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FOREWORD

When the members of the Rowell-Sirois Commission began their collec-
tive task in 1937, very little was known about the evolution of the
Canadian economy. What was known, moreover, had not been exten-
sively analyzed by the slender cadre of social scientists of the day.

When we set out upon our task nearly 50 years later, we enjoyed a
substantial advantage over our predecessors; we had a wealth of infor-
mation. We inherited the work of scholars at universities across Canada
and we had the benefit of the work of experts from private research
institutes and publicly sponsored organizations such as the Ontario
Economic Council and the Economic Council of Canada. Although
there were still important gaps, our problem was not a shortage of
information; it was to interrelate and integrate — to synthesize — the
results of much of the information we already had.

The mandate of this Commission is unusually broad. It encompasses
many of the fundamental policy issues expected to confront the people
of Canada and their governments for the next several decades. The
nature of the mandate also identified, in advance, the subject matter for
much of the research and suggested the scope of enquiry and the need for
vigorous efforts to interrelate and integrate the research disciplines. The
resulting research program, therefore, is particularly noteworthy in
three respects: along with original research studies, it includes survey
papers which synthesize work already done in specialized fields; it
avoids duplication of work which, in the judgment of the Canadian
research community, has already been well done; and, considered as a
whole, it is the most thorough examination of the Canadian economic,
political and legal systems ever undertaken by an independent agency.

The Commission’s research program was carried out under the joint
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direction of three prominent and highly respected Canadian scholars:
Dr. Ivan Bernier (Law and Constitutional Issues), Dr. Alan Cairns (Pol-
itics and Institutions of Government) and Dr. David C. Smith (Economics).

Dr. Ivan Bernier is Dean of the Faculty of Law at Laval University.
Dr. Alan Cairns is former Head of the Department of Political Science at
the University of British Columbia and, prior to joining the Commission,
was William Lyon Mackenzie King Visiting Professor of Canadian Stud-
ies at Harvard University. Dr. David C. Smith, former Head of the
Department of Economics at Queen’s University in Kingston, is now
Principal of that University. When Dr. Smith assumed his new respon-
sibilities at Queen’s in September 1984, he was succeeded by
Dr. Kenneth Norrie of the University of Alberta and John Sargent of the
federal Department of Finance, who together acted as Co-directors of
Research for the concluding phase of the Economics research program.

I am confident that the efforts of the Research Directors, research
coordinators and authors whose work appears in this and other volumes,
have provided the community of Canadian scholars and policy makers
with a series of publications that will continue to be of value for many
years to come. And I hope that the value of the research program to
Canadian scholarship will be enhanced by the fact that Commission
research is being made available to interested readers in both English
and French.

I extend my personal thanks, and that of my fellow Commissioners, to
the Research Directors and those immediately associated with them in
the Commission’s research program. I also want to thank the members of
the many research advisory groups whose counsel contributed so sub-
stantially to this undertaking.

DONALD S. MACDONALD
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INTRODUCTION

At its most general level, the Royal Commission’s research program has
examined how the Canadian political economy can better adapt to
change. As a basis of enquiry, this question reflects our belief that the
future will always take us partly by surprise. Our political, legal and
economic institutions should therefore be flexible enough to accommo-
date surprises and yet solid enough to ensure that they help us meet our
future goals. This theme of an adaptive political economy led us to
explore the interdependencies between political, legal and economic
systems and drew our research efforts in an interdisciplinary direction.

The sheer magnitude of the research output (more than 280 separate
studies in 70+ volumes) as well as its disciplinary and ideological
diversity have, however, made complete integration impossible and, we
have concluded, undesirable. The research output as a whole brings
varying perspectives and methodologies to the study of common prob-
lems and we therefore urge readers to look beyond their particular field
of interest and to explore topics across disciplines.

The three research areas — Law and Constitutional Issues, under
Ivan Bernier; Politics and Institutions of Government, under Alan Cairns:
and Economics, under David C. Smith (co-directed with Kenneth Norrie
and John Sargent for the concluding phase of the research program) —
were further divided into 19 sections headed by research coordinators.

The area Law and Constitutional Issues has been organized into five
major sections headed by the research coordinators identified below:

¢ Law, Society and the Economy — Ivan Bernier and Andrée Lajoie
* The International Legal Environment — John J. Quinn
* The Canadian Economic Union — Mark Krasnick



« Harmonization of Laws in Canada — Ronald C.C. Cuming
« Institutional and Constitutional Arrangements — Clare F. Beckton
and A. Wayne MacKay

Since law in its numerous manifestations is the most fundamental means
of implementing state policy, it was necessary to investigate how and
when law could be mobilized most effectively to address the problems
raised by the Commission’s mandate. Adopting a broad perspective,
researchers examined Canada’s legal system from the standpoint of how
law evolves as a result of social, economic and political changes and
how, in turn, law brings about changes in our social, economic and
political conduct.

Within Politics and Institutions of Government, research has been
organized into seven major sections:

« Canada and the International Political Economy — Denis Stairs and
Gilbert Winham

« State and Society in the Modern Era — Keith Banting

 Constitutionalism, Citizenship and Society — Alan Cairns and
Cynthia Williams

« The Politics of Canadian Federalism — Richard Simeon

» Representative Institutions — Peter Aucoin

« The Politics of Economic Policy — G. Bruce Doern

« Industrial Policy — André Blais

This area examines a number of developments which have led Canadians
to question their ability to govern themselves wisely and effectively.
Many of these developments are not unique to Canada and a number of
comparative studies canvass and assess how others have coped with
similar problems. Within the context of the Canadian heritage of parlia-
mentary government, federalism, a mixed economy, and a bilingual and
multicultural society, the research also explores ways of rearranging the
relationships of power and influence among institutions to restore and
enhance the fundamental democratic principles of representativeness,
respensiveness and accountability.
Economics research was organized into seven major sections:

« Macroeconomics — John Sargent

+ Federalism and the Economic Union — Kenneth Norrie

o Industrial Structure — Donald G. McFetridge

« International Trade — John Whalley

+ Income Distribution and Economic Security — Frangois Vaillancourt
« Labour Markets and Labour Relations — Craig Riddell

« Economic Ideas and Social Issues — David Laidler

Economics research examines the allocation of Canada’s human and
other resources, the ways in which institutions and policies affect this



allocation, and the distribution of the gains from their use. It also
considers the nature of economic development, the forces that shape our
regional and industrial structure, and our economic interdependence
with other countries. The thrust of the research in economics is to
increase our comprehension of what determines our economic potential
and how instruments of economic policy may move us closer to our
future goals.

One section from each of the three research areas — The Canadian
Economic Union, The Politics of Canadian Federalism, and Federalism
and the Economic Union — have been blended into one unified research
effort. Consequently, the volumes on Federalism and the Economic
Union as well as the volume on The North are the results of an inter-
discipiinary research effort.

We owe a special debt to the research coordinators. Not only did they
organize, assemble and analyze the many research studies and combine
their major findings in overviews, but they also made substantial contri-
butions to the Final Report. We wish to thank them for their perfor-
mance, often under heavy pressure.

Unfortunately, space does not permit us to thank all members of the
Commission staff individually. However, we are particularly grateful to
the Chairman, The Hon. Donald S. Macdonald; the Commission’s-Exec-
utive Director, J. Geraid Godsoe; and the Director of Policy, Alan
Nymark, all of whom were closely involved with the Research Program
and played key roles in the contribution of Research to the Final Report.
We wish to express our appreciation to the Commission’s Administrative
Advisor, Harry Stewart, for his guidance and advice, and to the Director
of Publishing, Ed Matheson, who managed the research publication
process. A special thanks to Jamie Benidickson, Policy Coordinator and
Special Assistant to the Chairman, who played a valuable liaison role
between Research and the Chairman and Commissioners. We are also
grateful to our office administrator, Donna Stebbing, and to our sec-
retarial staff, Monique Carpentier, Barbara Cowtan, Tina DeLuca,
Frangoise Guilbault and Marilyn Sheldon.

Finally, a well deserved thank you to our closest assistants: Jacques
J.M. Shore, Law and Constitutional Issues; Cynthia Williams and her
successor Karen Jackson, Politics and Institutions of Government; and
I. Lilla Connidis, Economics. We appreciate not only their individual
contribution to each research area, but also their cooperative contribu-
tion to the research program and the Commission.

IVAN BERNIER
ALAN CAIRNS
DAvVID C. SMITH
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Y.

PREFACE

Volumes 15-18 of the Collected Research Studies represent the product
of the Commission’s research program in labour markets and labour
relations. The primary objective of these 22 papers is to assess the state
of knowledge of key aspects of labour market and labour relations
behaviour and to examine the policy implications of this knowledge.

A wide range of topics was addressed in the labour research program,
a reflection of the Commission’s extraordinarily broad mandate and the
importance of labour-related issues to economic and social perfor-
mance. In addition, the program was influenced by an advisory group
from the disciplines of economics, industrial relations, and labour law.
Given the broad scope of labour issues, and the integrated and cross-
disciplinary approach taken, the division of the research papers into four
separate volumes is as unfortunate as it is inevitable. Although the
division chosen is a fairly natural one, some issues receive only brief
attention here because they are covered more thoroughly elsewhere.

This volume deals with key aspects of labour market behaviour and
performance — in particular, employment and unemployment, labour
force participation (particularly that of women), the amount of time
spent working by those in the labour force, and equal pay and equal
opportunity in the labour market. A number of labour market policies —
including unemployment insurance, minimum wages, work sharing,
equal pay for work of equal value, and affirmative action — are exam-
ined in detail.

Most closely related to the papers in this book are those in Labour
Market Adjustment in Canada, volume 18 of the research studies, which
deals with aspects of labour market adjustment to change, including the
impact of economics and technological change on the labour market,
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education and training, and regional labour market mobility. Also rele-
vant are the two volumes on industrial relations. Canadian Labour
Relations, volume 16 of the research studies, examines aspects of collec-
tive bargaining and other mechanisms for determining wages and work-
ing conditions and assesses the performance of Canada’s industrial
relations system in areas such as occupational health and safety and
collective bargaining disputes. Labour-Management Cooperation in
Canada, volume 15 of the research studies, examines the potential role
of innovative and non-adversarial approaches to labour-management
relations in Canada.

The reader of this volume will also find useful a number of papers
which appear elsewhere in the Commission’s research, particularly
Jean-Michel Cousineau, “Unemployment Insurance and Labour Mar-
ket Adjustments,” and John Kesselman, ‘“Comprehensive Income
Security for Canadian Workers,” both in Income Distribution and Eco-
nomic Security in Canada, volume 1 of the research studies.

W. CRAIG RIDDELL
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Y.

Work and Pay: The Canadian Labour Market
An Overview

W. CRAIG RIDDELL

The operation of the labour market affects the well-being of most indi-
viduals, both those in and those outside the labour force. For many
Canadians their primary source of income, and therefore the primary
determinant of their economic well-being, is pay received in exchange
for labour services provided to employers. Work can also be a source of
satisfaction and of a sense of accomplishment. The variety of employ-
ment opportunities available to Canadians, and the wages received for
their work, are clearly of fundamental importance.

For these reasons issues relating to work and pay are always topical
and often controversial. Today there is much concern about high levels
of unemployment and projected slow economic growth. There are also
fears that rapid technological and economic change may take place, and
that substantial adjustments on the part of the labour force will be
required. Another issue attracting considerable attention is the income
and employment opportunities of women, as well as other groups such
as native people, visible minorities and the handicapped.

Clearly this is a sweeping set of issues. Several topics are examined in
this volume, and others in the companion volume (Riddell, 1985a). The
division is not an easy one to make, but the issues are too large and too
important to be addressed adequately in one volume. This volume
covers aspects of work and pay, including employment and unemploy-
ment, labour force participation (especially of women), the amount of
time spent working, and discrimination, equal pay and equal oppor-
tunity in the labour market. The companion volume deals with the topic
of labour market adjustment to change. It thus examines the impact of
technological change on the labour market, education and training, and
regional labour market adjustment. Also closely related are the compan-



ion volumes on labour relations (Riddell, 1985b, 1985¢), which deal with
topics relating to collective bargaining and other mechanisms for deter-
mining wages and working conditions. Again, the division between the
topics to be discussed here and in these related volumes is not an easy
one to make, and cross references will be provided when appropriate.

Each of the papers in this volume deals with aspects of labour market
behaviour. The authors examine alternative explanations for observed
behaviour and the implications of the existing state of knowledge. In
addition to illuminating the current understanding of these phenomena,
the papers also evaluate aspects of labour market performance. Stephan
Kaliski’s paper provides a broad overview of labour market develop-
ments in the postwar period, focussing primarily on the causes and
consequences of unemployment. Frank Reid’s related paper deals with
aspects of working time, particularly employment sharing (or work
sharing) as a mechanism for dealing with unemployment.

Probably the most dramatic labour market development of the post-
war period was the substantial increase in the labour force participation
of women, particularly married women. This phenomenon had numer-
ous effects on the nature of family life and on society more generally.
Issues relating to the changing role of women in the workplace receive
considerable attention in this volume. Alice and Masao Nakamura
survey a large body of empirical research on the determinants of the
labour supply and earnings behaviour of Canadian women. Their pri-
mary objective is to find the extent to which the rise in female labour
force participation, in particular that of married women, can be
explained in terms of observable variables affecting labour supply such
as family size, husband’s income, education, wage rates, and job oppor-
tunities. Morley Gunderson’s paper deals with labour market discrimi-
nation, and issues relating to equal pay and equal opportunity in the
labour market. Such issues are, of course, relevant not only to women
but to others who may have received less than fair treatment from
society. Nonetheless, much of the debate over labour market discrimi-
nation and equal pay has focussed on women and most of the discussion
here is carried on in this context.

This volume thus deals with several key aspects of Canadian labour
market behaviour. In recent years there has been increased recognition
of the importance of labour market and labour relations institutions and
behaviour to overall macroeconomic performance. This point was rein-
forced by the research symposium on foreign macroeconomic perfor-
mance organized by the Royal Commission (see Sargent, 1985b).
Experts from Australia, Sweden, the United Kingdom, France, the
Netherlands, West Germany, Austria and Switzerland reported on eco-
nomic developments and issues in their respective countries. The rap-
porteur, Douglas Purvis, summarized one of the salient conclusions of
the symposium: “All roads lead to the labour market.” The primary
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focus of this volume is on labour market performance from a micro-
economic perspective; that is, on the efficient use of labour and other
resources, and on the distribution of income and opportunity. These
aspects are closely related to macroeconomic behaviour, however, and
the links will be pointed out as appropriate.

A well-functioning labour market is desired not for its own sake, but
because it contributes in an important way to the well-being of individ-
uals in society. An efficient labour market maximizes the overall level of
well-being for given endowments of land, labour, capital and other
resources. For this reason, policies to promote the efficient operation of
the labour market deserve attention. Moreover, equity of outcomes in
the labour market, perhaps more than elsewhere, is also a significant
concern. Issues relating to both efficiency and equity arise several times
in this volume.

Governments have increasingly intervened in the labour market in the
postwar period. Although this is part of a more general trend of increased
government involvement in the economy, the intervention in the labour
market appears to have been no less and possibly greater than in other
areas of economic and social endeavour. Many of these interventions
can be interpreted as an attempt to achieve a set of income, employment
and related outcomes that correspond more closely to what we as a
society deem equitable. A central theme of the papers in this volume is
that these policy interventions typically have additional, and quite possi-
bly unintended, effects. These often subtle effects must be considered in
evaluating policies and their design.

The organization of this overview paper is as follows. In the next
section we review the very substantial changes and developments that
have occurred in the Canadian labour market since World War II. This
provides useful descriptive background for the analysis which follows.
First we discuss the rise in unemployment that took place over this
period, especially during the past two decades, followed by a close look
at youth unemployment. Each of these sections draws primarily on
Kaliski’s paper in this volume. Next we discuss two labour market
policies which arise in the discussion of unemployment: unemployment
insurance and minimum wages. The unemployment insurance section
draws on a number of background papers written for the Royal Commis-
sion: Cousineau (1985), Vanderkamp (1985), Gunderson (1985), as well as
Kaliski’s paper in this volume and Kesselman’s (1985) study of the
Canadian income security system. We then examine issues relating to
working time, particularly hours worked per week. Special attention is
devoted to the topic of employment sharing, the central issue in Reid’s
paper.

In the remaining two sections we focus on the role of women in the
world of paid work. Drawing primarily on the Nakamura paper, we
discuss the causes and consequences of the increased participation of
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women in the work force; next, based on the Gunderson paper, we
discuss the controversial issues relating to discrimination, equal pay and
equal opportunity to the labour market.

Labour Market Developments in the Postwar Period

The period since World War 11 has been one of substantial growth and
change in the Canadian labour market. The main trends and changes
include the rapid growth in the labour force and employment; the
increase in average unemployment rates in the 1970s and 1980s; the
dramatic rise in female participation rates and in the importance of
multi-earner families; the altered age, sex, and educational composition
of the labour force; the decline in the growth of labour productivity, and
the concomitant decline in real earnings growth in the 1970s and 1980s;
changes in the occupational, regional and industrial composition of
employment; the increased importance of part-time work;; the decline in
time spent working — hours per week, weeks per year, and years
worked over the lifetime — for “full-time” workers; the increased
importance of government programs in the labour market, and the
increased regulation of the terms of employment.

A number of these developments are described in this section, as
background for the analysis which follows. While this section is neces-
sarily largely descriptive, the causes and consequences of these changes
receive more attention in subsequent parts of the paper.

Several key aggregate economic and labour market indicators are
shown in Table 1-1. To abstract from cyclical effects, the table shows
growth rates between the cyclical peak years of 1956, 1966, 1973 and 1981.
When available, average data for the period 1927-46 are also included to
provide additional historical perspective. However, as these years
include the Depression and World War II, there is considerable vari-
ability underlying these averages.

