7)

0.089
0.875
8,408

0.519
0.444
3,509

0.339
0.507
2,825

5,255

2,319

814

Source: Basic data are from the source cited in Table 2.
a. The numbers in parenthesesare t-ratios.
b. Expressedas a decimal.
c. Tried and rejected because of statistical insignificance, inappropriate sign, or inappropriate sign on
some other variable.
d. The value of this variable is 1 if the observation has the specified characteristicand 0 otherwise.
e. 1967 = 1, 1968 = 2, . . ., 1972 = 6.
f. Asset income is defined as in Table 2, note g.
g. Hours unemployed times money wage rate, deflated by poverty threshold.
h. Ratio of state covered to total unemployment rate.
i. The number for families with male heads is less than that in Table 2 because all nonmarried families
are excluded.
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Beginning with the head's unemployment, the equations indicate that
secondary earners do work somewhat more when the head becomes unemployed, but not very much: for families with male heads, extra efforts by
secondary workers recover less than 3 percent of the drop in the head's
earned income; for families with female heads, the figure is 11 percent. The
quadraticterms indicate statistically significant, but very slight, reductions
in even this small response as the variable increases, probably because
upper-income families (whose wages are larger relative to their needs) feel
less urgency about recovering the income loss. The coefficients for state
unemployment insurance programs again have surprisingly strong effects
on reducing secondary earnings. The influence of the business cycle is
perceptiblebut relativelyweak: a rise of 1 percentage point in the aggregate
unemployment rate lowers secondary earnings in families with white male
heads by 2 percent, in families with black male heads by 3 percent, and in
families with female heads not at all. The weighted average of responses of
secondary earnings of all three groups is about 70 percent of the income
loss due to the direct unemployment of the family head, roughly the same
as would be implied by Perry's aggregative calculations.34
Those who are familiar with the labor-supply literature will notice many
"unexpected" signs, each of which can be rationalized in terms of the
peculiar nature of the dependent variable: First, the age quadratic shows
that the response of secondary earnings to age rises with the age of the
family head-because as the head ages, the children do, and thus the wife
is freer to go to work and the children become able to do so. Second, saving
is associated with higher secondary earnings-because it may be some sort
of a proxy for the wage rate of the wife, and because the asset income of
other earners unfortunately cannot be expunged from the dependent variable. Third, secondary earnings are positively related to husband's labor
income and asset income-because the income elasticity of demand for
leisure time is swamped by the fact that asset income may also be a proxy
34. The judgmentthat this responseis roughlycorrectarisesfrom the following reasoning: Perry'scalculations,convenientlysummarizedin Gordon'sTable 3 in "Welfare
Cost" (p. 163),indicatethat the loss of income due to lack of participationis about half
that due to directunemployment.Although this is less than I find here, becauseI treat
the directunemploymentof secondaryworkersas a secondaryearningsloss, my greater
impact is reasonable.My results also imply that certain groups, such as low-income
familiesheadedby males,sufferverylarge proportionatedeclinesin secondaryearnings,
a fact that becomesimportantin the section on transfersbelow.
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for the wife's wage rate, for past secondary earnings, and even for the
impact of the business cycle.

LOSSES IN EARNED INCOME DUE TO HIGHER UNEMPLOYMENT

These influences can now be summarized by examining the impact of
overall unemployment conditions on the earnings for families at different
points in the distribution of permanent income. This impact can be determined for each family type and each class of average income-needs ratios
through the following model.
(1) Unemployment of head:
208

-a1AU,

where HU is the head's hours unemployed, and U is the overall unemployment rate. Estimates of a, for three values of the income-needs ratio are
given in the last three lines of Table 3.
(2) Labor income of head:
AHY=

a2L(W. HU),

where HY is the head's labor income and W is the six-year average of
hourly earnings in the appropriate income-needs class. The scale factor
a2 adjusts for the fact that hours unemployed lead to even greater percentage changes in hours worked. The Schweitzer-Smith estimates listed
above are used for this coefficient.
(3) Secondary earnings:
HY
__
b_
A
+ b2 (
N U)
N
ff 1 N

A SE=b

3Au

where SE is total secondary earnings, and N is family needs. The bi coefficients for the three family types are those listed in Table 4: b1 is the
coefficient for asset plus labor income relative to needs (since asset income
is constant, the only relevant change is that in head's labor income); b2 is
the coefficient for loss in wages relative to needs, with the quadratic effect
included; and b3 is the coefficient for the aggregate unemployment rate.
The results of these calculations are presented in Figure 2, in terms of
the percentage loss of family income due to an increase of 1 percentage
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Figure 2. Percentage Loss in Family Personal Income, Excluding Changes
in TransferPayments, Due to a 1 Percentage Point Increase in the
UnemploymentRate, by Color and Sex of Head, and by Six-Year
Average of Family Income-NeedsRatio
Percentageloss infamily personalincome
5.0

4.0 Black male
3.0-

2.0 -

Whitemale

1.0

1

2
3
4
5
Ratio of family incometo needs,six-yearaverage

6

7

Sources: Tables 1, 2, and 4, and tabulations from the Panel Study of Income Dynamics.
Note: Asterisk denotes mean income-needs ratio of the sample.