The population grew very rapidly in the first two decades of the
postwar period. The bulk of the growth came from natural increase
associated with the “baby boom”; however, immigration also played an
important part, especially in the decade 1947-56. Immigration slowed
after 1957, this decrease, together with falling birth rates, led to sharp
declines in population growth beginning in the early 1960s.

Overall economic performance was excellent during the period from
1947 to 1973. Productivity and real income per capita grew at rapid rates
compared to those attained earlier and subsequently. Employment
increased and average unemployment rates were lower than levels expe-
rienced prior to 1947 and since 1973. Only in the average inflation rate
was there some deterioration in performance compared to the 1927-46
period; however, although the Consumer Price Index (CPI) in 1946
approximately equalled its level in 1927, there was substantial upward

4 Riddell



‘9661 01 9p6] WOy 2)el YImoI3 ageraae ay) jo syurod afejuadiad ¢°( 10j PAIUNOIOR UONBIIPIJUO)) OJUI PUR[PUNOJMIN JO AU Y],

"GL6I UI SINDD0 SALIAS Y] UI AJMNUNUOISIP JoulW © ([8—9/6] poLrad ay) 104

'996] PUB 9pg] UI INIJ0 SILIIS Ul SaNI[IqeredwWOd-UOU IOUIW :judawAo[dwa ueIIAl)
‘996 19)Je IIP[O PUB SIBAA G[ (996] 0} JOLId I9A0 pue a3 JO SIdA 4] uonendod
"'996] PUB 9pE] UI INDD0 SILIS Ul SANI[IqeIedwod-uou JIOUTy

‘1dD 2yl Aq painseaw Sy

‘paAojdwd uosiad 1ad FNO [y

‘uone[ndod Aq papIAIp FNDO [eY

"AND [e3Y

&0 0T Ues b

"S[OAQ[ [ENUUE JO safeloAe

are (ayes uonedronted ‘ajer juawAojdwaun ‘9)el UONBYUT) SALIIS SuTureWwY payroads porrad ay) Jo JeaA [euy 3yl Ul [9A3] 3Y) 01 pay1dads poriad ay)
210J2q JBA 2} UI [2AJ] Y} WOIJ SSBAIOUI punoduwiod [enuue Jo SAFLIIAL 218 SIJRI [IMOID) *9SIMIIYI0 PAJOU SSI[UN S$AJRI YIMOIF dIB SI[QRLIBA [[Y S2ION

ity — ¥'79 6'C LEE 15T 18-vL61
L9 = '8¢ 0'¢ 't 95¢C €L=L96]
¢ — I'vS 9 9C (44 99—-LS61
€9 — 9°¢S 81 81 |5cd 9S-LYy6l
- LS vl vl 91 9v—LT61
(s19y10m pred) Py yuauiopdury j92104 Jnoqe| elo],
PIYI0A\ SINOH [BnuUUY uonednniel
suonemdog 3d1nog
(et L6 10 Ll 0°¢ v°0 60 el 18—¥L61
GiS vy S¥c 6'¢ v'S ¥°0 01 vl €L~L961
Y 0'¢ [¢ v'c 9v v'0 81 (44 99—-LS61
it 194 St 9 (Y 9°0 0°¢C eL'C 9$—Ly6l1
'8 [0 I'c (6% 983 10 <l (| 9Y—LT61
Py 298y pAyApONpPOIY sejde) 1og qndinQ uopeagruuy [e1njeN [eloL
juwkojdudun) uoneyuy Jwiodu] [eay LB | 19N
uonjendog

SPUAL], J9YIBJA ANOQE] PUR JIWOUO0IY A3 [-] ATV

Riddell 5



and downward movement in prices in between these end points. Infla-
tion has been considerably higher since 1973, though it should be noted
that this deterioration began in the mid-1960s.

It is worthwhile recalling that during this “golden era” (1947-73),
considerable concern was expressed on several occasions about eco-
nomic performance. For example, the upward movement of prices in the
1950s, the high unemployment levels experienced in the 1957-58 reces-
sion, and, in the late 1950s and early 1960s, the possibility of a lengthy
period of structural unemployment associated with automation and
other technological change all received substantial attention.

The causes of the aggregate economic behaviour shown in Table 1-1
are discussed in detail in Sargent (1985a). In this volume we examine the
causes of the rise in unemployment over the postwar period. Further, a
brief discussion of the decline in productivity growth since the early
1970s is included, both because it has important implications for labour
market outcomes and because there has been some speculation that
labour market developments played a role in this decline. However, the
primary focus of the papers in this volume is on labour market
behaviour. Inevitably, some overlap with macroeconomic developments
occurs.

As the baby-boom generation aged, the source population (the popu-
lation of working force age) grew rapidly. The participation rate (the
fraction of the scurce population employed or seeking employment) also
rose. As a result of these two developments, the labour force grew very
rapidly, especially in the late 1960s and the 1970s. This process of the
baby-boom generation working its way into the labour market is now
complete; the rate of growth of the source population has decreased
steadily since 1974 and the number of people aged 15 to 24 in the labour
force has been declining since 1980 (see Kaliski, Table 2-2). Behind these
aggregate trends and changes lies considerable change in the industrial,
occupational and demographic structure of the labour force.

The rise in labour force participation reflects three main forces: the
dramatic increase in participation rates of adult women (women 25 years
and over), the rise in youth (15-24 years) participation since the
mid-1960s (reversing its previous downward trend), and the decline in
participation of adult men. As a result of these changes in participation
as well as the large changes in the relative size of the various age and sex
groups, the age-sex composition of the labour force changed signifi-
cantly. These changes are summarized in Table 1-2.

In 1946, men aged 25-64 accounted for well over half the labour force
(56.6 percent); women aged 25-64 accounted for just over one-tenth of
the total labour force, and only 20 percent of women in this age group
participated in the labour force. About half of men aged 65 and over
remained active in the labour force. By 1981 men aged 25-64 accounted
for well under half the labour force (44.1 percent). Women aged 25-64
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TABLE 1-2 The Age and Sex Composition of the Labour Force

1946 1981
% of Labour Participation % of Labour Participation

Force Rate2 Force Rate=
Women
14/15-24b 10.3 42.4 12.0 63.2
25-64 11.7 20.2 28.2 57.2
65+ 0.4 5.0 0:5 4.4
All age groups 22.4 24.7 40.7 51.6
Men
14/15-24% 16.8 73.0 14.1 72.5
25-64 56.6 95.6 44.1 91.4
65+ 4.2 47.5 1.1 14.0
All age groups 77.6 85.1 59.3 78.3
Total 100.0 55.0 100.0 64.7

Source: Statistics Canada, The Labour Force, various issues.

a. The participation rate is an annual average of monthly observations.

b. For 1946, youth are 14 and over, the old labour force survey definition. For 1981 the
revised labour force survey definition (15 and over) is used.

now accounted for 28 percent of the labour force, and the percentage of
women in this age group participating in the labour force had almost
tripled to reach 57.2 percent. The percentage of men over 65 participat-
ing in the labour force had declined from 47.5 percent to only 14 percent.
The participation rate of women over 65 remained low (from 4 to 5
percent).

The industrial composition of employment also shifted dramatically,
with an absolute decline in agricultural employment (and thus a major
decline in agricultural employment as a proportion of total employment),
some decline in the share of employment in manufacturing, and a major
increase in the fraction of total employment accounted for by the service
sectors. These changes are shown in Table 1-3. Kaliski (Table 2-3) shows
the industrial composition of employment growth since 1956.

Tables 1-3 and 1-4 display the industrial composition of total employ-
ment, male employment and female employment, and also show the
share of male and female employment in each major industrial sector.
The industrial composition of male and female employment has also
changed significantly, although the changes are not as large as for total
employment.

The share of both male and female employment in agriculture declined
substantially. Both groups also exhibited some decline in the share of
employment in manufacturing, and large increases in the share of
employment in finance, insurance, real estate and other services (which
includes public administration). In addition, the share of overall employ-
ment and of male employment in primary industries other than agri-
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TABLE 1-4 Shares of Employment by Sex in Each Industry

Males Females
Industry 1946 1981 1946 1981
Agriculture 86.8 72.8 132 27.2
Other Primary Industries 98.4 89.2 1.6 10.8
Manufacturing 79.4 731 20.6 26.9
Construction 98.2 90.5 1.8 9.5
Transportation, Communication
and Utilities 88.1 77.6 11.9 22.4
Trade 65.8 56.9 34.2 43.1
Finance, Insurance and Real
Estate 59.7 39.1 40.3 60.9
Other Services 55.0 43.8 45.0 56.2
Community, Business and
Personal Services 40.2a 39.1 59.8a 60.9
Public Administration 77.5a 63.5 22.5a 36.5
Total 77.3 59.6 22.7 40.4

Source: Statistics Canada, The Labour Force, various issues.
Note: There were minor changes in industrial classification definitions between 1946 and
1981.
a. For 1961, the first year for which these data are available. Percent change is from 1961 to
1981, over which period the percent change in total employment averaged 3.0 percent
per year.

culture has declined, and there has been a slight decline in the share of
female employment in trade. Turning to the distribution of employment
by sex (Table 1-4), the proportion of female employment in each industry
has increased, in most cases substantially, but female employment has
become even more concentrated in the service sectors (trade, finance,
insurance, real estate, and other services). Other data on the industrial
composition of employment of men and women are provided in Kaliski
(Table 2-6A).

The occupational structure of employment also changed significantly.
There was rapid employment growth in white-collar occupations (man-
agerial, professional, clerical, sales and services) and slow growth in
blue-collar occupations (farming and other primary occupations, pro-
cessing, construction, transportation, material handling and other
crafts). (See Kaliski, Table 2-4, and Nakamura and Nakamura, Tables
4-2 and 4-4.) The proportion of females in almost every occupation rose,
in some cases very substantially (see Nakamura and Nakamura, Tables
4-1 and 4-3, and Kaliski, Table 2-6B).

A number of other changes are worth pointing out. The fraction of
employment accounted for by “paid workers” (the remainder being
employers, unpaid family members, or self-employed) increased from 67
percent in 1946 to 90 percent in 1981, illustrating the increased impor-
tance of the employment relationship and its concomitant issues relating
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to wages, working conditions, and unemployment. The importance of
part-time work increased dramatically, especially in the 1970s and 1980s.
This growth was heavily concentrated in services-producing industries,
and involved primarily adult women and youth (see Kaliski, Tables 2-5
and 2-7).

One consequence of the demographic trends and changes in participa-
tion was a rise in the number of families with multiple income earners.
Summary information on the growth of family income is shown in Table
1-5.1 The growth in real family income over the 30-year period 1951-81
was a spectacular 124 percent, or a compound annual average of 3.3
percent per year. Most of this growth occurred prior to 1974; from 1974 to
1981 real family income increased by a meagre 8 percent, just over 1
percent per year. The growth in family income occurred during a period
when the average size of families was declining. Thus the growth in
family income per family member was even larger. The increase in real
family income reflects both the rise in real income per employed person
and the increased number of income earners per family. The latter rose
by about 12 1/2 percent (1.27 to 1.43).

The rise in real income per person and per family is the main factor
contributing to higher living standards, or material well-being. This
measure, however, omits an important “commodity’” — leisure time —
which is purchased implicitly by not working. The reduction in hours
worked per year shown in Table 1-1 is another significant trend of the
postwar period, continuing the trend of the earlier part of this century.
(More detail on long-run trends in hours of work is provided in Reid’s
paper in this book.)

After 1973, growth slowed in both sources of increased well-being —
real income and leisure time. This is consistent with the view (discussed
below and by Reid) that the main factor accounting for the long-term
downward trend in time spent working is the trend increase in the real
wage. With the decline in productivity growth beginning around 1973,
the source of real wage growth dried up. The consequence was reduced
growth in real income and leisure time. The decline in productivity
growth is clearly a phenomenon of enormous significance for material
well-being. In addition, it may make income redistribution more diffi-
cult. With a fixed “pie,” distributing more real income to some groups
means that other groups will receive less, rather than a smaller increase
as is the case when real output per person is growing.

While the consequences of the decline in productivity growth are
evident, the causes remain a matter of debate and controversy. Denny
(1985) discusses the various explanations which have been advanced,
and assesses the current state of understanding of this phenomenon.? He
stresses the considerable uncertainty about the relative contribution of
the many potential sources. Factors such as the rise in the relative price
of energy beginning in 1973, the generally greater amount of slack in the
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economy since 1973, and special circumstances in some industries (in
particular, oil and gas) are generally agreed to have played a role, though
most analyses suggest that they cannot account for all of the decline.
Factors such as the altered composition of output (toward services and
away from agriculture, primary industries and, to a lesser extent, man-
ufacturing) and the age-sex composition of the labour force (more inex-
perienced youth, more part-time workers) may well have played a role in
overall productivity growth, but do not appear able to account for the
strong decline beginning in the early 1970s. The contribution of other
factors such as increased government regulation, possible changes in the
work ethic (“people don’t want to work any more”’), and poor labour-
management relations (usually proxied by strikes and lockouts) remains
largely speculative. Because of the potentially multi-causal nature of the
phenomenon, studies which focus on one or a few explanatory factors
suffer from an “omitted variables” problem.? The marginal contribution
of each factor cannot be adequately assessed unless all variables are
included in the estimated equation. Data limitations also constrain the
ability to sort out the alternative forces involved.

Many of these developments — the postwar baby boom, the rise in
service sector employment, the decline in the relative importance of
goods-producing industries, the decline in agricultural employment, the
increased participation of women, and the decline in productivity
growth — also occurred in other industrialized countries.* The timing
and magnitude of these changes differ from country to country, but their
general nature does not. Clearly, many of these trends and changes are
interrelated. They represent a set of jointly determined responses to a
number of exogenous forces. A central purpose of this volume is to
explain what is known (or at least believed to be known) about the causes
and consequences of these developments.

Throughout this description of the main trends and changes in the past
four decades, words like “dramatic,” “significant,” and ‘““substantial”
have been used. The labour force of today is, in Kaliski’s words, ‘“‘unre-
cognizably different from that of twenty years ago,” and even more
different from that in 1946. There seems little doubt that the labour
market is capable of making substantial adjustments in response to
exogenous changes. Whether these adjustments are sufficiently large or
rapid is another question, one which receives some attention in this
volume and is the primary focus of the companion volume (Riddell,
1985a). Perhaps the most evident indication of inadequate, or at least
sluggish, adjustment is the rise in the average unemployment rate, to
which we now turn.
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The Nature and Behaviour of Unemployment

A key trend in the postwar period, even prior to the severe recession of
198283, was the rise in average unemployment rates. Our views about
unemployment, its causes and significance, have also undergone impor-
tant changes. This section discusses the evolution of knowledge regard-
ing unemployment and what is known about the causes of the rise in
“normal” unemployment rates.

Economists typically distinguish several different types of unemploy-
ment. These differ in their causes, their consequences, and the policies
that may be effective in their reduction. The most fundamental distinc-
tion is between deficient demand or cyclical and non-cyclical unemploy-
ment. Various terms are used to describe the latter, including “normal,”
“natural,” and “non-accelerating inflation rate of unemployment” (or
NAIRU).’ The focus of this section is primarily on this “normal” compo-
nent, rather than on the cyclical component, though both are discussed
to some extent.

The causes of aggregate fluctuations in economic activity (or business
cycles), and what institutional arrangements or policies might be effec-
tive in reducing these cycles, are topics addressed by macroeconomics.
They are also complex and controversial, and it is not possible to deal
adequately with these complexities here.® Some discussion of cyclical
effects is inevitable, given their impact on the labour market and the role
the labour market plays in their transmission. However, the treatment is
necessarily cursory.

The non-cyclical component, however, is the traditional domain of
microeconomics (and in particular labour economics). This division of
labour reflects the generally accepted view that, although stimulative
aggregate demand policies could reduce unemployment below the natu-
ral rate or NAIRU, doing so on a continuing basis would result in steadily
increasing inflation. According to this “natural-rate hypothesis,” the
non-cyclical or natural unemployment rate is an equilibrium rate in the
sense that it is consistent with steady inflation. (That is, at this unem-
ployment rate, aggregate labour demand equals labour supply, and real
wages are rising at the trend rate of productivity growth.) Labour market
institutions and policies, however, can alter this “normal” unemploy-
ment rate. The non-cyclical unemployment rate is usually divided fur-
ther into frictional (including seasonal) and structural unemployment,
although a clear division between these two categories is difficult to
make.

The unemployment rate is one of the most widely quoted economic
statistics. To a considerable extent this intense interest reflects concern
about the hardship which unemployment imposes on the affected indi-
viduals and their families and the waste of human resources implied by
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unemployed workers. This interest may also reflect a view that unem-
ployment is largely involuntary. Each of these characterizations of
unemployment, and the changing views about them, is examined below.

Evolving Views about Unemployment

Several observers (e.g., Economic Council of Canada, 1976, chap. 10)
have noted that the degree of “hardship” associated with a given rate of
unemployment has generally declined over the postwar period. This
decline reflects a number of developments. Perhaps most important has
been the very substantial rise in multi-earner families. This in turn
reflects the dramatic rise in the labour force participation of married
women, as well as increases in youth labour force participation. While in
the early postwar period unemployed workers were often the sole or
primary income earners in the family, this situation became significantly
less true in the late 1960s and 1970s. Thus, as noted by Kaliski (Table 2-8),
even when unemployment peaked in December 1982, nearly 70 percent
of families with one or more persons unemployed had at least one person
working. In more than half the families the unemployed person was not
the primary income earner.”