point in the unemployment rate. Notice first that the overall average loss is
1.2 percent, which is below most estimates of the cyclical impact of rising
unemployment on aggregate incomes. The comparison is not valid for
two reasons, however. First, the cyclical estimate of a 2.7 percent decline
in income accompanying every 1 point increase in the unemployment rate
includes 0.9 point due to higher productivity, which goes either into corporate profits and dividends or higher wages for employed workers and is
therefore above and beyond the relationships I deal with. Once this
component is deducted, the cyclical decrease due to losses in manhours
alone is 1.8 percent. Second, my calculations are based on total family
personal income, roughly 15 percent of which is made up of nonlabor
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income (transfer payments and income from assets). If the labor earnings
of all working families were to decline by 1.8 percent due to losses in manhours, in line with the aggregate calculations above, their family personal
income would decline by 1.5 percent. Thus the numbers presented in
Figure 2 account for about 80 percent (1.2/1.5) of the cyclical loss in income, with the understatementbeing attributable to the various statistical
problems mentioned earlier-explicit and implicit attrition in the sample,
measurement error in recalling unemployment, and the fact that the
responses of secondary earnings estimated in Table 4 may be weaker than
they should be.
The distributional conclusions are much the same as those arising from
Figure 1, where only the absolute loss in head's hours was measured. One
important differenceis that the curve for families with female heads is now
much flatter, because the labor income of poor families of this type is a
small enough part of personal income that even sizable declines in hours
worked induce only relatively small percentage declines in income. Increases in overall unemployment are now seen to result in slightly larger
percentage losses of income for middle-income families with female heads
than for either poor or rich ones. A second difference is that the disparity
between the curves for white and black families at any income level has
narrowed, partly because the percentage response in the head's work hours
is greater at all income levels for whites, partly because the responses of
secondary earners are quite similar. However, the labor income of families
with black male heads still declines more than twice as much, in percentage
terms, as that of families with white male heads because mean income is
much lower for blacks.35

TransferPayments
Many have argued that business cycles are much less damaging to people
now than in the past because of the rapid growth in governmental transfer
programs. Others have argued that despite their growth, most transfer
programs are still not fully comprehensive and that many do not even
serve all who are eligible. Thus a systematic examination of whether trans35. This findingis borne out by the curves in Figure 1 and also by RichardB. Freeman, "Changesin the Labor Market for Black Americans,1948-72," BPEA(1:1973),
pp. 76-77.
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fer programsdo in fact protect households against the damages of business
cycles is in order.
This section discusses the protection afforded by five different types of
programs covered in the Panel Study of Income Dynamics: (1) unemployment benefits; (2) AFDC benefits; (3) the bonus value of food stamps;
(4) the portion of social security that benefits the nonaged, primarily
payments to the disabled; (5) all other public and private transfer payments, including private pension benefits, help from relatives, alimony,
and child support.36Using the Michigan data in regression analysis, I have
estimated the aggregate responsiveness of the various transfers to changes
in economic conditions. Since public transfers of all kinds have expanded
markedly over the six-year period 1967-72, all the relationships are estimated only for 1971, the latest year in which complete data taken by personal interview are available. Furthermore, because the results pertain
to the nonaged population, all families whose head was older than 65 were
dropped from the sample.
The main problem in using household data to describe transferprograms
is underreportingof income. There are no statistics on the degree of underreporting from the Panel Study of Income Dynamics, but the Current
Population Survey, which asks similar questions, finds these reporting
percentages:37
Unemploymentbenefits
Publicassistancebenefits(includingAFDC)
Food stampbenefits
Social securitybenefits

66
70
80
90

The panel study percentages should be higher because the longitudinal
nature of the survey should improve the quality of the information in the
later years. Moreover, as is mentioned in note 28 above, standard definitions of income and family needs lead to somewhat higher incomes, and
36. Privatetransfersare simplyexchangesof money within the householdsector and
would not normally be consideredtransfers.However, the Michigan panel data are
recordedin such a way that it is impossibleto distinguishthese paymentsfrom other
governmentaland businesstransferpayments.
37. See CurrentPopulationReports,"Money Incomein 1972 of Familiesand Persons
in the United States,"SeriesP-60, No. 90 (1973), p. 25. For food stampssee TheSocial
andEconomicStatusof the BlackPopulationin the UnitedStates, 1973, SeriesP-23, No.
48 (1974), p. 22.
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fewernumbersof poor people,at the bottomof the distribution.Nevertheless, thereundoubtedlyremainssome underestimateof transferresponses
due to underreporting.
UNEMPLOYMENT INSURANCE

Accordingto Feldstein,workerswho are covered by unemployment
insuranceare coveredvery well indeed-some with benefitsthat exceed
theirincomefrom theirwork.38To the extentthat this is true,the unemploymentinsurancesystemis so responsiveto declinesin laborincomethat
workersmayhavelittleincentiveto findjobs. At the sametimeunemploymentinsurancedoesnot benefitthosewho workin uncoveredoccupations,
those who have not workedlong enoughto qualifyfor benefits,or those
who have been unemployedfor more than the maximumcoveredtwentysix weeks(thirty-ninein a recession).Moreover,unemploymentinsurance
could be expected to provide little protectionagainst income declines
resultingfrom losses in overtimehours and secondaryearnings,which as
notedaboveareresponsiblefor muchof the lossinlaborincomeforfamilies
with maleheads.
To knowhow unemployment
benefitsrespondto lossesin earnedincome
requiresknowinghow they respondto losses in wages due to unemployment,andthenhow lost wagesarerelatedto lossesin total earnedincome.
The firstrelationshipis evaluatedthrougha regressionof the form:
(4)

= co ?

cl (W

U)(SUIC) +

C2

(W

HU)(SUIC)()

whereT1standsfor unemployment
benefits,SUICis the ratioof coveredto
total unemploymentratesin the state, and Y is familyincome excluding
transfers(HY + SE + assetincome),or pretransferincome.Theequation
allowsbenefitsto respondto lost wagesmore,the more comprehensiveis
the state program,and also in a nonlinearway as income changes.The
coefficientestimatesin Table 5 indicatethat for familieswith male heads
responsivenessdeclines as family income rises, while for families with
femaleheadsit increaseswith familyincome.The responseof benefitsto
38. The most completestatementof this positioncan be found in MartinS. Feldstein,
"UnemploymentCompensation:Adverse Incentives and Distributional Anomalies,"
National Tax Journal, Vol. 27 (June 1974), pp. 231-44.
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wages lost due to unemployment can be computed from this equation,
evaluated at the mean of SUIC. To insure homogeneity, the relationship
is transformedas follows:39
OT1

(5) d(W* HU)

_
-

coN

___

(W * HU)

Y

(W ?HU) + cN(SUIC) + c2(SUIC) N.