A second factor has been the expansion, both in terms of coverage and
the improvement in benefits, of the unemployment insurance system. In
addition, as noted in the previous section, real income has grown so that
bouts of unemployment can be financed more readily now than in the
past.

Recognition of the increased importance of multiple income earners
and unemployment insurance in providing some protection against the
vicissitudes of the business cycle and government macroeconomic pol-
icies should not be taken as downplaying the severity of the current
unemployment problem, or suggesting that unemployment and financial
hardship are not related in an important number of cases. On the
contrary, as discussed below, the burden of unemployment is unevenly
distributed among members of society so that general statements about
the population as a whole do not apply in an important number of cases.

The description of unemployment as being largely involuntary has
been challenged by some analysts, especially in the past two decades.
What the ensuing debate has largely confirmed is the very slippery
nature of the distinction between voluntary and involuntary unemploy-
ment. Keynes’s original distinction classified unemployment as volun-
tary if a job is available but the worker is not willing to accept it at the
existing wage, while involuntary unemployment occurs when the
worker is willing to work at the existing wage but no jobs are available.
This is more complex than the classification used in popular discussion,
which is based on the reason for leaving the last job (i.e., spells of
unemployment initiated by quitting the last job are classified as volun-

14 Riddell



tary, with other spells considered involuntary). However, it is not suffi-
ciently detailed to deal with some of the subtleties of labour market
situations. Is an individual voluntarily unemployed if he or she continues
searching or waiting for employment rather than accepting the first job to
turn up in the process of job search? When there is imperfect information
about the various jobs available, their rates of pay and working condi-
tions, the dividing line between voluntary and involuntary unemploy-
ment becomes difficult to draw. The worker’s normal job and usual
occupation or region of employment generally enter into attempts to
classify unemiployment as voluntary or involuntary. Individuals may
choose to continue searching or waiting for employment which utilizes
their skills and training or which is located in their existing area of
residence. Is this unemployment voluntary if there exist other, perhaps
low-paying, “dead end” jobs in the same region or jobs which utilize the
worker’s skills in other regions? Similarly, when workers join a firm or
enter an industry or occupation known to involve some risk of layoff in
response to fluctuations in demand, is the individual voluntarily unem-
ployed when a downturn in demand and the accompanying layoff
occurs? He or she can be said to be voluntarily unemployed in the sense
that the risk was known at the time of accepting employment (indeed, the
wage received may well have reflected this risk). However, when the
layoff occurs the worker can be said to be involuntarily unemployed in
the sense that he or she may prefer to continue working at the previous
wage or possibly even at a lower wage rather than being laid off.

Debate on the extent to which unemployment is voluntary or involun-
tary has not produced agreement on acceptable definitions of these
terms. Nor is it clear that agreement on a definition would improve our
understanding of the causes and consequences of unemployment. A
more constructive approach appears to be to concentrate on the nature
and consequences of unemployment, and its costs to the individuals
affected and to society.

Related to the debate over the extent to which unemployment is
typically voluntary or involuntary was the emergence in the 1970s of the
“new unemployment” view which emphasized the importance of turn-
over in the labour market. This ‘“new unemployment” view, which is
discussed in detail by Kaliski, challenged the notion that unemployment
can be characterized simply in terms of a shortage of jobs, with a stock of
unemployed workers waiting for an economic expansion. Rather, it was
suggested that the problem was not so much a shortage of jobs as brief
employment attachments, presumably reflecting a large supply of unat-
tractive jobs as well as a certain amount of experimentation with dif-
ferent types of employment. This situation was felt particularly to
characterize younger workers and women, the groups whose labour
force participation was rising significantly. As evidence for this new view
of unemployment, analysts pointed to the very substantial flows
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between the various labour market states (employment, unemployment,
out of the labour force) and the resulting brief duration of spells of
unemployment.

A considerable amount of subsequent research which is discussed in
detail by Kaliski has confirmed that this turnover view of unemployment
has important elements of truth, but has also demonstrated that it is
overly simplistic as a general characterization of unemployment. In
particular, it has been found that, on average, completed spells of
unemployment are brief, typically two to two-and-a-half months.8 Fur-
ther, the groups which have had the highest unemployment rates —
youth and women — have shorter durations of unemployment than
adult men. Thus, the higher unemployment rates of youth and women
are accounted for by more frequent, rather than longer, spells of unem-
ployment. At the same time, it has been found that an important minority
of workers suffer long spells of unemployment, and that this long dura-
tion unemployment accounts for a significant amount of the total unem-
ployment in the economy.® These individuals thus bear a substantial
portion of the total burden of unemployment. Further, some of these
individuals are “chronically unemployed” in that they suffer repeated
spells of joblessness, and are unemployed for a substantial portion of
their working lives. For these individuals, the claim that unemployment
primarily reflects a shortage of available jobs, at least for people with
these characteristics, appears to be substantially accurate. Further-
more, the description of their unemployment as essentially voluntary is
difficult to accept, though this does not imply that they are not doing the
best they can given their circumstances, nor that there are some low-
paying dead-end jobs available. This conclusion is reinforced by the
findings that a substantial fraction of spells of unemployment end in
withdrawal from the labour force, that this fraction increases with the
length of the spell of unemployment, and that spells of unemployment
which end in employment are longer on average than those which end in
withdrawal from the labour force.

In summary, views about non-cyclical unemployment have evolved
from the “old” to “new” to what might be called “modified new” view.
The latter recognizes turnover and search unemployment, as well as
temporary layoffs in response to variations in demand in specific indus-
tries, as important phenomena. However, it also notes that a significant
fraction of total unemployment is accounted for by the ‘“chronically
unemployed,” people whose employment opportunities, even when the
economy is operating at normal levels of output and employment, are
evidently extremely limited and who as a result suffer long and often
repeated unemployment. As a consequence, recent policy analysis
(e.g., Economic Council of Canada, 1982, chap. 6) has recommended
focussing on this group of structurally unemployed.

The final characterization of unemployment is that it reflects a waste of
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valuable human resources. While this description is generally accepted
for deficient demand unemployment,!© it is less applicable to frictional
and possibly some structural unemployment, the components of the
NAIRU. In particular, some search unemployment can be a productive
investment in the acquisition of information about job opportunities. It is
not true, either from the individual’s or society’s point of view, that an
unemployed searcher should always accept the first job offered. This is
especially the case when it is difficult to continue the search while
employed. The efficient matching of workers and jobs is facilitated by
the search process, both that of employers with job vacancies and that of
unemployed or underemployed workers. Similarly, temporary layoffs in
response to fluctuations in demand can also be an efficient arrangement
for employers and employees, especially when the value of brief periods
of additional leisure time to workers is high and when alternatives to
layoffs (e.g., inventory accumulation) are prohibitively expensive. As
another example, a certain amount of the high job turnover among young
labour force participants can be a productive investment in the acquisi-
tion of information about types of employment most suitable for the
longer term. Finally, in a dynamic economy in which the goods and
services demanded by consumers and the technology of production are
continually changing, there will be increases in labour demand in some
occupations, regions or industries and decreases in others. A period of
unemployment, possibly also combined with relocation or retraining, is
a privately and socially efficient response to such change, though this
does not necessarily imply that the individual should bear the burden of
this response.

Thus, some frictional and possibly some structural unemployment is
beneficial in the sense that it yields net returns to the individual and to
society. However, there is no reason to believe that the natural unem-
ployment rate is optimal in any sense. Analytical and empirical knowl-
edge on this issue is skimpy at present. Models of search equilibrium
indicate reasons why the equilibrium amount of search unemployment
may be non-optimal.!! The focus of policy concern, however, is pri-
marily on structural unemployment, in particular the groups experienc-
ing the greatest difficulty in the labour market. Both on equity and
efficiency grounds, reducing this component of the “normal” unemploy-
ment rate deserves high priority.

A final observation concerning the waste of human resources has to do
with the way we measure unemployment. Specifically, not all of the
unutilized or underutilized labour resources are included in the mea-
sured unemployment rate. The most important exclusion is the group
commonly referred to as “discouraged workers,” those who are not
searching for work and therefore not measured as unemployed because
they believe none to be available or are still awaiting recall after more
than six months on layoff. Kaliski discusses the magnitude of this effect
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in the recent recession and the recovery to date. Another important
group are those who are underemployed — either working fewer hours
than they would wish, or working temporarily in a job which does not
utilize their skills. The importance of these groups increases signifi-
cantly in recessions; that is, the measured unemployment rate under-
states the degree of underutilization of labour resources. Thus, as the
economy recovers, measured unemployment does not fall as quickly as
the degree of underutilized labour (and other) resources declines.

In summary, the evolution of knowledge and belief about unemploy-
ment has led to increased recognition of the complexity of the phe-
nomenon. In discussing whether unemployment is voluntary or involun-
tary and the degree to which unemployment represents a waste of human
resources, it is clear that no simple descriptions apply without important
qualifications. Unemployment is associated with low family income
levels in an important number of cases, but the degree of hardship is
generally less now than in the past. Deficient demand and probably most
structural unemployment is an important waste of resources with sub-
stantial associated human and social costs, but some frictional and
structural unemployment can be a productive use of time, leading to a
better matching of workers and jobs and facilitating adjustment to eco-
nomic fluctuations and change. The degree to which unemployment is
voluntary or involuntary is disputed to the extent that there is not even
agreement on the meaning to be attached to these terms.

The Rise in Unemployment

As noted in the previous section, the average unemployment rate
between cyclical peaks was higher in the 1974-81 period than in com-
parable earlier parts of the postwar era. This suggests that the natural
rate of unemployment, or NAIRU, rose. The remainder of this section
discusses the causes of this rise and their implications for the current
situation.

The NAIRU is estimated to have risen from the 4 to 5 percent range in
the 1950s and early 1960s to the 6 to 7 percent range in the early 1970s,
and to be between 6 and 8 percent today.'? These estimates should be
treated with some caution, for there are important difficulties in control-
ling for the variety of factors affecting inflation and unemployment.

A more detailed discussion of the various factors which are believed to
have caused the rise in the NAIRU is provided by Kaliski. Briefly, most
empirical studies rate as most important the very substantial demo-
graphic changes which occurred during this period and changes in social
legislation affecting the labour market (in particular, changes in the
unemployment insurance program, and, to a lesser extent, minimum
wages). A number of different methodologies have been employed in
these empirical studies.!> Reid and Meltz (1979) estimate unemploy-
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ment-job vacancies (U-V) curves. The extent to which increases in
unemployment are associated with a shift in the U-V curve versus
movement along the curve is a measure of the extent to which the rise in
unemployment is frictional and structural as opposed to cyclical in
nature. Another method, used by Fortin and Phaneuf (1979), constructs
an adjusted unemployment rate series which attempts to provide a
consistent measure of excess demand. Riddell and Smith (1982) jointly
estimate an expectations-augmented Phillips curve and an equation
explaining movements in the natural unemployment rate. Finally, Wogin
(1980) and Riddell (1980) estimate unemployment rate equations based
on the modern classical models of the business cycle or variants thereof,
Each of these procedures finds that demographic trends and changes in
labour market legislation raised the natural unemployment rate by a
significant amount. The estimated effects differ somewhat from study to
study. However, there is a fairly clear consensus that emerges from these
studies. Demographic trends are estimated to have raised the NAIRU by
1 to 2 percentage points, the 1971 revisions to the Unemployment Insur-
ance Act by 1 to 2 percentage points, and increases in real minimum
wages (or minimum wages relative to other wages) in the late 1960s and
early 1970s by 0.1 to 0.3 percentage points. Although these different
methodologies have broadly similar results, the estimates are based on
aggregate time series data and thus should be treated with appropriate
caution.

Another potentially important factor, which has received less atten-
tion until recently, is the rapidity of structural adjustment (owing to
technological and economic change) in the economy. If the pace of
change accelerates, there will be a temporary increase in structural
unemployment as the economy and labour markets adjust to larger
increases in demand in some industries or sectors and larger decreases
in demand in others. Stating this somewhat more precisely, consider two
economies in which labour demand and labour supply are growing at
equal average rates. If labour demand is growing at the same rate in each
industry (or occupation or region) in economy A, but growing at above
average rates in some industries and below average rates in other indus-
tries in economy B, the latter economy would have a higher natural
unemployment rate. That is, the variance in labour demand growth
across industries, occupations or regions may exert an independent
effect on the NAIRU. This hypothesis has been investigated by Lilien
(1982) for the United States and Samson (1985) and Charette and
Kaufman (1984) for Canada. All these studies use an unemployment rate
equation based on modern classical models of the business cycle.

At present there is considerable controversy regarding the extent to
which this “‘dynamic structural unemployment” explanation can
account for the rise in unemployment. Estimates of the natural unem-
ployment rate by Samson (1985) and Charette and Kaufman ( 1984) are
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considerably higher than the estimates discussed above. Indeed, they
place the natural rate in 1982 at 10.6 to 11.0 percent, approximately equal
to the actual unemployment rate. Kaliski discusses this new approach,
and concludes that there is considerable basis for being skeptical of
these estimates at this time.!# Essentially, the difficulty appears to arise
because the variance of growth in labour demand across industries
increases noticeably in cyclical downturns. Thus, any trend effects of
the structural change measure are mixed in with cyclical effects.

Examination of the trend in the variance or structural change measure
indicates a greater rate of structural adjustment in the 1970s and early
1980s compared to the late 1950s and early 1960s, although no greater
than earlier in the postwar period. However, the extent to which this
increased volatility of the economic environment has contributed to a
higher natural unemployment rate has yet to be established.

These different factors have different implications for the future
course of the natural unemployment rate. Most of the demographic
trends should now be leading toward a decline. The rate of growth of the
labour force has slowed and the baby-boom generation has largely
worked its way into the labour market. The only demographic factor
tending to raise the NAIRU is the anticipated continuation in the growth
in the labour force participation rate of women, though this may not
continue to grow at the previous rapid rate. Similarly, social legislation
since the mid to late 1970s has contributed to some reduction in the
NAIRU. After the 1971 revisions, UI benefits were gradually made
smaller or somewhat more difficult to obtain through a series of changes,
particularly those in 1979. Although these changes were small compared
to those made in 1971, they have been estimated to have had a significant
effect on non-cyclical unemployment (Beach and Kaliski, 1983; Fortin
and Newton, 1982; Riddell and Smith, 1982). Minimum wages have been
declining relative to prices and wages in general since the late 1970s, a
decline which seems also to have lowered the NAIRU (Fortin, 1985). An
unsettled question at present is the extent to which these favourable (in
terms of effect on the NAIRU) developments may be offset by increasing
structural adjustment associated with technological changes, altering
world trade patterns, or possibly other factors.

The main other factor which has received attention is technological
change.!5 Kaliski provides an assessment of this issue and concludes
that there is considerable basis for being skeptical of the proposition that
structural unemployment due to technological change is a quantitatively
significant phenomenon now, or that it will become one in the future.
This important issue is also discussed in more detail in the companion
volume (Riddell, 1985a).

In summary, the natural unemployment rate is generally believed to
have risen from the mid-1960s to the late 1970s owing to demographic
developments and changes in labour market policies, principally those
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to the Unemployment Insurance Act. Those trends and changes have
begun to reverse themselves, beginning in the late 1970s, and on the basis
of these factors the natural rate should decline gradually. However,
competing explanations involving industrial and technological change
exist, which are less optimistic about future trends in “normal” unem-
ployment rates. At present the empirical support for these explanations
is a matter of debate. However, the fact that different views exist implies
the need for some caution in interpreting the past and predicting the
future.

This section has focussed on long-term trends and developments. To
conclude the discussion of unemployment, some attention is given to the
present situation. The above assessment indicates that a substantial
portion of the current (Summer, 1985) unemployment (10 to 11 percent) is
cyclical in nature. This implies that a more rapid recovery could take
place without generating significant inflationary pressures. The question
then is how to bring about this more rapid recovery given the other
constraints on macroeconomic policy, in particular the concerns about
the size of the deficit and the achievement of non-inflationary growth.

At this point we have perhaps more than crossed the line I attempted
to draw between labour market and macroeconomic concerns. Thus I
will simply note that a key policy recommendation made recently by
several Canadian macroeconomists (see Fortin, 1985; Wilson, 1985,
among others) — a tighter fiscal policy and a looser monetary policy —
warrants very careful consideration. In order to promote a more rapid
recovery, this policy change would be designed to be, on balance,
expansionary. An even more rapid recovery could be brought about if
there were agreement among business, labour and government on wage
and price moderation. Canada’s history in this regard, however, does not
lead to optimism about the prospects for such an agreement (Riddell,
1985d).

Another policy which has been advocated by some, especially in
Europe, is a legislated reduction in the work week or some other mea-
sure to reduce hours of work by those currently employed. This issue is
fully discussed in a subsequent section and in Reid’s paper.

A key development of the postwar era was our unwelcome experience
with inflation and unemployment and the resulting increased under-
standing of the tradeoffs between employment and other goals. The
commitment to full employment expressed in the White Paper on Employ-
ment and Income in 1945 has gradually given way to the realization that
attention must be given to the goals of both high employment levels and
price stability. During the 1960s, the era of belief in a stable long-run
tradeoff between inflation and unemployment, too much weight was
probably attached to the employment goal and too little to inflation. As a
result, the rate of inflation began to creep upward. Subsequently, the
inflationary pressures emanating from the Vietnam War, plus the supply
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shocks of the 1970s, led to the strong buildup of inflation in the 1970s. The
severe monetary restraint imposed beginning in 1981 has succeeded in
largely extinguishing that inflation. There appears to be a danger that
governments and central banks may now err on the other side; that is,
allow only a modest and gradual recovery to occur because of the
concern about another outburst of inflation.