Values for benefits relative to wages lost due to unemployment given by
this technique are also shown in Table 5. They indicate that even though
some people may be covered very well, the ratios of benefits to lost wages
are only in the range from 24 percent to 13 percent (depending on the
income-needs ratio) for families with male heads and from 23 percent to
18 percent for families with female heads. These low percentages are attributable both to the fact that many unemployed persons are not covered and
to the fact that the ratios of benefits to lost wages are low even for those
who are covered (see the last two lines of Table 5).40
The second reason for incomplete protection by unemployment insurance is that it deals only with losses in labor income resulting from direct
unemployment. The aggregate degree of cushioning can be obtained by
multiplying the above relationship involving wages lost due to unemployment by a factor indicating that direct unemployment is only one source
of income loss, as is implicit in equations (2) and (3):
(6)
(6)

~
~

aTj

/

~~
dY = at(W

HU)\
\a(W
aTj
aY
J
HU)}

The numbers resulting from these operations are even lower than those in
Table 5. They are given in the first three rows of Table 10, which sum39. A neater way to insure homogeneitywould have been to estimate equation (4)
without an intercept.WheneverI tried, however, using forms where the equationwas
0 and anotherformwhereit was dividedthroughby
multipliedthroughby N (withco O)
(W * HU)/N, the coefficientsimpliedpredictedbenefitsbelow averagesfor the sampleby
unreasonableamounts.My techniquebasicallyreproducessample averages(see note c to
Table 5), with slight differentialeffects due to income and family size.
40. All numbersare understatedbecauseof the underreportingof transferincome.By
way of illustration,samplesurveysof unemploymentinsurancerecipientsindicatethat in
1969,77 percentof unemployedadult men and 57 percentof unemployedadult women
(nonheadsas well as heads) drewbenefits.See Gloria P. Green, "Measuring Total and
State InsuredUnemployment,"Mon2thllyLaborReview,Vol. 94 (June 1971), p. 40. The
coverage figures in Table 5 thus seem about 30 percent low for male family heads,
roughly consistent with the underreportingpercentages listed above. However, even
if Tl/(W. HU) were increasedproportionatelyto eliminate underreportingbias, the
basic conclusionsregardingunemploymentinsurancewould remaintrue.
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Table 5. Coefficientsand Statistics Showing Impact of Unemployment
InsuranceBenefits in Relation to Needs, by Sex of Family Head, 1971a
Familyhead
Descriptionb

Male

Female

0.0121 (7.8)
0.1901 (14.1)
-0.0438 (12.1)

0.0096 (2.6)
0.0032 (0.1)
0.0366 (2.3)

Independentvariable
Constant
(SUIC) (W* HU/N)
(SUIC) (W HU/N) (Y/N)

Suimmary
statistic
R2

Standard error

0.146
0.073

0.019
0.098

0.240
0.206
0.127

0.231
0.179
0.204

0.342
0.612

0.183
0.300

0.649
0.317

0.650
0.352

Impliedvalueof ratio of unemployment
benefits to (W * HU),c by ratio of

pretransferfamily incometo needs,
Y/N
1.0
3.0
5.0

Beneficiariesas a percentof
unemployed heads
For Y/N<1.J5
For Y/N > 1.5

Benefitsper recipientas a proportionof
wages lost diue to uniemployment
For Y/N < 1.5
For Y/N > 1.5

Source: Derived from data in the Panel Study of Income Dynamics for 1971.
a. The numbers in parenthesesare t-ratios.
b. SUIC = ratio of covered to total unemployment rates in state
W = average hourly earnings in the appropriate income-needs class
HU = head's hours unemployed
N = family needs
Y = pretransferfamily income.
c. In the text I describea procedurefor replacing the marginalcoefficientaTi/a( W-HU) with the average
Ti/( W HU) in computing the cushioning effect, where Ti is unemployment benefits. If this procedure had
not been followed and only the marginal coefficients had been used, the cyclical cushioning impact of unemployment insurance would have been much smaller: the marginal coefficients would have been between
0.10 and -0.02 for male-headedfamilies and between 0.03 and 0.13 for female-headedfamilies. The values
shown here are much closer to the product of beneficiaries as a percent of the unemployed and benefits
per recipient, as a proportion of wages lost for the appropriateincome class, shown in the lower two panels
of the table.

marizesthe results for the various transferprogramsdiscussedin this
section.Now unemploymentinsuranceis seen to provideonly relatively
minorprotectionagainstcyclicalincomelosses-between 6 and 8 percent
of dollarlossesin earnedincomefor familieswithmaleheads,and between
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14 and 18percentfor lossesin familieswithfemaleheads.Familiesheaded
by femalesfare better,proportionately,becausedirectunemploymentis a
muchlargercomponentof lossesin earnings.
AID TO FAMILIES WITH DEPENDENT CHILDREN

The welfaresystem,formallyknownas Aid to Familieswith Dependent
Children,has beenthe subjectof so muchcriticismin the past decadethat
One of the most commonlymentionedis
its defectsare by now familiar.41
the fact that, transferbenefitsgenerallydeclineby $2 for every$3 increase
in earnings-in effecta "tax"rateof 67 percenton the changein earnings.
Thishightax ratehas been stronglycriticizedbecauseit reducesincentives
for familiesto raise their incomesby workingmore hours; at the same
time,however,it does protectfamiliesagainstlossesin earnedincomethat
would otherwiseresultfrom cyclicalswingsin labor demand.
A second difficulty-this time workingto decreaseprotection-is the
system'sincompletecoverage:some familiesheadedby femaleswith fairly
low incomesare not coveredif they residein certainless generousstates;
familiesheadedby malesarenot coveredat all in twenty-sevenstates;and
in the twenty-threestates that have the programfor families with male
heads (AFDC-UP), benefitsare paid only when the husbandworks less
than 100 hours a month, has been unemployedfor 30 days, and is not
eligible for unemploymentinsurance.Even then, AFDC-UP sharesthe
characteristicof unemploymentinsurancein cushioningincome declines
resultingfrom directunemploymentbut not from othersources.
The largerprogram,for familieswith femaleheads,worksmuch like a
negativeincometax in the sensethat benefitsare paid wheneverincomeis
low. I have thus estimatedcyclicalcushioningby expressingthe ratio of
benefitpaymentsto needsas a linearfunctionof (a) the ratioof pretransfer
incometo needs,and (b) state public assistancebenefits,with the sample
limitedto those with pretransferincome less than 1.5 times the poverty
line. The results,presentedin Table 6, revealthe cushioningeffect to be
-0.196.
41. A good survey of these problemscan be found in Michael C. Barth, George J.
Carcagno,and John L. Palmer,Towardan EffectiveIncomeSupportSystem:Problems,
Prospects, and Choices (University of Wisconsin, Institute for Research on Poverty,
1974).