Widespread acceptance of the natural rate hypothesis, at least as a
proposition about the long-run behaviour of the economy, implies the
need to focus on measures to reduce the natural rate in order to achieve
lower levels of unemployment on a continuing basis.!® Two potential
sources identified in this section — minimum wages and unemployment
insurance — are discussed subsequently.

Youth Unemployment

The issue of youth unemployment warrants special attention because of
the serious nature of the employment problems facing those under
twenty-five. Concern about youth unemployment grew throughout the
1970s as both the number of young people (15-24 year olds) in the labour
market and their unemployment rate rose. The increase was especially
large for young females, a factor which reflects in part the general rise in
female unemployment rates.

The youth unemployment rate has typically exceeded that of adults
because entry into the labour force often involves a period of search
unemployment, and the transition from school to work involves experi-
mentation with a variety of jobs and accumulation of job-related skills
and experience. However, the ratio of youth to adult unemployment rose
from about 1.8 in the early 1950s to 2.1 in the mid-1960s to 2.5 in 1976-77
(see Table 1-6). To make matters worse, this increase occurred at a time
when unemployment in general was rising. The greater rise in youth
unemployment primarily reflects the fact that the various forces
accounting for the rise in the normal unemployment rate — demo-
graphic factors and changes in social legislation — had a proportionally
greater impact on the youth labour market. Thus, throughout the 1970s,
youth accounted for approximately one-quarter of the labour force but
about half the unemployment.

Since 1977 the ratio of youth to adult unemployment has fallen signifi-
cantly — from about 2.5 in 1977 to below 2.0 in 1984 — though unem-
ployment rates of both groups are higher. The share of total unemploy-
ment accounted for by youth has also fallen — from an average of 47
percent in the 1971-81 period to 37 percent in 1984.'7 In part these
declines probably reflect the reversals in demographic trends and social
legislation noted earlier. However, the decline appears to reflect cyclical
in addition to secular forces. The 1982-83 recession resulted in a signifi-
cant decline in the youth participation rate as many young people aged
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TABLE 1-6 Youth/Adult Unemployment Ratios: 1953-84

Female Male
Youth/Adult Youth/Adult Youth/Adult

Year FLFSa RLFSb FLFSa RLFSP FLFSa RLFSP
1953 1.80 2.09 2.07

1954 1.82 2.24 2.02

1955 1.81 2.00 - 2.07

1956 1.79 2.00 2.09

1957 1.87 2.25 2.16

1958 i.86 2.28 2513

1959 1.88 2.74 2.09

1960 1.90 2.70 2.06

1961 1.79 2.56 1.92

1962 1.92 2.57 2.05

1963 2.07 2.76 2.21

1964 2.14 2.70 2.26

1965 2.10 2.76 2301

1966 2.07 215 2.39 1.78 215 2.42
1967 2713 2.24 2.68 1.96 2.19 2.40
1968 222 2.26 2.86 1.97 2.26 2.49
1969 2.19 2.21 2.46 1.76 2.35 2.59
1970 2.36 2.38 2.66 1.95 3.46 2.73
1971 2.47 1.96 2.79
1972 2.37 1.68 2.90
1973 2.34 1.70 2.94
1974 2.38 1.75 2.91
1975 2.40 1.75 2.91
1976 2.49 1.83 3.14
1977 2.48 1.86 3.04
1978 2.38 1.78 2.58
1979 2.39 1.81 2.93
1980 2.44 1.94 2.85
1981 2.36 1.84 2.94
1982 2.24 1.83 2257
1983 2402 1.77 2.43
1984 1.95 1.67 2.18

Source: Statistics Canada, The Labour Force and Historical Labour Force S tatistics, and
calculations by the author.

a. Former Labour Force Survey.

b. Revised Labour Force Survey.

15-24 remained in, or returned to, schools, colleges and universities.
Thus, although the decline in youth employment during the recession
was proportionally greater than for adult employment, the youth unem-
ployment rate rose proportionally less.

Future prospects hinge on this combination of secular and cyclical
influences. The most important secular trend is the declining size of the
youth cohort entering the labour force. The rise in cohort size in the late
1960s and 1970s is generally accepted as an important factor in the
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increase in youth relative to adult unemployment. With the smaller
entering cohorts beginning in 1980, the ratio of youth to adult unemploy-
ment has declined appreciably. The decline in cohort size is predicted
not only to continue, but to accelerate (Foot and Li, 1985). The demo-
graphic trends which worked to the disadvantage of the baby-boom
generation will probably work to the advantage of future groups of young
workers. Relative cohort size, however, is not the only factor affecting
relative unemployment rates. For reasons noted above — lack of labour
market experience and the need for many new entrants to try out a
variety of jobs — the youth unemployment rate will probably continue
to exceed that of adults.

At the same time, the medium-term prospects for youth unemploy-
ment appear much less favourable. This situation reflects several fac-
tors: the current high unemployment rates among today’s youth; the
cyclically depressed participation rate which implies a significant
number of new entrants or re-entrants into the labour force as employ-
ment expands, thus keeping the unemployment rate high; and the pro-
jections of a slow return to more normal levels of employment. The most
important contribution which policy can make to the labour market
prospects of the current generation of youth is a more rapid return to
more normal levels of employment.

The “new unemployment” view discussed earlier was felt to be par-
ticularly relevant to youth, a group with high labour market turnover and
short spells of unemployment. Subsequent research has shown this
characterization to be overly simplified, as it was of unemployment in
general. (For some Canadian evidence see Hasan and de Broucker,
1984.) It is true that the average duration of completed spells of unem-
ployment is shorter for youth than adults, and thus the higher youth
unemployment rate is accounted for by more frequent spells of unem-
ployment. However, these averages tell only part of the story. As is the
case for adults, youth unemployment is highly concentrated. While a
majority of youth find jobs relatively quickly after becoming unem-
ployed, an important minority do not and this number accounts for much
of the youth unemployment. Furthermore, a significant fraction of youth
unemployment spells end in withdrawal from the labour force, so the
total duration of joblessness is understated by our usual measures of
labour force status.

Youth unemployment tends to be highest among the least educated,
particularly school dropouts. For example, in 1982 the unemployment
rate among youth aged 15 to 24 was 18.8 percent, but 32 percent among
those with fewer than eight years of education and 10 percent among
those with university education. Other factors accounting for prolonged
periods of unemployment are location in areas of slow growth and high
unemployment and lack of success at finding a first job. These factors
suggest that structural adjustment policies relating to education and
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training, the transition from school to work, and regional mobility —
issues addressed in several of the papers in Riddell (1985a) — may be
effective in reducing unemployment among “chronically unemployed”
youth.18

Because of the demographic trends already in place, youth unemploy-
ment is a current problem which is expected to decline gradually in
relative importance over the long term. However, an issue of potential
concern for the medium to long term is the prospects for the current
generation of youth. Will they become the unemployed adults of the
future? The central question here is whether individuals who suffer
unemployment as teenagers or young adults are to some extent perma-
nently “scarred” in the sense of having relatively high probabilities of
adult unemployment or less rapid earnings growth. Unfortunately,
research on this important issue is limited to U.S. experience and is
generally inconclusive.!® Improved general employment prospects are
clearly necessary and may be sufficient for reducing unemployment
among this cohort. However, continued monitoring of their labour mar-
ket situation is advisable. It would be unfortunate to have in place an
array of special programs for youth at a time when those facing the
greatest labour market difficulties were the 25-34 or 35-44 year old
groups.

Unemployment Insurance

Unemployment insurance was noted earlier as one factor in the rise in
unemployment rates. Here we take a more detailed look at this impor-
tant labour market program.

The unemployment insurance system was established in 1940, follow-
ing the recommendations of the Royal Commission on Dominion-Pro-
vincial Relations and the resolution, through a constitutional amend-
ment, of the difficulties which had resulted in the Employment and
Social Insurance Act of 1935 being declared outside the legislative
authority of the federal government. From 1940 to 1971 there were
gradual and modest changes in the coverage, eligibility, and benefit and
financing provisions of the Unemployment Insurance Act. Dramatic
changes to these key features of the act were made in the 1970s, primarily
in 1971 but also later in the decade as well.20 The 1971 changes included a
substantial expansion in the coverage of the act; an increase in the
benefit rate (benefits as a proportion of previous earnings) to 66.6 per-
cent (with 75 percent being provided to claimants with dependants who
had low earnings or prolonged unemployment) from the previous rate of
43 to 53 percent (depending on the presence of dependants); a reduction
in the minimum period of employment required to qualify for benefits
from 30 weeks during the preceding two years to 8 weeks during the
preceding year; an increase to 44 weeks in the maximum benefit period,
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replacing the stipulation that each two-week period of unemployment
qualified the claimant for one week of benefits; and the establishment of
extended benefits on a regional basis. Another important set of changes
in 1979 lowered the benefit rate to 60 percent, and raised qualification
requirements for new entrants and re-entrants into the labour force and
for repeat users (claimants who had already drawn substantial benefits in
their qualifying periods).?!

After 1971 the size of the unemployment insurance system also grew
dramatically. Expenditures (in current dollars) increased from approxi-
mately $700 million in 1970 to almost $2 billion in 1972, and further to
almost $12 billion in 1983. With current and projected expenditure of
approximately $11 billion per year, unemployment insurance is the
largest operating program of the federal government.

Because of its size and the extent of its coverage, the UI system has
numerous effects on the functioning of the labour market.?? Some of
these are consistent with the objectives of the program while others are
primarily unintended adverse consequences. Below we examine the
empirical evidence on the magnitude of these effects, and then turn to an
examination of reforms which would enable the unemployment insur-
ance system to contribute more effectively to the achievement of these
objectives, while minimizing adverse side effects.

Objectives of the Unemployment Insurance System

The primary goal of the UI system s to provide insurance against the loss
of income associated with unemployment. However, other objectives
have also been pursued or recommended. These include facilitating
labour market adjustment, redistributing income, and contributing to
macroeconomic stability. In addition, the effects of the program on
economic efficiency are important.

Unemployment insurance can improve the operation of the labour
market if benefits contribute to a better matching of abilities and job
requirements and thus stability of the resulting employment. Similarly,
UI benefits may help finance job search in locations with more favorable
employment prospects. At the same time, the program may impede
labour market adjustment if it encegrages labour force participants to
remain in regions or occupations with poor employment prospects.

Although not a primary objective of the program, Ul can contribute to
overall economic stability by acting as an ‘“‘automatic stabilizer”; that s,
contributing to a government deficit and increasing aggregate demand in
recessions and contributing to a surplus and decreasing aggregate
demand in booms. However, as has become increasingly recognized in
recent years, social programs financed by payroll taxes can contribute to
economic instability if their financing provisions result in increases in
premiums in recessions, when program expenditures rise (Ellman, 1984).
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For example, the substantial increase in UI premium rates in 1983, when
the economy was in the midst of the most severe recession of the postwar
period, probably contributed to a slower recovery.

There are differing views on the issue of whether the UI system should
attempt to redistribute income and wealth in the economy. Of course, at
any point in time Ul redistributes income from those who are currently
employed and paying UI premiums to those who are unemployed. How-
ever, fulfilling this insurance function does not necessarily imply that a
broader redistribution among income classes, regions or occupations is
being achieved. It is the issue of whether such a broader redistribution
should be intended that has been the subject of debate.

One view, expressed for example in Kapsalis (1979) and Kesselman
(1983, 1985), is that the program should be concerned strictly with social
insurance, leaving income redistribution objectives to programs specifi-
cally designed for that purpose. Others, for example Cloutier (1978) and
Osberg (1979), have suggested that UI should contribute to our accepted
social objectives regarding income distribution. The UI system has
gradually moved in this direction, for example, by extending coverage to
workers in seasonal industries, by relating benefits to the regional unem-
ployment rate, and by imposing a surtax on higher income U1 recipients.

The position argued here, which is also the conclusion reached by
Kesselman (1985) in his study examining the Canadian income security
system, is that income redistribution is not an appropriate objective for
the UI system. There are several reasons for this conclusion. Our objec-
tives with respect to income distribution focus on family income and
need, while UI benefits are based on the individual worker and are
unrelated to other income or assets. To achieve distributive goals, UI
benefits would have to be operated on the basis of family income and
need (e.g., number of dependants) and would involve testing for other
income and assets. In addition, the accounting period (the period over
which benefits and income are reconciled) would have to be substan-
tially altered as the weekly accounting period used by U1 is much shorter
than that usually considered appropriate for income support programs
intended to match income and requirements. Altering the UI system
along these lines would necessarily interfere significantly with the social
insurance objective, which should be the primary focus of the program.

This emphasis on the social insurance function does not imply a lack
of concern about poverty or, more generally, the distribution of income
and opportunity among Canadians. On the contrary, the emphasis is
based on the view that Ul is an inappropriate vehicle for this important
objective, and that explicit income security programs are much more
likely to be effective. Elsewhere in the Commission’s research, in par-
ticular in Kesselman (1985) and other studies in Vaillancourt (1985), is an
examination of Canada’s income security system and proposed reforms
designed to achieve our equity goals more effectively and efficiently.
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While primary emphasis is placed on the insurance objective, the benefit
and financing provisions of the U1 system should also attempt to achieve
other goals (such as to facilitate rather than retard labour market adjust-
ment, contribute to economic stability, and be designed with economic
efficiency considerations in mind) to the extent possible.

Having accepted the social insurance function as the primary objec-
tive, a fundamental issue is whether unemployment insurance should be
publicly provided, or provided by the private sector as most other forms
of insurance. It appears that there is a rationale for publicly provided
unemployment insurance. This rationale is primarily based on the
expectation that private insurance companies are unlikely to offer insur-
ance against the risk of becoming unemployed, except possibly in very
narrowly specified circumstances. Because of this probable “failure” of
private insurance markets to exist on a comprehensive basis, society as a
whole may benefit from a state-supported UI scheme which allows the
risk to be diversified somewhat across employers and employees,
regions, and over time.??

There are three main reasons why private insurance companies would
not find it profitable to offer comprehensive insurance against the risk of
unemployment despite the demand and therefore willingness to pay for
this service from employees and possibly also employers.?* First, the
insurer often cannot observe the risk a particular insuree (employee and/
or employer) represents. Since low-risk individuals and employers are
less likely to purchase insurance, the insurance company may find that
only high-risk individuals and employers will purchase insurance, mak-
ing its sale unprofitable. Raising the premium will typically lead to a
smaller group of customers with an even higher risk of becoming unem-
ployed. Compulsory coverage avoids this “adverse selection” problem.
Private firms, however, could not require compulsory coverage.

Second, as the empirical evidence discussed below appears to cor-
roborate, individual employers and employees can to some extent con-
trol the risk of workers becoming or remaining unemployed. To deal with
this “moral hazard” problem, insurance companies would seek broad
monitoring and surveillance powers, powers we as a society do not wish
to grant to private companies. In addition, the relationship between Ul
and Canada Employment Centres may facilitate dealing with the moral
hazard problem.

Intervention in markets characterized by adverse selection and moral
hazard can, in principle, result in a socially preferred outcome (see, e.g.,
Leland, 1979). This does not imply that any particular intervention
necessarily improves economic well-being. In particular, the govern-
ment faces moral hazard problems similar to those that a private insurer
would face.

Moral hazard and adverse selection are features of any insurance
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market. A third reason why private insurance companies may not pro-
vide UI on a comprehensive basis is that the risk of cyclical unemploy-
ment is largely non-diversifiable except over time. That is, the risk of
unemployment due to the business cycle is positively correlated across
members of the labour force so that pooling many insurees does not
substantially reduce the aggregate risk.

Although fully developed insurance markets may not exist for these
reasons, it would be a mistake to assume that there are no private market
responses to the demand for insurance against the risk of unemploy-
ment. Firms may insure their employees to some degree, thus shifting
the risk from the labour market to the capital market where it can be
handled more readily via portfolio diversification by shareholders.25
That is, in exchange for offering relatively stable employment, the firm
can pay a lower wage. If employees are more risk averse than the owners
of firms, which is very likely given that human capital risks are difficult
to diversify, both can benefit from such an arrangement. In effect, the
employment contract, whether explicit or implicit, involves two transac-
tions — labour services provided by the employee and insurance pro-
vided by the employer. The employer is better able to deal with the
adverse selection and moral hazard problems than a private insurance
company.26 Other private market responses include self-insurance
(through saving, career diversification, family labour supply) and ex post
adjustment to reductions in product and labour demand (e.g., wage or
hours reductions).

These various private market responses are unlikely to obviate the
need for comprehensive unemployment insurance. In particular, the
“systematic risk” associated with the business cycle is difficult to
reduce through portfolio diversification. Nonetheless, the existence of
these responses is important to note in that state-provided unemploy-
ment insurance will tend to displace them, at least to some extent.

Unemployment Insurance and Unemployment
As noted in the section on the nature and behaviour of unemployment,
changes in the UI system have been a factor in rising unemployment
rates, and thus UI reform would be one way of lowering the natural
unemployment rate. However, demonstrating that making unemploy-
ment insurance less generous would lower the NAIRU is not by itself a
sufficient reason for proposing such changes. The issue is whether
unemployment insurance reforms would benefit Canadian society as a
whole. Before examining that issue, we should discuss the relevant
empirical evidence.

Empirical studies, several of which are analyzed in more detail in
Kaliski’s paper in this volume and in Cousineau (1985), provide strong
support for the view that changes in the unemployment insurance sys-
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tem (in particular the very substantial changes in 1971-72) have had a
significant effect on the unemployment rate. These effects result from a
variety of mechanisms, which we will now examine briefly.