Edward M. Gramlich

327

Table 6. Coefficientsand Statistics Showing Impact of AFDC Benefits in
Relation to Needs, Families with Female Heads and Income Less than
1.5 Times the Poverty Line, 1971a
Independentvariableand summarystatistic
Independentvariable
Constant
State public assistancebenefits
Ratio of pretransferfamilyincome to needs,
Y/N

Coefficient
0.0641 (1.6)
0.0050 (6.5)
-0.1962 (7.2)

Summarystatistic

R2

Standarderror
Proportionof familiesreceivingbenefits
(percent)
Averagebenefitper recipient(dollarsper
year)

0.193
0.274
36.4
2,479

Source: Same as Table 5.
a. The numbers in parenthesesare t-ratios.

Since the marginaltax rate on earnings is 67 percent, it may seem surprising that benefits increase by only 20 percent of the decline in earned income. Several factors reconcile these two numbers, however. First, even
though marginal tax rates are 67 percent, the existence of an earnings setaside (the first $30 of monthly earnings are untaxed) and the deduction of
work-relatedexpenses in computing benefit levels mean that actual average
tax rates are much lower, possibly as low as 30 percent.42Second, although
the AFDC coverage, which rose rapidly in the sixties, is much more complete than that of unemployment insurance, perhaps 20 percent of the
families with female heads whose income is near the poverty line still
receive no payments because of very low guarantee levels and other administrative vagaries in some states.43A final factor leading to a relatively in42. See BarryM. Blechman,EdwardM. Gramlich,and Robert W. Hartman,Setting
NationalPriorities:The1975Budget(BrookingsInstitution,1974),p. 183; and Robert I.
Lerman, "IncentiveEffects in Public Income TransferPrograms,"in Studies in Public
Welfare,Paper 4, IncomeTransferPrograms:How TheyTax thePoor, Preparedfor the
Use of the Subcommitteeon Fiscal Policy of the Joint Economic Committee,93 Cong.
1 sess. (1974), pp. 1-77. A convenientgraphicalsummaryof how these tax rates work
can be found in IrwinGarfinkeland LarryL. Orr,"WelfarePolicy and the Employment
Rate of AFDC Mothers,"NationalTax Journal,Vol. 27 (June 1974), p. 278.
43. See Blechmanand others,SettingNationalPriorities,Table 7-6, p. 174.
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sensitive response of AFDC payments to losses in earned income is that
benefits are reduced if unearned income increases. Thus if unemployment
insurancebenefits were to rise in response to a fall in labor income, AFDC
benefits would increase less than they otherwise would.
The welfare program for families headed by males operates more like
unemployment insurance than AFDC does for female heads, because
benefits are paid only when the man becomes unemployed. I attempted to
estimate cushioning by fitting an equation similar to (4). The sample was
limited to those living in the twenty-three AFDC-UP states and having
pretransferincome less than 1.5 times the poverty line, thus allowing the
nonlinear term in income to be eliminated. Even this simple form did not
give the correct sign for the wage-loss term, however, and I was obliged to
compare mean AFDC benefits with mean wages lost due to unemployment for those families with male heads whose pretransfer income was
less than 1.5 times the poverty line. The resulting ratio was 0.424. That in
turn is multiplied by the estimate of [O(W.HU)]/d Y, which is - 0.292, used
in equation (6) for low-income males. The final value of OT21/ Y, which is
-0.125 (see Table 10), is greater than the comparable number for unemployment insurance, indicating that for low-income families, AFDC-UP
provides a bigger cushion against lost wages than does unemployment
insurance.

To elaborate on this finding, the panel data indicate that average benefits per recipient are higher for AFDC than for unemployment insurance while the proportion of recipients is about the same-about 35 percent
of poor families with an unemployed male head receive benefits under
each program.44But whereas for unemployment insurance these benefits
make up for only 65 percent of wages lost by recipients, for AFDC they
represent 123 percent of the loss-obviously a large incentive not to leave
the welfare rolls by taking a job. The implied work disincentive becomes
even greater once allowance is made for the fact that payroll and income
tax payments must be made from wages but not from transfer payments;
then net income during periods of unemployment may average as much as
40 percent more than previous wage income for AFDC-UP recipients.
Whether or not Feldstein is right about the implied disincentives in the unemployment insurance program, his basic complaint seems highly justified
44. Since no AFDC recipientcan claim unemploymentinsurance,this means that
70 percent of unemployedmale heads of low income receive some transfer benefits,
which is to say that 30 percentreceivenone at all.
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in the case of AFDC-UP. An obvious way to improve the program would
be to broaden its coverage and cut its average benefits.

FOOD STAMPS

Under the food stamp program, low-income families can buy coupons
whose bonus value (over the cost to them) depends on their pretransfer
income. Since benefits are based on income and since families are eligible
to participate regardless of the sex of their head, this program is probably
the nearest thing to a negative income tax in the United States today. In
the past the program has existed only in certain counties (about 60 percent
of the total) but recent legislation has expanded it to all counties in the
United States. Even then, participation rates are very low: only 26 percent
of low-income families with male heads and 51 percent of low-income
families with female heads claimed benefits in 1971 according to the responses in the Michigan sample. Apparently, many people do not apply
if they expect to be eligible for only a few months, or if the bonus value of
their stamps is small; others do not apply because they are unaware of
their eligibility.
The equations showing the responsiveness of the food stamp program to
income losses are given in Table 7. Again the function is a simple linear
relation between the ratios of benefits, and income, to needs, with both a
constant and a slope dummy indicating the proportion of participating
counties in the state of the sample member. Even when this proportion is
set at one, as it should be under current law (and as it is in Table 10), the
low participation rates hold the implied cushioning of food stamps well
below the implicit program tax rate of 30 percent.

OTHER TRANSFERS

There are two other transfer programs, neither of which is confined to
poor people but both of which show some response to declines in earned
income. Six percent of the families in this sample headed by a male under
age 65, and 17 percent of those headed by a female under age 65, receive
social security transfersunder programs that aid early retirees,the disabled,
and (for female heads) survivors. According to the coefficients reported in
Table 8, these benefits are sensitive, if only very slightly, to declines in
labor income.
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Table 7. Coefficientsand Statistics Showing Impact of Food Stamp
Bonus in Relation to Needs, Families with Income Less than 1.5 Times
the Poverty Line, by Sex of Head, 1971a
Familyhead
Independentvariableand
summarystatistic

Male

Female

Independentvariable
Constant
0.0144 (2.1)
Proportionof participatingcounties in state
0.1017 (8.5)
Proportionof participatingcountiestimesratio
of pretransferfamilyincometo needs, YIN
-0.0768 (8.5)

0.0413 (5.3)
0.0835 (6.9)
-0.0823 (7.3)

Summarystatistic
R2

Standarderror
Proportionof familiesreceivingbenefits
(percent)
Averagebenefitper recipient(dollarsper
year)

0.151
0.070

0.138
0.079

25.8

50.6

866

600

Source: Same as Table 5.
a. The numbers in parenthesesare t-ratios.

Table 8. Coefficientsand Statistics Showing Impact of Social Security
Benefits in Relation to Needs, by Sex of Family Head, 1971a
Familyhead
Independentvariableand
summarystatistic
Independentvariable
Constant
Head disabledb
Ratio of pretransferfamily income to needs,
YIN
(Y/N)

Male

Female
0.1038 (7.3)
0.0559 (2.0)

0.0601 (8.9)
0.2458 (13.8)
-0.0139 (6.3)

-0.0138 (1.3)

0.0005 (3.9)

0.0001 (0.1)

0.117
0.155

0.020
0.233

5.5

16.8

1,957

1,862

Summarystatistic

R2
Standarderror
Proportionof familiesreceivingbenefits
(percent)
Averagebenefitper recipient(dollarsper
year)

Source: Same as Table 5.
a. The numbers in parenthesesare t-ratios.
b. The value of this valiable is 1 when the respondent is disabled and 0 otherwise.
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Table 9. Coefficientsand Statistics Showing Impact of Other Transfersa
in Relation to Needs, by Sex of Family Head, 1971b
Familyhead
Independentvariableand
summarystatistic
Independentvariable
Constant
Ratio of pretransferfamily income to needs,
YIN
(YIN)2

Male
0.1530 (11.7)

Female
0.3333 (13.8)

-0.0271 (6.2)

-0.0795 (4.2)

0.0009 (3.8)

0.0007 (2.8)

0.019
0.316

0.029
0.435

18.2

49.0

1,818

1,777

Summarystatistic

R2
Standarderror
Proportionof familiesreceivingother
transfers(percent)
Averagebenefitper recipient(dollarsper
year)

Source: Same as Table 5.
a. Transfer programs other than unemployment insurance, AFDC, food stamps, and social security.
b. The numbers in parenthesesare t-ratios.

A muchlargernumberof families-18 percentof those withmaleheads
and 49 percentof those with female heads-receive some miscellaneous
transferseitherfrom some other governmentalsource,a privatepension
plan, or (mainlyfor femaleheads)alimonyand child support.In addition
to being fairly large-they average$1,800 a year for those who receive
them-these transfersaresomewhatresponsiveto losses in earnedincome,
particularlyfor familieswith femaleheads, as the coefficientsreportedin
Table 9 suggest.

SUMMARY

Table 10 providesa summaryof the results for the various transfer
programsthat aregivenin detailin Tables5 through9. For each program
it showsthe sensitivityof benefitsto declinesin earnedincomeevaluatedat
pretransferincomesof one, three,and five times the povertyline for the
two familytypes. It also gives the overallresponseof transferpayments,
the sumof the fiveindividualresponses.For low-incomefamiliesheadedby
females,transfersriseby 56 cents for everydollarthat earnedincome de-
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Table 10. Sensitivity of Various Transfer Programs to Loss in Earned
Income (aTjfay), by Income-NeedsClass and Sex of Family Head, 1971
Programand ratio of averagefamily
incometo povertyline

Familyhead
Male

Female

Unemployment
insurance
At povertyline
Threetimes
Five times

-0.070
-0.084
-0.059

-0.185
-0.143
-0.163

Aid to FamilieswithDependentChildreni
At povertyline
Threetimes
Five times

-0.125
...
...

-0.196
...
...

Food stampboniuses
At povertyline
Threetimes
Five times

-0.077
...
...

-0.082
...
...