Unstable Seasonal and Cyclical Employment

The current method of financing the unemployment insurance system
tends to subsidize industries with unstable employment patterns while
taxing those with stable employment patterns. The size of this cross
subsidization is very large (see Kesselman, 1983, chap. 9), since premium
rates are the same for all industries, occupations and regions but some
industries (occupations, regions) are much bigger users of unemploy-
ment insurance than others (i.e., their employees draw more benefits
than those of other industries). In the absence of unemployment insur-
ance, industries with unstable employment, either seasonal or cyclical,
would have to pay a wage premium to attract workers while industries
with very stable employment could pay lower wages and still attract
employees. The existence of unemployment insurance as currently
funded implies that industries with unstable employment become rela-
tively more attractive and thus can pay less of a wage premium, while
industries with unusually stable employment become relatively less
attractive and thus have to pay higher wages than they would otherwise.
These changes in wages paid in different industries affect labour cost and
ultimately the product price, raising costs and thus prices in industries
with stable employment and lowering costs and prices in industries with
unstable employment. Purchasers of these products react to changes in
relative prices by reducing their consumption of the products whose
price has risen and increasing their consumption of those whose price
has fallen in relative terms. This implies that a larger fraction of output
and employment will be produced by and employed in industries with
unstable employment and a smaller fraction in industries with stable
employment patterns.

The fact that the Canadian UI system is not experience rated (i.e.,
premium rates are the same for all firms and industries) also implies that
there is reduced incentive for firms to smooth out their employment
pattern to attract workers. Firms can adjust to seasonal and cyclical
fluctuations in various ways: through inventories, by diversifying prod-
uct lines, by altering the time lag between receiving orders and making
shipments, by saving work for slack periods, by adjusting the wages and/
or hours worked by employees, by layoffs and rehires (i.e., adjusting the
number of employees), and possibly other methods. Firms will choose
the least-cost method of adjustment. Unemployment insurance lowers
the cost of adjusting through layoffs and rehires relative to other meth-
ods because, in the absence of UI, firms which rely extensively on
layoffs will have to pay higher wages in order to attract employees.

The link between the financing of UI and employment instability has
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been examined in a number of empirical studies. Much of this research
has been carried out in the United States, utilizing the differences that
exist across states in the degree to which UI is experience rated. There is
substantial agreement that having premiums not fully linked to risks
accounts for a significant amount of short-term employment and unem-
ployment (Cousineau, 1985). This issue has not been as extensively
investigated in Canada. A study by Kaliski (1976) found that for the great
majority of industries and provinces, the trend toward reduced sea-
sonality moderated, or even reversed, after 1971. The estimated increase
in seasonality was particularly large for construction, the industry most
heavily subsidized by Ul In a careful analysis using excellent data,
Glenday and Alam (1982) examine the impact of UI on the regional
pattern of employment and unemployment in Canada. Their results are
consistent with the view that the regional differentiation of U1 reinforces
the short-term and seasonal nature of much of the employment in high
unemployment regions.

On the basis of these considerations, Kesselman (1985) concludes:

A disproportionate share of unemployment is generated by the country’s
seasonal industries, often concentrated in depressed regions, and by indi-
viduals with unstable work attachments in all industries and regions. For
this reason the income security problems of many Canadian workers are
intimately tied to the seasonality of economic activity. However, past eco-
nomic policies have added to the forces of nature in creating high unemploy-
ment. . . . The implicit UI subsidies to forestry, construction, and others
make these industries larger, more unstable, and more attractive to workers
than they would otherwise be. And there are some workers in all industries
and regions who prefer a lifestyle of intermittent work combined with
regular unemployed spells subsidized by UI benefits. All of these effects
raise the economy’s average rate of unemployment and lower its level of real
output.

A general method of dealing with these effects is to have premiums
related to the firm’s layoff rate or to the rate of unemployment insurance
benefit payments to its workers. Such an “experience-rated” financing
structure is used in most other insurance systems, both those in the
private sector (e.g., automobile insurance) and in the public sector (e.g.,
workers’ compensation, although these firms are typically experience
rated by group rather than individually). Experience rating of premiums
would also reduce the incentive which now exists for firms to use layoffs
as a method for responding to fluctuations in demand rather than
employment sharing, inventory accumulation, and accumulating work
for non-peak periods. The employment-sharing aspect is discussed
below in the section on working time.

The degree to which the UI system should be experience rated is an
issue which requires more detailed analysis and discussion.2” However,
some modification of the current financing system in this direction would
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improve the incentive structure of the program and lower the natural
unemployment rate.

The UI benefit structure may also contribute to employment
instability and structural unemployment. In 1971 the UI program became
regionally differentiated, with shorter qualification periods and longer
benefit entitlement periods in regions with high unemployment rates. An
important difference between high and low unemployment rate regions
is the large concentration in the former of short-term jobs and seasonal
industries (Glenday and Alam, 1982). The regional differentiation of
benefits makes location in the high unemployment regions relatively
more attractive, thus retarding the interregional adjustment mechanism
and contributing to the level of structural unemployment (Vanderkamp,
1985). Eliminating or significantly altering the regional differentiation is
recommended by Cousineau (1985), Kesselman (1985), and Vanderkamp
(1985) in their examinations of the Canadian UI system. The important
equity objectives implicit in the regional structure of Ul benefits could be
attained through alternative policies, policies which would have fewer
adverse effects on employment, output and income (Kesselman, 1985).

The UI benefit structure may also contribute to high labour market
turnover and employment instability by raising the return to short-term
employment relative to long-term employment. The 1971 amendments,
by lowering the entrance requirement, raising the maximum benefit
duration, and weakening the link between weeks of previous employ-
ment and eligible weeks of benefits, substantially raised the returns to
unstable or intermittent work attachments relative to long-term employ-
ment attachments. Subsequent amendments have reversed these
changes to some extent. Empirical research on the effects of these
changes on labour market turnover and participation by groups with
marginal attachment to the labour force has yielded conflicting results
(Cousineau, 1985). Nonetheless, many observers feel that the return to
short-term employment remains too high. At present, a worker with as
little as ten weeks of insured earnings can draw as many as 40 weeks of
benefits at 60 percent of insured earnings; that is, can earn benefits equal
to 240 percent of market earnings. Both Cousineau and Kesselman
recommend tightening the link between the duration of previous employ-
ment and the duration of benefits; for example, by imposing a ratio rule
of one week of benefits for each three weeks of insured employment.28
This change would substantially reduce the return from a pattern of
repeated unstable work yet retain up to a full year of benefits for those
who had worked steadily for the past three years.

UI Benefits and the Duration of Unemployment

Changes in the benefit structure of the UI system affect the unemploy-
ment rate through a variety of mechanisms. They also influence the
duration of spells of unemployment, because higher benefits lower the
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cost of searching and/or waiting for employment. A number of empirical
studies have examined this effect. Early Canadian studies focussed on
the substantial changes made in 1971, and found that the average dura-
tion of unemployment increased by one and a half to two weeks (Cous-
ineau, 1985). This increase of approximately 20 percent in duration
corresponds to an unemployment rate increase of 1to 11/2 percentage
points, thus apparently accounting for much if not all of the estimated
rise in the NAIRU.?®

More recently, Beach and Kaliski (1983) examined the impact of the
1979 U1 amendments. They found that the reduction in the benefit rate
from 66.6 to 60 percent lowered unemployment durations for all age-sex
groups. Other recent studies by Hasan and Gera (1982) and Glenday and
Alam (1982) also find evidence of significant UI effects on the duration of
job search. Kaliski (this volume) notes that the ratio of employed to
unemployed searchers rose between 1976-78 and 1979-81. This suggests
that, faced with the increased cost of unemployment due to the 1979
amendments, searchers substituted employed for unemployed job
search.

Numerous studies have also been carried out in the United States.
Although changes over time in UI provisions have not been as dramatic
as in Canada, U.S. studies have the advantage of substantial variation
across states, as well as availability of panel data. On the basis of these
empirical studies, there appears to be considerable agreement about the
effects of differences across states in Ul benefit structure. A difference of
10 percentage points in the earnings replacement ratio is estimated to
alter the average duration of unemployment by one week, an estimate
that is also consistent with those of the Canadian studies (Cousineau,
1985).

The empirical findings linking UI benefits to the duration of unemploy-
ment suggest that, on average, the length of spells of unemployment can
be controlled to some extent by the individual. However, it should be
recalled that statements about average behaviour relating to unemploy-
ment do not apply in a significant minority of cases, and this qualification
may also be appropriate in this situation.

The longer duration of unemployment implied by a more generous
benefit structure may be socially beneficial if it leads to more productive
job search. Longer duration may be a useful investment for the individ-
ual and society if it leads to more intensive job search, to higher post-
unemployment earnings, or to obtaining more suitable or longer lasting
employment. Less is known about these questions than about the impact
of benefit levels on duration. The limited and somewhat inconclusive
evidence from U.S. studies indicates that, in addition to longer duration
of unemployment, higher UI benefits lead to reduced search intensity
(substantially offsetting the longer duration), no change in post-unem-
ployment job stability, and possibly some positive impact on post-

Riddell 33



unemployment earnings, though the range of estimates of the latter
effect is diverse and includes zero. As Cousineau (1985) notes, “the
empirical studies do not succeed in identifying the benefits of the Ul
program as clearly as its costs.”

In summary, there is reasonably conclusive evidence that the
behaviour of the unemployed responds, on average, to economic incen-
tives, in particular to the benefit provisions of UI. Changes in the level or
structure of benefits thus alter the social costs of UI, as well as the
amount of frictional and structural unemployment. However, they also
alter the social benefits of the program, for lowering the replacement rate
(or otherwise making UI less generous) reduces the insurance value of
UI. Clearly there is a tradeoff between these social costs and benefits,
and an optimal UI design would maximize the net social benefits (.e.,
strike a balance at the margin between these benefits and costs). This
issue has been addressed in a number of theoretical studies.3? Although
these necessarily employ highly stylized models, they do suggest
approximate values for the optimal replacement rate. Primarily on the
basis of these studies, Cousineau (1985) and Kesselman (1985) recom-
mend reducing the benefit rate from 60 to 50 percent of average insured
earnings.

Conclusions and Policy Implications

Risk and uncertainty are important aspects of economic life. As a result,
a good deal of economic activity involves information gathering to
reduce uncertainty and insurance to reduce risk. The primary purpose of
Ul is to provide insurance against the loss of income associated with
periods of unemployment. The importance of this insurance function is
especially clear at times like the present when there is a substantial
amount of deficient demand unemployment which few of those affected
evidently anticipated.

Because of its size and numerous effects on well-being and labour
market behaviour, the UI system deserves and receives considerable
attention from policy analysts. This attention is reflected in the back-
ground papers written for the Commission. UI reform is addressed not
only by Cousineau (1985) in his examination of the labour market effects
of U1, but also by Kaliski (this volume) in his examination of methods for
reducing frictional and structural unemployment, Kesselman (1985) in
his proposed reform of the Canadian income security system, and Van-
derkamp (1985) in his examination of the interregional adjustment pro-
cess. Though some would go further than others, there appears to be
considerable agreement among these authors on certain directions of
reform.

An assessment should begin with a statement of the objectives of the
program. The view argued here and by Kesselman is that the primary
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purpose of Ul should be social insurance, and that income redistribution
should be left to programs more suited to that purpose. Within the social
insurance framework, the design should take into account equity and
efficiency considerations, facilitate labour market adjustment, and con-
tribute to macroeconomic stability.

Focussing on the social insurance objective leads naturally to a con-
sideration of experience rating of UI premium finance. Experience rating
is consistent with equity in the social insurance sense (Kesselman, 1983).
More important, it ensures the appropriate incentives for economizing
on unemployment. Experience rating would also obviate the need for
special (and costly) programs to encourage work sharing, an aspect
discussed in more detail in the section on working time.

Among the UI reforms discussed by Cousineau, Kaliski, Kesselman
and Vanderkamp, finance by experience rating appears to command the
most substantial agreement. In my view it warrants serious considera-
tion by policy makers.3! Experience rating could be introduced in
stages, and would probably operate best on an individual firm rather
than industry-wide basis. Employee premiums could also be based on
previous unemployment experience, though the same incentives can be
achieved by the benefit provisions.

As noted earlier, UI can operate as an *“‘automatic stabilizer,” reducing
fluctuations in output and employment. While little is known about the
degree to which UI has contributed to macroeconomic stability in
Canada, the stabilizing properties of Ul appear to have deteriorated with
modifications to UI financing in the 1976-80 period. These changes
result in most cyclical variations in program costs falling on the private
sector. Although not examined here, amendments to the financing
arrangements to improve the stabilizing properties of Ul could probably
be made.

The other potential unemployment insurance reforms are on the bene-
fits side. Here the magnitude of change depends not only on the labour
market effects discussed in this section, but on broader considerations.
For example, the most extensive package of benefit changes are those
proposed by Kesselman (1985). His proposed revisions to the Canadian
income security system involve a major shift of expenditures away from
Ul and toward both public and private sector employment programs and
to a lesser extent toward liberalized social assistance for the unemployed
who are unable to benefit from those employment programs. We could
also consider, as is done in the companion volume (Riddell, 1985a), a
substantial shift of expenditures away from UI and toward adjustment
assistance for labour market participants adversely affected by tech-
nological and economic change. In either case, the reduction in the
benefit rate proposed by Cousineau and Kesselman would free up funds
for these other programs. The “normal” unemployment rate would thus
be reduced in two ways: through the effects of reduced U1 benefits, and
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through the use of those funds for employment generation or positive
adjustment assistance.

Even within the narrower scope of the present assessment, which is
focussed primarily on the social insurance objective and on the potential
for reducing frictional and structural unemployment without incurring
excessive costs, there are several changes to the structure of benefits
which appear worthwhile. Eliminating or altering the regional differen-
tiation aspect is the most obvious candidate. In addition, tightening the
link between the duration of previous employment and benefits entitle-
ments would probably have the intended effect of reducing turnover and
employment instability. Other changes designed to reduce the return to
repeated spells of employment and unemployment are discussed by
Cousineau (1985) and Kesselman (1985).
~ Each of these proposed changes to the level and structure of UI
benefits will tend to reduce the amount of frictional and structural
unemployment but will also reduce somewhat the insurance value of the
program. Optimal design must trade off these social benefits and costs.
The evidence reviewed here suggests that Canada has not yet settled ona
socially optimal design for its UI system.

Minimum Wages

Another factor which several empirical studies have found to play arole
in the rise of unemployment rates in the 1960s and 1970s was changes in
the minimum wage. Legislation specifying minimum wages has been in
existence for over four decades. Originally this legislation applied only
to women and children, but coverage has subsequently been extended to
most of the labour force. Today, the main exclusions are domestic
service and farm labour. As of January 1, 1985, the minimum wage for
adult workers in the federal and provincial jurisdictions varies from
$3.50 to $4.30 per hour. Most jurisdictions also have a minimum wage for
younger workers and students, and this varies from $3.00 to $3.85 per
hour.

The stated objectives of minimum wage laws have varied over time,
but the most important and enduring objective has been to improve the
living standards of low wage workers, and thereby contribute to a
reduction in poverty.32 Significant numbers of the working poor remain
in Canada, despite the substantial growth in well-being that has occurred
in the postwar period (Vaillancourt, 1985). Low incomes among these
people result from two sources — low wages and poor employment
prospects. Clearly, policies which operate to improve both the income
and employment prospects of low wage workers will be most effective in
assisting these individuals. The minimum wage has to be compared to
alternative methods of attempting to achieve these objectives.

The fundamental difficulty with the use of the minimum wage as a tool
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for reducing poverty is that increases in the minimum wage can be
expected to reduce employment opportunities for low wage earners.
This reduction in employment opportunities comes from two main
sources. First, firms faced with an increase in the price of low wage, low
productivity labour relative to the price of other inputs into the produc-
tion process will substitute away from the now relatively more expensive
input. Usually this involves the more extensive use of machinery and
equipment, though it may also involve greater use of higher wage, higher
productivity labour which is made relatively more attractive by an
increase in the minimum wage. The second source of reduced employ-
ment opportunities comes from the higher labour costs faced by firms
using low wage labour. While initially these higher costs may be
absorbed in lower profits, they eventually will result in higher prices to
the consumer of the product and thus reduced sales and production. The
reduction in the scale of operation typically implies a reduction in
employment. Firms employing low wage labour are often small and
operate in highly competitive industries. Increases in labour costs rela-
tive to those of substitute products can have substantial effects on
employment, in some cases forcing firms out of business. In addition,
labour costs are usually a significant fraction of total costs in these
industries, making employment quite sensitive to changes in labour
costs.

Increases in minimum wages will benefit some low wage earners —
those whose employment opportunities are not reduced. However, oth-
ers will suffer from the reduced employment opportunities. The ones
who suffer may well be those with the least skills and opportunities.

A number of Canadian and American econometric studies have con-
firmed the disemployment effects of increases in the minimum wage. The
reduction in employment opportunities is typically found both to
increase the unemployment rate and reduce the participation rate of low
wage workers. That is, in response to reduced employment oppor-
tunities, some affected workers search longer for work while others do
not enter or drop out of the labour force. In some studies the reductions
in employment and labour force participation are approximately equal,
so that the unemployment rate remains the same. This is most likely to
occur with teenage workers, for whom the option of remaining out of the
labour force and in school is most attractive.

Canadian studies by Maki (1979), Cousineau (1979), Fortin and
Phaneuf (1979), and Swidinsky (1980) found significant effects of changes
in the minimum wage on employment, unemployment and labour force
participation. On the basis of these studies, a 10 percent increase in the
minimum wage relative to the average wage is estimated to raise the
aggregate unemployment rate by 0.2 to 0.5 percentage points (Fortin and
Newton, 1982, p. 253). The disemployment effect is larger, for some of
the reduction in employment leads to reduced labour force participation
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in addition to increased unemployment. The most recent Canadian
study (Schaassma and Walsh, 1983) finds significant effects of the mini-
mum wage on the unemployment rates of both youth and adult workers.
The authors conclude that “the effect of the minimum wage on employ-
ment and unemployment is stronger and more pervasive than heretofore
appreciated.”

These studies face many of the difficulties of econometric analyses of
other policy interventions — access only to fairly aggregate data and the
problem of controlling for other factors which may affect employment
and labour force participation. These problems are no more severe than
in other areas of quantitative economic analysis but they should none-
theless be recognized.

An alternative empirical procedure which has been employed, pri-
marily in studies carried out by or on behalf of government labour
departments, is the survey method. In these studies, firms are ques-
tioned about the effect of minimum wage revisions on their work force.
The surveys usually concentrate on firms which employ low wage work-
ers, and typically find no significant displacement effects of changes in
the minimum wage (West and McKee, 1980, chap. 4). Most labour
economists would not find controversial the statement that these studies
are virtually useless as measures of the disemployment effects of
changes in the minimum wage relative to prices and other wages. The
responses to these changes are varied, subtle and take place gradually
over time. Though the survey studies may contain useful information
and insights, they are not capable of (indeed, do not attempt) distinguish-
ing between the changes in employment that would have occurred in the
absence of the minimum wage revision and the changes in employment
that in fact occurred. It is unfortunate that the findings of these studies
appear to be given some weight by policy makers.

Minimum wages may also affect the training opportunities available in
the labour market. This aspect is particularly important for younger
workers whose training and labour market experience is limited. On-
the-job training can often be financed by low wages during the training
period (i.e., partly financed by the trainee), with higher wages and
productivity in the post-training period. High minimum wages tend to
discourage such financing methods and thus on-the-job training and
subsequent wage growth. These consequences of minimum wages are
discussed in more detail in Davies (1985).

The setting of minimum wages also tends to discourage wage flex-
ibility in the economy. At the macroeconomic level there are arguments
for structural changes to promote wage and price flexibility in order to
achieve greater employment stability in the face of changes in aggregate
demand (see Riddell, 1985d). In addition to changes in aggregate
demand, there are changes in demand in particular regions, occupations
or industries. Minimum wages inhibit wage adjustment as a mechanism
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for responding to decreases in demand in particular labour markets,
especially those with wages at or just above the minimum. The result is
that the adjustment to change will be slowed, with consequences of
higher unemployment and job vacancies, and reduced living standards.
For a detailed discussion of this point in the context of regional adjust-
ment see Vanderkamp (1985).

We can fully accept the equity objectives implicit in minimum wage
legislation and yet feel the policy is unwise. Good intentions do not
necessarily lead to good policies. The econometric evidence suggests
that minimum wages are an ineffective and inefficient way of raising
living standards among low wage earners. Thus, there are solid reasons
to examine other approaches. In particular, two options — supplement-
ing the income of the working poor and improving opportunities for
training in order to raise productivity and earnings — seem preferable.
Two general types of policies have been suggested. The first attempts to
improve market outcomes, while the second supplements the market
income of the working poor. The first type is typically advocated in the
context of youth employment, where general wage subsidies or training
subsidies for young workers have been advocated and in some jurisdic-
tions adopted to offset the adverse effects of high starting wages on
employment and/or on-the-job-training opportunities. Kaliski’s paper in
this volume and Davies (1985) discuss these policies in more detail.
Kesselman’s (1985) proposed comprehensive income security scheme
has expanded special public and subsidized private sector employment
as its centrepiece, though he would also include income supplementa-
tion for the working poor.

Proposals for income supplementation typically involve some form of
a negative income tax (NIT) scheme. Such schemes combine income
supplementation (up to a break-even point) with some work incentives
(by an effective tax rate on market earnings substantially less than 100
percent). The NIT proposal has been widely discussed but never adopted
except on a categorical basis (the Guaranteed Income Supplement for
the elderly). In part this reflects concern about adverse work incentives
associated with a comprehensive non-categorical NIT. Primarily, how-
ever, it reflects the very high costs of a scheme with a minimum income
guarantee equivalent to existing levels of welfare assistance and a rea-
sonably low effective tax rate (Kesselman, 1985). As a result, relatively
little assistance is provided for the working poor in Canada. Traditional
welfare assistance is provided for those permanently or temporarily
unemployable, and, as noted, income supplementation is provided for
the elderly poor.

Although a comprehensive non-categorical NIT scheme may not be
feasible, a categorical system which maintains the distinction between
“employables” and ‘“unemployables” could probably be instituted at
reasonable cost. Traditional welfare assistance would continue to be

Riddell 39



available for those groups judged unemployables. A NIT scheme for
employables would involve low guarantee levels (below equivalent wel-
fare assistance) and a low effective tax rate on market earnings. This
would provide income supplementation for the working poor with mini-
mal stigma and adverse work incentives.

Working Time, Employment and Unemployment

During the postwar period, the growth in employment and real income
were key factors contributing to the increased well-being of Canadians.
Another important factor was the reduction in time spent working and
the increased time thus made available for leisure and other activities. In
this century the reduction in Canadians’ working time has been dra-
matic. This reduction occurred on three fronts: hours worked per week,
weeks worked per year, and years worked over a lifetime. A shorter work
week, more holidays, and later entry into and earlier retirement from the
labour force have produced significant increases in the time available for
non-work activities.

Frank Reid’s paper in this volume provides a detailed discussion of
several issues relating to working time. For conceptual purposes, these
issues can usefully be separated into two groups. The first involves
working time when the economy is operating at normal levels of employ-
ment. The focus here is on the equilibrium distribution of hours, weeks
and years of work in the economy; the extent to which these work times
reflect the preferences of employers versus the preferences of
employees; and whether this distribution is socially optimal. The second
set of issues involves the way hours of work and employment adjust in
response to cyclical fluctuations in the economy or in individual indus-
tries. This matter was raised earlier in the discussion of unemployment
insurance, and we return to it here. Perhaps the most provocative aspect
of this second issue is the suggestion that reductions in working time, in
particular a legislated reduction in the work week, should be brought
about in an attempt to deal with the currently high levels of unemploy-
ment.

Weekly and Annual Work Schedules:
Current Patterns and Historical Trends

Atany point in time, the hours worked per week by Canadian employees
vary considerably. Reid (Table 3-1) shows the average distribution of
hours worked for 1983. In that year, over 18 percent of the labour force
were working part-time (below 30 hours per week), 52 percent were
working 30-40 hours per week, and about 22 percent were working more
than 40 hours per week. The remainder worked zero hours (i.e., were on
vacation, sick, on strike or lockout, etc.).

40 Riddell



TABLE 1-7 Full- and Part-Time Employment Shares by Sex, All

Industries
Both Sexes Male Female
Year  Full-time Part-time Full-time Part-time Full-time Part-time
1966 91 9 67 3 24 6
1971 88 12 63 4 25 8
1976 89 11 60 3 29 8
1981 86 14 56 4 31 10
1983 85 15 54 4 31 11

Source: Statistics Canada, Historical Data Compendium for the Royal Commission on
the Economic Union and Development Prospects for Canada, and calculations
by the author.

Part-time employment has grown much more rapidly than full-time
employment over the past two decades. Table 1-7 shows the full- versus
part-time distribution of employment since 1966. Over this period part-
time employment increased from 9 to 15 percent of total employment.
Almost all this employment growth has been in services-producing
industries, and the vast majority has involved youth and adult women
(Kaliski, Table 2-5). Clearly, the increased importance of part-time
employment is closely related to several key trends noted earlier — the
changes in the demographic and industrial composition of the labour
force and employment.

The decline in hours worked per week over the past century has been
dramatic. Reid (Table 3-4) shows the trend in standard weekly hours in
manufacturing, the longest available time series. Other series are
reported in Ostry and Zaidi (1979, p. 80). It is sometimes claimed that the
decline in time spent working has slowed in the postwar period. How-
ever, this claim ignores the decline in weeks worked per year and years
worked over the lifetime. When additional holidays and vacations alone
are included in the series, the postwar trend appears similar to earlier
periods (Reid, Figure 3-1 and Table 3-5).

The long-run decline in working time is believed primarily to reflect
employees’ preference for increased leisure as real wages and thus real
incomes rise. There are offsetting pressures here. As real hourly wages
rise, the implicit price of an hour of leisure rises, causing a substitution
away from leisure time toward income and goods consumption. How-
ever, as real wages and thus real income rise, households consume more
of most goods, including leisure time. Evidence indicates that this
“income effect” dominates the “substitution effect” over a wide range
of income and hours of work, so that employees’ preferred hours of work
decline as real wages rise. Although there is nothing inherent in people’s
preferences that implies that this will continue to be the case as real
wages rise further, there is also very little basis for believing that this
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trend will not continue. Thus, the future long-term trend in working time
depends to a considerable extent on the rate of productivity growth, for
this largely determines real wage growth.

Determinants of Working Time

Hours and weeks of work are determined by the interaction of employee
and employer preferences. In unionized firms the employees’ prefer-
ences are articulated by their union representatives. In non-union firms,
employee preferences are articulated either through direct communica-
tion or implicitly by their job acceptance and quit behaviour. Employers
who want their employees to work more or fewer hours than the majority
of employees would prefer will be forced, at least when the economy is at
normal levels of employment, to pay a wage premium.

Employees’ preferences with respect to hours and weeks of work
depend on a number of factors affecting their desire for income versus
leisure, including their age, health, commuting costs, number of workers
in the family, number of dependants and so on. Employer preferences
depend on several factors affecting the cost and productivity of
employee hours versus the number of employees, including fixed or
quasi-fixed costs (i.e., costs which are a fixed or partially fixed amount
per employee) such as hiring and training costs and contributions to
medical and dental plans. The organization of working time will also
affect employee productivity through such factors as fatigue and
employee interaction, and employers will take this into account.

In a competitive market equilibrium, such as analyzed by Rosen
(1974), the joint determination of wages and hours of work would be
socially optimal in the Pareto sense: it would not be possible, by adjust-
ing hours of work, to make any individual better off without making
someone else worse off. This would also be a ““sorting equilibrium”;
individuals with a strong preference for income over leisure would be
matched with firms which find it costly to reduce the work week, while
individuals with a strong preference for leisure (or at least non-working
time) over income would be matched with firms which find it relatively
inexpensive to reduce the work week and thus hire more employees.
Although the assumptions needed for a competitive equilibrium do not
hold in practice, this provides a useful starting point for the policy
analysis of working-time issues. In particular, it causes us to focus on
conditions which might interfere with the socially optimal determination
of working time.

Barriers to Work-Time Reduction

Because work schedules reflect the wishes of both the employer and the
employee, they may not be ideal from the perspective of either party.33
Any factors other than those which reflect a true social cost (e.g., hiring
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and training costs) and which may operate to cause employers to prefer
more working time than their employees desire should be examined.
Several instances of such ““artificial” barriers occur as a result of
employment standards and labour-relations legislation, which has gen-
erally been written with full-time employees in mind.

Reid describes a number of these artificial barriers, including that
associated with the ceilings on payroll taxes used to finance workers’
compensation, the Canada (or Quebec) Pension Plan, and unemploy-
ment insurance (UI). An unintended effect of these ceilings is to create a
person-specific cost for individuals earning above the ceiling. If hours
worked per employee are reduced and additional employees are hired,
the proportion of earnings subject to contribution, and thus employers’
labour costs, will rise. The annual ceilings on CPP and workers’ compen-
sation thus create a barrier against those working less than a full year;
the weekly ceiling on Ul creates a barrier against those working less than
a full week. Simulations by Meltz, Reid and Swartz (1981) indicate that
the effect of these ceilings on labour costs is not trivial.

It would be desirable to eliminate these artificial barriers, since
employers’ bias toward longer hours and fewer employees results in
work schedules which are not socially efficient. Reid’s recommended
solution is to base unemployment insurance, workers’ compensation
and Canada Pension Plan premiums on hourly earnings, with a ceiling to
limit the amount subject to contribution. This action would eliminate the
bias against those working fewer hours, while maintaining the intended
purpose of the ceilings.

Privately negotiated fringe benefits also often involve person-specific
fixed costs, and thus will tend to operate as a barrier to reductions in
hours or weeks of work per employee. In this case it is not so evident that
this bias against reduced working time is unintended, for employers and
employee representatives should, if rational and far-sighted, take into
account the consequences of negotiated benefits for hours of work.
However, this level of sophistication may not prevail. Employee repre-
sentatives and employers may find it to their mutual advantage to pro-
rate benefits according to hours worked.

Reid identifies a number of other practices, such as eligibility provi-
sions in employment standards legislation and Labour Relations Boards’
procedures for choosing the appropriate bargaining units for part-time
and full-time employees, which can also inhibit employers and
employees from adopting alternative working hours arrangements which
may be mutually advantageous.

Layoffs Versus Work Sharing

Animportant and related issue is the way employment and hours of work
respond to cyclical fluctuations in the industry and/or overall economy.
The choice between layoffs and reduced hours (or, if both are used, the
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proportion of each) depends on a variety of factors reflecting employer
and employee preferences — the impact on the employees’ income and
leisure and on the employer’s costs. In general, employees and employ-
ers can assess these costs and benefits and make the appropriate
choices. Thus, there may appear to be little need for public policy
involvement. However, again existing policies may (inadvertently) bias
the choice, and it is important to examine policies for these potential
effects.

One of the difficult issues relating to the choice between layoffs and
work sharing is determining the extent to which a given reduction in
demand is temporary or permanent. If the reduction is permanent, then
work sharing makes little sense either from the perspective of society or
of the individuals involved.3* For temporary reductions in demand,
work sharing has much more appeal. Even here, however, there are some
complicating factors. Layoffs by seniority in response to temporary
reductions in demand may have an efficiency rationale. For example,
workers may prefer to take most of the risk of layoff early in their careers
in exchange for less risk later, when they have more financial commit-
ments.

The existing unemployment insurance system represents an impor-
tant obstacle to work sharing because the system provides benefits to
individuals out of work for the full week, but not to individuals whose
income falls because of reduced hours. This provision makes employers
and employees more likely to prefer layoffs to hours reductions as a
means of responding to temporary reductions in labour demand. This
unintended bias toward layoffs can be eliminated by changing either U1
financing or benefit provisions. As noted earlier in the discussion of the
UI system, experience rating of the financing of UI would have several
advantages, one being that it offsets the tendency to prefer layoffs by
making these more costly to the firm. The alternative, discussed by Reid,
is a short-term compensation program which operates on the benefits
side.

The 1977 amendments to the Unemployment Insurance Act provided
for the use of UI funds for developmental purposes, one of which was
work-sharing programs. Following pilot projects conducted in 1978-80,
a short-term compensation program was introduced in Canada in Janu-
ary 1982. Essentially the program involves redistributing the UI benefits
that would have been paid to laid-off workers. Thus, individuals whose
hours of work are reduced receive some additional income in the form of
UI benefits. The combination of an increase in leisure time and a rela-
tively small drop in total income can make such a program attractive to
most employees, depending on the parameters of the program. Employ-
ers face somewhat higher costs than would be the case with layoffs, in
the form of fringe benefits (since some of these are fixed costs per
employee) and administrative costs associated with the program. How-
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ever, there are also benefits to employers — reduced costs associated
with layoff and recall, less reduction in employee productivity due to
loss of work experience, and less potential loss of experienced
employees who do not return upon recall. Reid reports that the limited
experience with the Canadian program suggests that these costs and
benefits (to the employer) roughly offset each other.

Ul expenditures were considerably higher — by 35 percent or
more — under the program compared to conventional unemployment
insurance. The two main reasons were the waiving of the normal two-
week waiting period (this was done to make the program more attractive
to senior employees whose risk of layoff was low) and the provision that
the program did not reduce eligibility for conventional UI. With respect
to the latter, about half the employees originally designated for layoff
were laid off following the termination of the short-term compensation
agreement, thus raising the overall costs of the program.

Because of the higher cost of the short-term compensation program,
both in the form of additional U1 expenditures and extra administrative
costs, it appears to be preferable to operate on the financing side to offset
the bias toward layoffs. The advantage of experience rating in this
context is that no additional administrative machinery would be required
for operating a work-sharing program. Experience rating brings several
other important benefits as well, as discussed earlier. However, until
experience rating is implemented, it will be useful to retain the short-
term compensation program, though possibly with some modifications
to reduce the unemployment insurance costs and administrative com-
plexity. In particular, designing the program so that the UI costs are
identical to those that would be incurred under regular UI would seem a
straightforward way to guard against unduly subsidizing participants.

Reducing Working Time to Alleviate Unemployment

The abnormally high levels of unemployment which have existed for the
past several years, and which many authorities forecast to persist, have
led to considerable interest in reduced working time to alleviate unem-
ployment. This interest is especially strong in Europe (see OECD, 1984),
where the unemployment is viewed as being primarily associated with
structural rigidities and high real wages and thus not reduciblz by expan-
sionary demand policies. However, even in Canada where the descrip-
tion of much of the current unemployment as cyclical is more widely
accepted, there has been interest in the issue of reducing working time to
alleviate unemployment.3>

Several employment-sharing policies have been suggested as a
response to the current unemployment situation. Perhaps the most
dramatic and intrusive proposal is for a legislated reduction in the
standard work week. Reid also suggests temporary subsidies for
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employment sharing in periods of deficient demand unemployment, a
policy which has been employed in Britain.

At the outset, it should be made clear that these proposals are funda-
mentally different from those discussed earlier in this section. In par-
ticular, the proposals discussed earlier — removing barriers to mutually
advantageous work schedules and removing any bias toward layoffs
associated with the UI program — are ones that make considerable
sense whatever the state of the economy. They affect the equilibrium
distribution of working time, and how industries and the economy as a
whole adjust to various shocks.