Social securitybenefits
At povertyline
Threetimes
Five times

-0.013
-0.013
-0.012

-0.014
-0.014
-0.013

Othertransferpayments
At povertyline
Threetimes
Five times

-0.026
-0.024
-0.023

-0.078
-0.077
-0.076

All transferpaymenitsshown
At povertyline
Threetimes
Five times

-0.311
-0.121
-0.094

-0.555
-0.234
-0.252

Sources: Tables 5-9 and tabulationsfrom University of Michigan, Survey Research Center, Panel Study of
Income Dynamics for 1971.

clines, thus providing a substantial cushion. Indeed, since these figures are
based on transfer income, which may be underreported, and follow the
usual convention of being expressed in terms of personal income-which
is to say, they do not allow for the fact that federal and state personal
income taxes are assessed on earned income but not on transfers-the
cushion might be as large as 80 percent. This degree of cushioning for poor
families whose head is female may be about as great as is feasible, given
the need to provide within the transfer system some incentive for working.
Even the highest income group of families headed by females gets a 25
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percent cushion. But families with male heads do not do as well; their
cushions range from 31 percent to 9 percent for the income groups considered here. For one thing, programs other than AFDC, which benefit
all kinds of families, have less complete coverage than does AFDC, which
mostly benefits families headed by females. For another, the important
transfer programs are based only on unemployment and not on total
losses in income from all sources. This perhaps is one good, if less familiar,
rationale for replacing present income-support programs (AFDC-UP and
food stamps) with a universal negative income tax.

CYCLICAL INCOME LOSSES

The impact of transfer payments on the distribution of cyclical income
losses can be derived by combining equation (4), as estimated for various
transfersin Table 10, with the magnitudes depicted in Figure 2. The results,
which would then pertain to 1971, are given in Figure 3. Obviously, the
curves have shifted down relative to Figure 2, reflecting the fact that,
through its savings on transfer programs, the government is one beneficiary of the cyclical increase in income.
Of special note among the features of Figure 3 is the greater progressivity
of the incidence line for families headed by females because of the greater
responsiveness of transfer programs at low incomes. Now poor families
headed by females suffer losses in personal income of less than one-half of
1 percent for each percentage point increase in the unemployment rate-a
lower percentage decline than is suffered by all but the highest income
families with female heads.
Families headed by males are not as fortunate. While transfer programs
do respond to income losses more at low than at high incomes even for
these families, this differentialhas not eliminated the regressivityof cyclical
movements. Percentage declines in income are still two and one-half times
as great at the poverty line as at five times the line, and four times as great
as at the highest income level shown in the figure. At least for these families,
the unpleasant distributional ramifications of business cycles are not
much ameliorated by transfers.
Finally, the weighted average income decline of 1.6 percent in Figure 3
translatesto an increase in the poverty population on the order of 600,000
people, or about 2 percent, for every percentage-point increase in the un-
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Figure3. PercentageLoss in FamilyPersonalIncomeDue to a
1 PercentagePointIncreasein the Unemployment
Rate,by Colorand
Sex of Head andby Six-YearAverageof FamilyIncome-Needs
Ratio,1971
Percentage loss in family personal income
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Sources: Tables 1, 2, 4, and 10, and tabulations from the Panel Study of Income Dynamics for 1971.
Note: Asterisk denotes mean income of the sample.

employmentrate. This conclusionis similarto resultsthat might be expected from the reduced-formstudies,describedabove, if they were extendedusinglaterdata.45On the basis of data on incomeand familyneeds
45. The only updatedversion of these studies I am aware of is by JonathanP. Lane,
"The RelationshipBetweenPovertyIncidenceand EconomicGrowth-with Projections
of Poverty Incidenceto 1980" (U.S. Office of Economic Opportunity,January 1972;
processed).
I should note, however, that the results given here disagreewith those recently reportedby ThadW. Mirer,"TheDistributionalImpactof the 1970Recession,"Reviewof
Economicsand Statistics, Vol. 55 (May 1973), pp. 214-24. Using the same Michigan
longitudinalpanelsurveydata, Mirercomparedactual 1970incomefor each familywith
its predictedincomeif therehad been no recession,derivedby extrapolatingthe family's
1967-69 income experience.He found that lower-incomegroups fared relativelymuch
betterin the 1970 recession,actuallyimprovingtheir position absolutelyby fairlylarge
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for 1969, these resultsimply that every percentage-pointincreasein the
unemploymentratereducesthe shareof aggregatepersonalincomereceived
by those in the bottom quintileof the distributionof income-needsratios
(below 1.3)from 5.30 percentto 5.26 percent.

Conclusion
The calculationsreportedin this papersuggestthat increasesin unemploymentare regressivein theirincidencefor familiesheadedby men but
not for thoseheadedby women.If the unemploymentratewereto increase
by 1 percentagepoint, familiesheadedby maleswith poverty-lineincome
would suffera loss in income of nearly 3 percentdue to direct unemployment, declines in hours worked, and reduced secondaryearnings,
whilethoseat fivetimesthe povertyline wouldexperienceincomedeclines
of approximately1 percent.These numbersdo not suggest that highincome people escapecyclicaldeclinesunscathed,even when attentionis
confinedto earnedincomeand transfers;but they do indicatedisparities
that could becomequitewide in a substantialcyclicaldecline.
For familieswithfemaleheads,on the otherhand,the impactof cyclical
movementsis actuallysomewhatheavieron middle-than on lower-income
families.If the unemploymentrate were to rise by 1 percentagepoint,
incomes would declineless than 0.5 percentat the povertyline, slightly
range,andaboutthesameamountat thehighest
morein themiddle-income
incomelevel.The impacton femalesis smalleronly partlybecauseof their
to unemployment;
the restof the differencearises
lowerdirectsusceptibility
becauselaborincomeis a smallercomponentof total incomeat the lower
ranges,because secondaryearningswould inevitablyrespond less, and
becauseboth publicand privatetransferprogramsprovidegreatercyclical
protectionfor women.
Race is a significantelementin the impact of higher unemployment.
Familiesheadedby black malessufferincome losses approximatelytwice

amounts.Two possiblefactorscould underliethis surprisingfinding:(1) Mirer'sresults
show a sizablegrowthof transferpaymentswhich,in this period,would have been due in
part to exogenous policy changes; and (2) if the low-income people in 1969 included
manywho weretemporarilypoor, their1967-69growth rateswouldbe drasticallyunderstated and they would tend to look bettereven in a recessionyear like 1970.
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as greatas those experiencedby familiesheadedby white males. Part of
this disparityis due to the fact that familieswith black male heads fare
worsethanwhitesof the sameincomelevel; but of greaterconsequenceis
thegenerallylowerincomesof blacksandthustheirgreatervulnerabilityto
the regressivityof cyclicalmovements.For familieswith female headsthe
black-whitedifferencesare much less pronouncedbecausedifferencesat
any incomelevel are smallerand becausethose with low incomesdo not
sufferproportionately
greaterincomelossesthanthose withhigh incomes.
For all typesof families,the directunemploymentof the familyhead is
obviouslyan importantcomponentof the declinein income, but it does
not tellthewholestory.Hoursworkedby familyheadsfall 40 percentmore
thancan be attributedto directunemployment,and declinesin secondary
earningsareresponsiblefor lossesin incomeof similarmagnitudes.On the
other side, transferprogramsare effectivein replacingcyclical losses in
earnedincomefor some groupsbut not for others.For every one-dollar
declinein earnedincome,transferbenefitsriseby 9 cents for high-income
familieswithmaleheads,31 centsfor low-incomefamilieswithmaleheads,
and 56 centsfor low-incomefamilieswith femaleheads.
Thus, while unemploymentdoes hit low-incomefamiliesharderthan
high-incomefamilies,this findingis not true for all familytypes and may
not be inevitable.Effortsto improvethe coverageof transferprogramsfor
low-incomefamilieswithmaleheads,specificallyby basingpaymentsmore
on incomelossesin generaland less on unemployment,wouldeliminatea
largeportionof the adversedistributionaleffectsof high unemployment,
and have the additionalbenefitof preventingblack-whiteincome disparities fromwideningwhenlabor demandslackens.
It shouldbe emphasized,however,that the relationshipsdealtwith here
equityimplicationsof higher
representonly the relativelystraightforward
unemployment.By confiningthe analysisto differentincome groups, I
have ignoredthe seriousequity implicationsof the fact that within any
incomeclass, some workersare consignedto involuntaryunemployment
and some are not. A furtherproblemis that even those who remainemployedmaylose wageincomeand the opportunityfor a betterjob as overall labor demandslackens.Offsettingthese considerationsare the distributionalimplicationsof unanticipatedinflation.Any completecomparison
shouldconsiderall costs and benefitsfor variouspeople, which go well
beyondthe implicationsof cyclicalmovementsdiscussedin this paper.

Commentsand
Discussion
R. A. Gordon: This paper represents a useful attempt to study in some
depth the differential effect on family income of cyclical changes in the
level of unemployment. The findings are interesting and important. In
general they confirm what other, less intensive, studies have led us to expect. But the cross-section data used permit detailed analysis that is not
possible in more aggregative time-series studies.
The author has been ingenious in developing his relationships one step
at a time and in using the variables in his regression equations. A number
of questions can be asked about the details of the empirical results presented here. But before posing some of them, I should like to raise a few
broader issues. First, the study would benefit from more historical perspective. It emphasizes differential effects on the distribution of employment
and income over the course of the business cycle. But because the data in
the cross-section cover the years 1967-72, they include the last three years
of the abnormally long upswing of the sixties-years in which unemployment rates were very low and very stable at about 3.5 percent. The remaining three years include one of mild downswing and two of halting recovery.
How similar, then, is this cyclical episode to other periods of comparable
length spanning boom, recession, and early recovery? In what respects are
the patterns of employment and unemployment differentin this period from
those in earlier booms and recessions? How did the Vietnam boom and its
termination affect the results reported? What effects, if any, carried over
from the Great Society programs of the Johnson administration? How
does the period 1967-72 relate to important underlying trends, suChas the
decline in labor force participation rates among black males and older
white males? What are the implications of the apparent reversal in the
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trend toward greater equality in the distribution of income, which seemed
to become apparent after about 1966? What does the large-scale move
toward revenue sharing mean for manpower programs?
I want to offer a second general criticism-or perhaps raise a general
issue-of a more technical nature, on which I should welcome some informed discussion. I am not altogether comfortable with the effort to
merge cross-section data, covering many microeconomic observations,
with time-series data that involve only six consecutive observations for
each family. Do these data really provide a number of independent observations equal to six times the number of families in the sample? Or, so far
as cyclical behavior is concerned, are there only six observations? I would
like the views of the experts on statistical inference about these issues. The
results obtained in the regression equations seem intuitively reasonable,
but I have no confidence in the t-statistics presented, and I am not prepared
to dismiss the low value of the R2s as casually as Gramlich does. Similarly,
I am concerned about the appropriatenessof grafting regressions for transfer payments based on a single year (1971) onto the regressions that apply
to the entire 1967-72 period.
A final general question concerns the extent to which the empirical results are affected by the nature of the sample. What are the implications of
the exclusion of family heads who were out of the labor force for three or
more of the six years covered? For example, does it mask cyclical influences that may affect the age of retirement, insofar as those who retire
early may get omitted from the sample? What is the effect of combining
black and white families with female heads, even though those with male
heads are disaggregated by race?
I also have a number of questions about the regression equations relating
group unemploymentrates to the national rate. First, I am not sure why the
group selected to correspond to male family heads was limited to those aged
25 to 54. Why omit those from 55 to 64? Second, the linear time trends in
these regressions must reflect chiefly trends in demography and in labor
force participation, and their implications must be interpreted with care.
The extremely strong negative time trend for black males is hard to believe, and it has to be viewed against the background of declining labor
force participation by this group.
In Table 2, among the explanatory variables are two groups of occupations-"high paying," and "medium paying." The latter is a hodgepodge,
including on the one hand clerical and sales workers, who have relatively
low cyclical sensitivity to unemployment, and on the other semiskilled
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operators with high cyclical sensitivity. This probably accounts for the
positive coefficient that seems to surprise the author. Also, membership in
the occupational groups must be significantly correlated with the variable
for hourly earnings. Other interrelationshipsin these regressions also need
to be investigated. For example, there may be important correlations
among education, job stability, and criminal records.
In general the results in Tables 2 and 4 present few, if any, surprises.
The differences among the regression coefficients for race and sex groups
are about what one would expect. They confirm that the black male suffers
most from cyclical unemployment.
I found quite useful the analysis of transfer payments in the final part
of the paper. And, given my own views, I particularly appreciated Gramlich's careful treatment of unemployment insurance, which provides an
antidote to some of the more sweeping claims regarding the disincentive
effects of this form of transfer income.
Charles Holt: Gramlich has written a good straightforwardpaper. I was
bothered by the logical incompleteness of two things, both of which the
author has mentioned. One is the exclusion of cyclical changes in wages.
Since the whole thrust of the paper is on the cyclical impact on earnings,
that seems an unfortunate omission. Second, when the significance of
transfer payments is appraised, the neglect of personal income taxes leaves
the analysis incomplete. Those two things would need to be added, ideally,
before one could draw final conclusions about Gramlich's central question.
Although he is trying to focus on earned income, the data he is using
include nonearned income. More attention might be given to the seriousness of this bias. How serious it is depends on a quantitative issue-the
relative proportion of nonearned income to earned income. The data ought
to be examined with that issue in mind.
On one specific point, I would question the assumption underlying the
regression equations in Table 2 that families with male heads would not
be influenced by a child needing care. That is a chauvinist assumption that
at the very least should be tested.
More generally, I am bothered about the way the data initially embodied
in a fairly large sample were stripped away. If something happened to alter
the headship of the family, like a divorce, or if the data were incomplete,
such families were dropped from the samples. I suspect that the practice
introduces a bias, because some of those who would be most hurt by a
cyclical downturn and whose jobs would be most threatened probably
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would be vulnerable to repercussions within the family structure as well.
Simply dropping them out of the sample may result in underestimates of
the cyclical impact on some precarious families.
Almost in passing the paper mentions a number of policy issues that
seem to me to be bombshells worthy of more emphasis. First, the motivation for the paper was that some people may have to make serious sacrifices
for the good of the nation in its fight against inflation. Then it turns out
that those who are going to be called on to sacrifice the most are the very
ones who fare the worst even in good times. The regression analyses reveal that blacks suffer from joblessness nearly as great as that of whites
with criminal records. Furthermore, black households headed by males
sufferespecially. Aside from the racial angle, the data clearly show that the
lowest-income members in the society are the ones who bear the brunt of
the restriction in demand associated with fighting inflation. This is certainly a sobering conclusion.
One would have hoped-and perhaps even have believed-that unemployment compensation was one social invention that offered balancing,
or social sharing, of the distress that accompanies demand restraint. But
it appears to have much smaller coverage than is widely recognized, in
terms of both total breadth and adequacy of the payments. Perhaps even
more shocking, the occupations and jobs with high turnover have the
poorest coverage by unemployment compensation. The paper reveals a
sharp disparity between the groups who can and do benefit from unemployment compensation and those who, from society's point of view, need
it most.
The broad policy thrust of the paper helps to spotlight a number of
important questions. While many of the issues and findings are not novel,
the paper certainly underscores their significance.