These employment-sharing (or unemployment-sharing, which is per-
haps a more accurate description) proposals do not purport to increase
aggregate demand, and therefore the total hours of work demanded.
Rather, they intend to redistribute the unemployment across workers,
transforming it from measured unemployment to unmeasured under-
employment. The rationale is explained by Reid as follows. The prefer-
red option would be to expand aggregate demand. However, given that
this option has been rejected because of concerns about the con-
sequences of expanding aggregate demand for inflation or the deficit,
then sharing the unemployment is viewed as more equitable and perhaps
more efficient.

There are, however, as Reid has noted, very serious difficulties with
proposals for bringing about (temporary) employment sharing. Legislat-
ing a reduction in the standard work week would, if the European
experience is any guide, be offset by an “induced productivity™ effect
which dulls the (measured) employment-generating impact of the policy.
In addition, not everyone is covered by employment-standards legisla-
tion, the mechanism by which hours reductions would be brought about.
Among those covered, some would reduce the intended effects of the
policy by taking a second job. Perhaps most significant is the high
likelihood that total hours of work demanded will fall in response to a
legislated reduction in the work week, holding the hourly wage rate
constant. The reason is that, because of various employee-specific fixed
costs, and possibly more extensive use of overtime, the effective hourly
wage will rise, reducing employment and output.

Another problem is that a legislated reduction in the standard work
week would be much more binding on some industries, occupations and
regions than others. Even if the policy did increase the number of
employees demanded in those industries (occupations, regions) in which
the constraint is binding, these may not be the industries with an excess
supply of workers. The policy would also require additional enforce-
ment costs on the part of labour departments particularly because the
imposed work week may be shorter than desired by both employers and
employees. A final difficulty is reversibility. It might be difficult to raise
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the standard work week as aggregate demand expands. Yet if this is not
done, the consequences would be inflationary pressure without reducing
the underemployment.

In summary, legislating a reduction in the standard work week, hold-
ing constant hourly wage rates, has very serious drawbacks. The
adverse consequences of imposing a reduction in hours, holding con-
stant weekly income, are probably even more severe. The other option
mentioned by Reid is the use of (temporary) subsidies for employment
sharing in periods of deficient demand. Here again several difficulties
arise. In particular, the funds have other uses. Why not subsidize
employment, rather than employment sharing, if funds are available?

Summary

A number of public policies may inadvertently inhibit employers and
employees from mutually advantageous arrangements concerning the
organization of working time. Privately negotiated fringe benefits and
other conditions may also have these unintended adverse effects.
Though these policies often have these features for good reasons, the
policies can typically be redesigned to minimize their adverse con-
sequences. Several such design changes were noted in this section:
ceilings on payroll taxes used to finance workers’ compensation, the
Canada (or Quebec) Pension Plan, and unemployment insurance. Bas-
ing these premiums on hourly earnings was suggested as a preferred
alternative.

The existing UI system biases employers and employees toward
layoffs rather than work sharing (hours reductions) in response to tem-
porary downturns in demand. Since 1982 the short-term compensation
program introduced by Employment and Immigration Canada has offset
this bias by providing UI benefits to employees choosing work sharing.
However, in order to make work sharing attractive to employees with a
low probability of layoff, the program is considerably more expensive
than regular UI. The bias can also be offset by changing the UI financing
provisions, specifically by having experience-rated premiums. This
alternative has considerable appeal: “It seems self-defeating to intro-
duce developmental U.1. benefits to encourage work-sharing while
simultaneously having a U.1. financial system which discourages the
natural development of work-sharing” (Kesselman, 1983, p. 80).

Issues relating to working time are significant. The decline in the work
week and the increased number of holidays and vacations are important
developments which have raised the well-being of many working Cana-
dians. Recent high levels of unemployment have focussed interest on
schemes to reduce the working time of those employed in an attempt to
increase working time for those unemployed. While such schemes have
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some popular appeal,3¢ analysis shows them to be seriously flawed.
Promoting a more rapid recovery appears preferable to work-sharing
schemes as a means of dealing with the existing levels of unemployment.

The Labour Market Behaviour of Canadian Women

The increased participation of women, especially married women, in the
labour force was the most dramatic labour market development of the
postwar period. This phenomenon had numerous effects on society —
on the size and living standards of families, on the goods and services
demanded and produced in the economy, and on the nature of family life,
to name only a few. Perhaps most important, associated with the
increased participation in the world of paid work there have been funda-
mental changes in the way women perceive themselves and their role in
society.

This is also an international phenomenon. Table 1-8, which draws on a
recent comparative analysis (Mincer, 1985), shows the growth in female
labour force participation rates over the 1960—80 period in Canada and 12
other countries. Only in the Netherlands did female labour force par-
ticipation decline. In all 13 countries the participation rates of married
women rose, often dramatically. Clearly these trends were not unique to
Canada. Canada’s growth in married female labour force participation
was among the highest over this period. However, the overall level of
participation in 1980 is not high by international standards, being eighth
for married women and ninth for all women.

These developments were also largely unexpected. Smith (1983)
recently reviewed projections made in the mid-1950s by the Royal Com-
mission on Canada’s Economic Prospects (the Gordon Commission)
and by the Economic Council of Canada in 1967 and 1972. In all three
projections the major source of error was the unexpectedly large
increase in the female labour force. The earlier the projection, the larger
was the error. The Gordon Commission’s projection error was especially
large — the female labour force in 1980 was almost double that projected
(4.6 million versus 2.55 million). All three forecasts also overpredicted
male labour force growth, reducing somewhat the forecast error for the
total labour force. Nonetheless, the prediction error for female labour
force growth was huge compared to that for males.

The rise in female labour force participation in the postwar period is a
continuation of a long-term trend. According to census data, the female
participation rate increased slowly but steadily from 16 percent in 1901 to
24 percent in 1951 (Ostry and Denton, 1967). However, the most substan-
tial changes occurred in the following three decades, which saw par-
ticipation rise from 24 percent in 1951 to 52 percent in 1981. Less is
known about the long-term trends in the labour force behaviour of
married women. Ostry and Zaidi (1979, p. 42) estimate that the participa-
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TABLE 1-8 Labour Force Participation Rates, All Women and Married
Women, 1960, 1970, 1980 (13 Countries)

Country

All Women! Married Women?2

Growth
Per
1960 1970 1980 1960 1970 1980 Annum

Australia
Britain
Canada
France
Germany
Israel

Italy

Japana
Japanb®
Netherlands
Spain
Sweden
United States
U.S'S'R

29.5 42.8 55.4 19.2  36.5. 50.8 4.86
43.4 54.6 623 33.7 48.8 572 2.64
27.9¢  38.3f  50.4f  19.1e 32.0e  49.4f 4.31s
44.5 47.1 57.0 35.6  41.5 52.6 1.95
46.5 50.9 56.2 36.5 427 54.4 2.00
29.0s  32.0> 392 2572 36.00 43.5 2.63
35.2 33.8 39.9 185 242 35.4 3.24
47.7¢  50.0 32.7 36.0c  39.5 41.9 1.00
21.9 27.0 29.5 12.64  18.3 26.0 4.02
49.0 43.9 34.9 76 173 30.6 6.96
22,72 26.1 33.2 n.a. 16.3 26.0 237
51.02  60.1 76.9 43.1  56.2 75.6 2.81
37.8 43.4 5123 30.52  40.82  50.1a 2.48
77.4 89.4 88.2 774 89.4 88.2 0.66

Sources: J. Mincer,

“Intercountry Comparisons of Labor Force Trends and of Related

Developments: An Overview.” Journal of Labor Economics 3 (1, January,
Supplement), S1-S32, for all countries except Canada; Statistics Canada, His-
torical Labour Force Statistics and The Labour Force, and calculations by the

author.

—

Over 15 years of age, exceptions noted.

2. Ages 20-59, exceptions noted.
Israel: all ages; a. 1961, b. 1975.

Japan: a.

b

c

d.
Spain: a
United States: a
U.S.S.R.:
Canada:

™o

All women, ages 20-64, in non-agricultural households and married
women in employee households.

. Paid employees, all ages.
. 1965.

1962.

. 1964, all women, ages 20-59.
. All ages.

All women, ages 20-54.

Former labour force survey, ages 14 and over.

Revised labour force survey, ages 15 and over.

The growth rate is calculated after an adjustment for the difference
between the former and revised labour force surveys.

tion rate of married women was less than 3 to 4 percent prior to World
War II. By 1951 this figure had risen to 10 percent, and by 1981 to
51 percent, almost equal to that of unmarried women. This clearly was
the most significant departure from previous trends.

Because of these features of the phenomenon — its dramatic and
unexpected nature, its numerous consequences for society, and its
general nature, being common to many countries with diverse
cultures — it is not surprising that the increased number of women
working for pay has received considerable attention from social scien-
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tists. It also receives considerable attention here, first in a discussion of
the causes of this development, and second in a survey of consequences
and policy issues.

Causes of the Rise in Female Labour Force Participation

As with any major social phenomenon, the increased number of women
working for pay has received considerable attention. A variety of expla-
nations has been offered for the very substantial changes that have
occurred in the past three decades relative to earlier periods. Most of
these changes are partly a result of increased participation and partly a
cause. Separating cause and effect is not easy. It is also difficult to
determine the extent to which increases in labour demand and labour
supply have contributed.

On the demand side, the substantial growth of the service sector has
provided a large number of employment opportunities for women. These
largely white-collar jobs are occupations for which employers tradi-
tionally consider women, as well as those with a number of features
which make them attractive to women (more flexible work schedules,
availability of part-time employment, among others). Many factors have
operated on the supply side. Increased levels of education have played a
role. The technology of “household production™ has changed, releasing
more time for work as well as facilitating substitution between work for
pay and work in the home. The average size of families has declined. In
part this reflects the availability of more reliable methods of birth con-
trol. Society’s attitudes toward working women have undergone signifi-
cant changes. Increased urbanization has also encouraged women to
enter the work force. The extent to which each of these factors is a
cause or an effect of changing participation behaviour remains largely
unknown. In addition, as discussed earlier, changes in social legislation,
for example, unemployment insurance, may have played a role.

The wages of men and women have also been affected by these
developments. Changes in wages and family income in turn have com-
plex effects on participation. As Canadians have become wealthier, men
have spent less time working. This decline takes three forms. Fewer
years are worked over the lifetime, primarily by later entry into and
earlier retirement from the labour force. In addition, as discussed in the
previous section, hours worked per week and weeks worked per year
have declined steadily. This tendency for time spent working to decline
as real income rises is generally attributed to the dominance of the
income effect of an increase in the real wage rate over the substitution
effect. (These effects are explained below.) The rise in female labour
force participation during a period when both real wages of females and
real husband’s income (for married women with a husband working)
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have been rising suggests the substitution effect dominates. The expla-
nation for these differing responses is given below.

Many of these factors have been investigated in empirical studies of
female labour force behaviour. Studies using aggregate time series, cross
section, and, in the case of the United States, panel data have been
carried out. The advantages and disadvantages of these different data
sources are discussed by Alice and Masao Nakamura. The factors which
have received the most attention in empirical studies of female labour
force behaviour are child status (number and age of children), husband’s
income (for married women), education, the market wage rate, and
macroeconomic variables such as the national or regional unemploy-
ment rate. In addition, some studies have included measures of the
number of job opportunities available to women.

Child status is generally found to be the most important influence on
the decision of women to work, and on annual hours worked for those
who choose to work. As stated by the Nakamuras: “In study after study,
including both cross-sectional and panel data studies, the usual finding
has been that the presence of children, and particularly the presence of
children younger than six years of age, substantially reduces both the
probability that a woman will work and her expected hours if she does
work.” For married women, the husband’s income is generally found to
be the second most important determinant. The higher the husband’s
income, other things equal, the lower the probability the wife will work
and the less the annual hours worked for those who work for pay. The
empirical studies find that education has a large impact on the income of
working women, and on the probability that a woman will work, holding
constant the wage rate and other factors.

Changes in the real wage have offsetting effects on the amount of time
an individual would like to work. A higher real wage means higher
income for each quantity of hours worked, permitting greater consump-
tion of all commodities including leisure time. This “income effect”
generally leads to a reduction in working time. However, an increase in
the wage raises the implicit price of an hour of leisure, causing a ““sub-
stitution effect” away from leisure toward goods consumption. Follow-
ing Mincer (1962), labour economists have traditionally explained the
contrasting time series behaviour of male and female labour supply in
terms of the differing magnitudes of the income and substitution effects
for males and females. Most males have traditionally been in the labour
force for much of their lives and work a substantial number of hours per
year. Thus the income effect of an increase in the real hourly wage is
substantial, and is expected to be larger than the substitution effect. The
male labour supply curve is thus “backward bending,” an increase in the
real wage leading to a reduction in time worked. (This is divided between
hours, weeks and years according to a variety of considerations.)
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Females, in contrast, have traditionally been outside the labour force or,
if employed, have earned lower wages and/or worked fewer hours than
men. Thus the income effect of an increase in the real wage is small, and
is dominated by the substitution effect. As a result, the female labour
supply curve is upward sloping.

These statements about the shape of the labour supply curve reflect
two responses. One is the effect of changes in the wage rate on participa-
tion in the labour force. The second is the effect on hours worked,
conditional on being in the labour force. The time series behaviour of
female labour supply is dominated by the participation effects.

When the focus is narrowed to the influence of changes in the real wage
on hours worked by women conditional on their being in the labour
force, it is less clear that the female labour supply curve is upward
sloping. Several cross-sectional studies by the Nakamuras (see their
1979, 1981 and 1983 papers) using census data and a recent study by
Robinson and Tomes (1985) using the 1979 Quality of Life Survey find
that hours of work decline in response to an increase in real wages. There
are, however, conflicting results in the empirical literature. Indeed, until
recently the consensus view was that hours worked by female partici-
pants increase in response to an increase in the wage.3” The sign and
magnitude of the elasticity of hours worked with respect to the wage is
thus a matter of some debate. This debate does not, however, question
the view that a higher real wage has been one factor accounting for the
rise in female labour force participation.

Some studies have also tested the hypothesis that variations in
employment opportunities for women have a direct impact on female
labour force participation, in addition to the effect on the market wage. If
wages adjust fairly quickly to changes in labour demand and supply, this
hypothesis should receive little support. An increase in labour demand
will lead to an increase in the wage, and this will lead to more females
entering the labour force. The measure of job opportunities should have
no independent effect. There is some support for this hypothesis in the
cross-sectional studies carried out by the Nakamuras, though it has not
been extensively tested by other researchers. The support may indicate
that the wage rate does not fully adjust to demand and supply changes.
That is, variations in employment opportunities across regions, cities or
towns do not result in corresponding variations in wage rates so that both
wage rates and employment opportunities affect female labour force
participation and hours of work.

A possible explanation is that the wage rate is not the only, possibly
not even the primary, characteristic of the job which adjusts in response
to changes in labour demand, especially in the short term. For example,
employers may find that offering more flexible working hours, making
part-time work available, or providing daycare facilities are more effec-
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tive methods of attracting additional employees than increasing the
wage. Since these job characteristics are not observed by the researcher,
a positive relationship between female participation and measures of
employment opportunities would show up in the data, even after control-
ling for the wage rate.

The measures used to test this hypothesis focus on employment
opportunities for women. They presume, therefore, some occupational
segregation; that is, somewhat distinct labour markets for men and
women. The existence of different occupational and employment pat-
terns between men and women is easily established (see, for example,
Table 4-1 in the Nakamura and Nakamura paper.) Whether these differ-
ences primarily reflect preferences or discrimination is a more difficult
issue to resolve, as we shall see in the next section.

In summary, a variety of factors have been found to influence the
number of women working and the hours worked by those in the labour
force. Can changes over time in these factors, given their estimated
impacts, account for the observed rise in female labour force participa-
tion in the past three decades? Alice and Masao Nakamura argue that
observed changes in these variables can account for some but probably
not very much of the observed change. Declining fertility rates,
increases in education levels of women, and rising real wages are three
factors tending to raise the participation rate over time. (Note, however,
that these factors, especially the first two, are partly a consequence of as
well as a cause of increased participation. Treating these as exogenous
determinants may well overstate their contribution to increased par-
ticipation.) A fourth factor tending to raise female participation rates is
growth in female employment opportunities; as noted above, this vari-
able may be viewed as a complement to the real wage. At the same time,
the rise in real income of husbands tends to reduce labour force growth
of married women. The net effect of these variables will be a rise in
female labour force participation, because the effect of changes in the
husbands’ income is small relative to the other effects, especially child
status and education.

The Nakamuras present evidence which indicates that changes over
time in the commonly used explanatory variables (child status, educa-
tion, real wages, and so on) do not provide a fully satisfactory account of
the observed labour force behaviour of women, especially married
women. In particular, panel data indicate that there is more continuity or
persistence from year to year in the labour force behaviour of individual
women than would be predicted on the basis of estimated participation
equations. This suggests that unobserved (by the researcher) factors
which differ across women are the source of this persistence. As a result
of these differences across women in the propensity to seek market
work, the responses of individual women to changes in child status,
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education, real wages and husband’s income are less than those
observed to be true for all women in the sample. The Nakamuras discuss
possible sources of this heterogeneity.

Although admittedly speculative, their view is that the continuity of
labour force behaviour is due to early life-style choices made by women
regarding careers and marriage. They see women in the labour force
falling into three main groups: ““those who see themselves as working for
only a short time to meet the current economic needs of their families,
those who see themselves as working on a long-term or career basis to
meet the economic needs of their families, and those whose work
activities are not primarily motivated by the economic needs of their
families.” These groups are argued to differ in their long-term plans or
intentions with respect to specialization in home-oriented versus mar-
ket-oriented activities, investment in education and training for market
work, and in the importance of marriage and the husband’s income to the
economic well-being of the family.