General Discussion
In response to some of the issues raised by R. A. Gordon and Holt,
Gramlich noted that his sample seemed to miss about 20 percent of the
income losses due to unemployment that would be expected on the basis
of aggregate estimates. This bias presumably reflects a combination of (1)
attrition in the sample through nonresponse; (2) further attrition because
of Gramlich's decision to eliminate families that had changes in composition or irregularattachment to the labor force; and (3) response errors that
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mightarisefrom dependenceon memoryestimatesof unemploymentand
secondaryearningsin the previousyear. Gramlichcould not allocatethe
bias among these three sources, nor could he judge whetherit would
understatethe relativeburdensimposedon low-incomeworkers.
Gramlichalso sought to clarifyhis mixed findingson unemployment
compensation.On the one hand, the responsesin his samplesuggesteda
surprisinglylow coverageof familyheads and a remarkablylow ratio of
unemployment
benefitsto normalearningsamongmaleswho arecovered.
On the other hand, his findingsdid suggestthat those states with more
comprehensive
unemploymentinsuranceprogramsdid tend to havesomewhatmoreunemployment.
MichaelWachterand R. A. GordonemphasizedGramlich'sfindingthat
workerswith a historyof job instabilityare amongthose who suffermost
froma cyclicaldownturn.This findingsupportsthe laborturnoverstudies
of Robert Hall. Consideringthe correlationof job instabilitywith such
factorsas failureto finishhigh school, it indicatesa clusteringof adverse
laborforce attributesand highjob turnover.R. J. Gordon,however,suspectedthat Gramlich'sstudy of job instabilitymay involve a tautology,
since his measureof it is not entirelyretrospective.Thus if a workerhas
had tenjobs in the last ten years,he is likelyto havehad a spell of unemploymentduringthe past year,whetheror not thereis any causalrelation
betweenpreviousjob instabilityand currentunemployment.
Anotherissue of causationwas raisedby ArthurOkun.He questioned
whetherdifferencesin the generosityof unemploymentinsurancecoverage
among states lead to differencesin unemploymentrates, as Gramlich
interpretshis result,or whetherthe relationshipmay at least in partreflect
a propensityfor better unemploymentinsurancecoveragein states with
more severesocial problemsof unemployment.
Robert Hall thoughtthe paper would be more completeif two more
areaswerecovered.First,he askedfor an explicitestimateof the effectsof
higherunemploymenton the size distributionof income. Second, a discussionor analysisof the changesin laborforceparticipationwouldmake
the findingson unemploymentmoremeaningful.
F. ThomasJusterquestionedthe validityof the variablethat indicates
a criminalrecord.The informationwas gatheredvoluntarily,raisingthe
issue of whetherthose willingto admittheircriminalrecordsare a representativesampleof those havingcriminalrecords.This is particularlyimportantin view of the surprisingfailure of this variableto explain any
variancein the unemploymentof blackmales.