This heterogeneity implies that the estimated effects on participation
of child status, education, husband’s income, and so on confound two
effects. The first is a true behavioral response; it shows, for example, the
effect of a change in the husband’s income on the labour force participa-
tion of women in each group. The second is a relationship among labour
force participation, education, husband’s income, and so on due to the
different characteristics of these groups. This heterogeneity clearly has
implications for the causes of the increased labour force participation of
women in the past three decades and for future trends. In particular, it
suggests that there have been shifts in the proportions of women choos-
ing lifestyles oriented toward careers and market work versus those
oriented toward homemaking activities, and/or shifts in the proportions
of intended homemakers who enter the labour force to meet family
economic needs.

The Nakamuras suggest that although the short-term responsiveness
of female labour force participation to changes in economic and other
variables is fairly small, the long-term response may be quite large. That
is, long-term increases in real wages, in the employment opportunities
available to women, as well as changes in household production tech-
nology and in the reliability of birth-control methods appear to have led
to major shifts in the proportion of women choosing a lifestyle oriented
toward market work. Such shifts affect the amount and type of education
and training acquired and planned family size for those who marry.
Recent trends in higher education indicate that the proportion of young
women making long-term career plans continues to rise, in some cases
dramatically (Nakamura and Nakamura, Tables 4-3 to 4-5). These
trends, together with the continuity in labour force participation
observed in panel data, suggest that female participation rates will
continue to increase.
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There are signs that child status is becoming less important as a
determinant of labour force participation. As Table 1-9 shows, the most
rapid labour force growth in recent years has been among women with
young children. From 1976 to 1983 the participation rate for women with
children under 3 years of age rose by 54 percent (from 31.7 to 48.9)
compared to an increase of 22 percent (43.1to 52.5) for all female heads/
spouses. As a result, the variation in participation rates among female
heads/spouses according to child status fell considerably over this eight-
year period.3® This phenomenon is also occurring in other countries
(Mincer, 1985).

Together with increases in female labour force growth there have been
declining birth and marriage rates and rising divorce and separation rates
in each of the countries examined in Mincer (1985). These trends have
also occurred in Canada (Nakamura and Nakamura, Table 4-6), and
appear to be interrelated. As discussed above, declining fertility rates
affect labour force participation, as does the proportion of women
marrying and the amount of marital instability. However, the choice of a
way of life oriented toward work may also affect the probability of
marrying, the age at which marriage is likely to occur, planned family
size, and the importance of the marriage to the family’s economic well-
being. This last point in turn may affect the probability that the marriage
will last. Thus the observed trends in divorce, marriage and fertility can
be interpreted in terms of shifts in the proportion of women planning
lifestyles oriented toward working careers versus those oriented toward
homemaking activities.

While these shifts in the composition of the female population have
been argued to play an important role, we have not discussed their
possible causes. The primary economic factors underlying these shifts
and therefore the jointly determined trends in participation, fertility,
marriage and other developments appear to be growth in real wages and
employment opportunities for women. This growth in earning power
drew more women into the labour force. In addition, availability of
better birth-control methods and changes in the technology of house-
hold production facilitated long-term commitments to market work and
thus altered the pace at which these changes occurred.

Determining the contribution of these economic factors relative to
other potential causal factors such as changes in society’s attitudes
toward working women is clearly difficult. In particular, it is extremely
difficult even to estimate the extent to which changes in social attitudes
is a cause or a consequence of these labour force trends. Smith and Ward
(1985) estimate that 60 percent of the growth in the female labour force in
the United States since 1900 can be attributed to growth in real wages.
Half this estimated effect was associated with the fertility reducing effect
of higher real wages. No comparable studies are available for Canada.
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Discrimination, Equal Pay and Equal Opportunity

The dramatic rise in female labour force participation has had many
consequences. One has been increased concern about equal opportunity
and equal pay in the labour market. This section examines these issues,
drawing heavily on Morley Gunderson’s paper in this book.

Equal opportunity is a key necessary condition for the efficient utiliza-
tion of our human resources. In the absence of equal opportunity, the
skills and talents of some individuals will be underutilized and the total
income and level of well-being produced by our economy will be lower
than is feasible. Furthermore, the absence of equal opportunity implies
fundamental inequities. For both these reasons, issues relating to dis-
crimination in the labour market are important.

The possible existence of discrimination in the labour market is a
concern of several groups, including visible minorities, the handicapped
and native people. Nonetheless, much of the policy debate regarding
labour market discrimination, equal pay and equal opportunity has
focussed on women. For this reason the discussion of these issues is
carried out in this context. However, many of the underlying principles
apply to any group which may have received less than equitable treat-
ment from society.

Issues relating to labour market discrimination have been very promi-
nent in recent years. Women'’s issues in particular played a major role in
the 1984 federal election and in recent provincial elections.3® Not all of
the issues have been economic; for example, there has been consider-
able attention to sexual harassment, wife-battering and sex-related
crimes. (Even these, of course, may have economic causes and con-
sequences.) However, economic issues and especially those relating to
employment and income have received a substantial amount of atten-
tion, and are the focus of this section.

More specifically, the section discusses the following questions. Does
discrimination in the labour market exist and, if so, what is its quan-
titative significance? What policies would reduce or eliminate any dis-
crimination that does exist at the least cost to the individuals or groups
discriminated against and to society at large? To address these questions
we need first to understand the causes of discrimination.

Sources of Discrimination

Understanding the sources or mechanisms which may lead to discrimi-
nation is critical for determining the policies that will be most effective in
reducing inequalities. Policies which presume discrimination comes
mainly from the labour market may be largely ineffective if the main
source of inequality is elsewhere. A number of different explanations
have been put forward to account for unequal labour market outcomes.
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Gunderson discusses these under four headings: neoclassical “taste”
perspectives, non-competitive theories, statistical discrimination, and
non-labour market constraints.

Labour market discrimination will reveal itself in terms of different
wages or earnings for equally productive groups of workers. There will
therefore be strong market pressures to eliminate these inequalities.
Firms which hire the more poorly paid groups will be more profitable
than firms which hire the well paid. In order to account for the possible
persistence of inequalities (other than those due to differences in produc-
tivity), these theories must explain why the market forces do not operate
effectively.

The first group of theories account for discrimination in terms of the
personal prejudice of employers, workers, or customers. These explana-
tions have the property that the individuals with discriminatory prefer-
ences pay for their prejudice, at least in the long run.#® However, as
Gunderson notes, the adjustment to the long-run equilibrium may take a
long time.

A variety of explanations which rely on non-competitive market
behaviour have been offered. While these differ in points of emphasis,
they share a common viewpoint that labour markets are segmented, with
males and females (or other divisions) in non-competing groups. For
example, in dual labour market theories a distinction is made between
the primary labour market characterized by high wages and benefits, job
stability and good opportunities for advancement and the secondary
labour market which has the opposite features. Although these theories
do not explain why particular individuals or groups obtain employment
in the primary or secondary sectors, they are able to account for the
persistence of segmented labour markets. The low wages and poor
opportunities for advancement in the secondary sector encourage poor
work habits, absenteeism and high turnover, thus leading to persistent
differences in worker productivity in the two sectors.

Statistical discrimination occurs because of imperfect information
about the productivity and work habits of individual (especially prospec-
tive) employees. Because of imperfect information, there is an incentive
for employers to rely on observed attributes of individuals which are
correlated with productivity. That is, the attributes of the group to which
the individual belongs may be the best predictor (on average) of the
individual’s productivity. This can result in an equilibrium “vicious
circle” in which the choices made by potential employees with respect to
education, training and other preparation for employment result in the
employer’s beliefs being confirmed (Spence, 1973).4!

Potentially important sources of differences in incomes and employ-
ment patterns lie outside the labour market. Social attitudes may per-
petuate stereotyping of male and female roles. These attitudes may be
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reinforced by family upbringing, educational institutions, the media, and
other institutions. They can affect the nature of preparation for the
working world, the types of education chosen, and so on. Unequal
division of labour within the household is another powerful force which
can influence decisions relating to occupational choice as well as the
time and effort available for human capital investments when working. If
because of differential sharing of household tasks, including the raising
of children, female labour force participation is less continuous, not only
will female earnings be lower, but incentives for both the employer and
employee to invest in on-the-job training and skills acquisition will be
reduced.

Existing empirical evidence does not provide much guidance on
which of these various explanations of observed differences in incomes
and employment patterns are most important. Most of the empirical
work has been concerned with measuring the amount of labour market
discrimination that exists, rather than testing competing explanations.
Gunderson’s view is that forces emanating from outside the labour
market are probably more important than those emanating from within,
a judgment with which I agree. The distinction between labour market
discrimination and non-labour market sources of unequal incomes is
thus an important one. )

Empirical Evidence on Discrimination

Examination of labour market data reveals important differences
between men and women. Women have a significantly lower labour force
participation rate, earn substantially less than men on average, and
exhibit different occupational employment patterns.

Do these differences reflect discrimination against women? This is a
difficult question to answer, for clearly there could be legitimate reasons
for these differences; that is, reasons that are not connected to the
absence of equal opportunity. The differences in participation and
employment patterns may reflect barriers to women that have nothing to
do with inherent ability, or they may reflect different preferences
between men and women regarding occupational choice and work in the
home versus market work. Similarly, earnings differences may be
caused by women’s jobs being “‘undervalued” owing to occupational
segregation or other factors, or by productivity related factors such as
hours worked, education, training and experience. Sorting out the
extent to which observed differences reflect discriminatory versus non-
discriminatory factors is a major empirical challenge.

There is no generally accepted empirical procedure for determining
the extent to which differences in participation rates and occupational
employment patterns reflect discriminatory versus non-discriminatory
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factors. Many people feel that the differences are so large that they must
reflect discrimination to some degree. However reasonable this view, it
is not very helpful to the policy debate.

An even more difficult empirical problem is identifying the source of
any observed differences in the labour market behaviour of men and
women. For example, occupational employment patterns may be caused
by discriminatory behaviour on the part of employers, by “choices”
made by men and women raised in a society in which certain occupa-
tions are viewed as “women’s jobs” and “men’s jobs,” or by different
preferences for jobs with certain characteristics such as flexible working
arrangements. This distinction between discrimination emanating from
the labour market and discrimination emanating from outside the labour
market is extremely important for policy purposes. Policies designed to
promote equal opportunity in the labour market may be ineffective if the
source is elsewhere. Again, however, there is no generally accepted
empirical procedure for determining this source.

At the same time, there is a generally accepted empirical procedure
for estimating the extent to which earnings differences reflect discrimi-
natory versus non-discriminatory factors. This procedure involves esti-
mating earnings equations and decomposing the overall male-female
earnings differential (the “earnings gap”) into the amount associated
with productivity-related factors and the remainder (the ‘“discriminatory
earnings gap”). The latter is generally attributed to discrimination.
Before examining the results of applying this procedure, some com-
ments on the method itself are in order.

The methodology involves attributing to discrimination all of the
earnings differential that cannot be explained by observable productiv-
ity-related factors. There are obviously dangers with this procedure.
There may be some variables which are not (or imperfectly) observed by
the researcher but which are legitimate non-discriminatory sources of
earnings differences. For example, in most of the empirical work on this
issue, the actual “labour market experience” of individuals in the sam-
ple is generally not observed. In addition, we might debate labelling as
“discriminatory” a component which, being a statistical residual, is
essentially a measure of our ignorance.42 For these reasons, the residual
is generally an upper bound on the amount of the earnings gap attribut-
able to discrimination.

A second point that should be made is that the studies take as given the
observed values of the productivity-related characteristics. Yet differ-
ences in these may themselves be due to discriminatory forces, albeit
possibly outside of the labour market. As discussed earlier, different
choices of types of education, time and effort devoted to career advance-
ment, and so on may result from differential sharing of household tasks,
sexual stereotyping and other factors.

Table 1-10 shows the ratio of female to male earnings in Canada over
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TABLE 1-10 Male/Female Earnings Differences, Canada, 1967-82

Ratio of Female to Male Earnings

Earners Working

Year All Earners Full Year/Full Time
1967 0.46 0.58
1971 0.47 0.60
1973 0.46 0.59
1975 0.48 0.60
1977 0.51 0.62
1979 0.51 0.63
1981 0.53 0.64
1982 0.55 0.64

Source: Statistics Canada, Earnings of Men and Women (selected years), and calculations
by the author.

the past 15 years. It is clear from these data that there are substantial
differences in the earnings of males and females. These differences exist
in other countries, though the differences are greater in some (Mincer,
1985). In 1982 Canadian women employed on a full-time, full-year basis
earned 64 percent of the income of men employed on the same basis.
The Canadian earnings gap has narrowed somewhat over the 1967-82
period, as it has also in most countries.

Of course, it is the discriminatory earnings gap on which attention
should be focussed. Even if there were no overall earnings gap, labour
market discrimination against women could exist (i.e., women could
have more productivity-related characteristics, on average, than men).
Similarly, the narrowing of the overall earnings gap in the past two
decades may reflect an increase in women’s productivity-related charac-
teristics rather than a reduction in the importance of discrimination.

Gunderson (Table 5-1) summarizes the various Canadian empirical
studies on male-female earnings differentials. Although there are some
differences in the results, owing to different data sources, time periods
and statistical techniques, some generalizations can be made. For the
studies which look at the economy as a whole, usually with census data,
and which focus on individuals employed full time, full year, the overall
earnings gap is about 40 percentage points. About half of this can be
accounted for by observable productivity-related factors such as age,
education and training. That is, the overall male-female earnings gap
would be about 0.80 if these characteristics were equal, on average for
men and women. The remaining 20 percentage points, or half of the
earnings gap, is thus attributable to discriminatory factors according to
the procedure described above.

The results of these studies are subject to some important qualifica-
tions. As noted above, actual years of work experience is not observed in
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these cross-sectional studies. Since years of experience is lower on
average for females, the amount of the gap attributable to discrimination
may be overstated.43 (The fact that the gap is substantially less for single
men and women may be evidence of this qualification.) Similarly, some
of the other variables employed are crude; for example, years of educa-
tion but not the type of education are observed. Similarly, actual hours
worked are typically not observed. Since the comparison involves earn-
ings (rather than hourly wage rates), this is a potentially important factor.
Another qualification is that these studies focus on earnings or income
and do not take into account fringe benefits such as pensions, medical
and dental benefits, and so on. This omission may understate the total
compensation gap. Finally, factors such as the pleasantness of the work
environment, the risk of job-related injury or illness, and the flexibility of
working hours, factors which typically result in earnings differentials for
otherwise comparable employees, are not taken into account. Nonethe-
less, these studies are valuable in giving approximate orders of magni-
tude of the probable causes of the overall earnings gap.

The conclusion of these studies that about half or slightly more than
half of the overall earnings gap is associated with observed productivity-
related characteristics has important implications. In particular, it
implies that even if policies were fully successful in eliminating discrimi-
nation from the labour market, the overall female/male earnings ratio
would rise to at most 0.80. If it is desired to remove the remainder,
policies which will equalize characteristics such as hours worked, years
of education and training, and so on across the sexes are more likely to
be successful than policies intended to reduce discrimination.

Can anything be said about the remaining “discriminatory earnings
gap”’? Gunderson carries out a bit of detective work on this question. An
important clue comes from the fact that case studies and studies based
on wages for narrowly defined occupations in the same establishment
find an overall gap of 20 percentage points or less and a discriminatory
gap of 5 to 10 percentage points. This suggests that narrowly defined
wage discrimination probably accounts for about 5 to 10 percentage
points of the earnings gap. Again applying the principle that the residual
must be attributable to the remaining potential source of discrimination,
this suggests that occupational segregation probably accounts for about
10 percentage points. Table 1-11 summarizes these ‘“‘guesstimates.”

Policy Implications and Issues

These results suggest there is some potential for policies designed to
reduce discrimination in the labour market, though these are unlikely to
narrow the earnings gap beyond 0.80. Policies which break down
occupational segregation are more likely to be successful in narrowing
the gap than policies designed to deal with pay differences within indi-
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TABLE 1-11 Decomposition of the Male-Female Earnings Gap

Overall Gap 0.40
Amount attributable to:
Productivity-related factors 0.20-0.25
Occupational segregation 0.10
Narrowly based wage discrimination 0.05-0.10

vidual occupations. In addition, policies which operate outside of the
labour market probably have the greatest potential for narrowing the
overall male-female earnings differential (although not the discrimi-
natory wage gap as defined here).

Three general types of policies can be used in an attempt to reduce
earnings and other differences between men and women. The first two,
equal pay and equal opportunity policies, operate within the labour
market. These are discussed in detail by Gunderson and are briefly
reviewed here. The third group of policies operate outside the labour
market. These try to alter attitudes and social conventions, alter the
division of labour within the household, or attempt to offset any disad-
vantage faced by women in the labour market due to unequal division of
household tasks.

Equal Pay Policies

Equal pay policies exist in all Canadian jurisdictions (see Gunderson,
Table 5-2). The first laws were passed in the 1950s in most jurisdictions,
and have evolved through a number of stages. These include equal pay
for “‘equal work,” equal pay for “substantially similar work,” the “com-
posite” approach, and “equal pay for work of equal value” or “compara-
ble worth.” The latter currently applies in the federal jurisdiction and
Quebec, and is being actively considered for implementation in Man-
itoba and Ontario. It is the focus of much of the current policy debate in
Canada. Comparable worth is the most extreme version of equal pay
legislation, though as Gunderson points out the logical next step is
proportionate pay for work of proportionate value.

Little is known about the impact of equal pay legislation in Canada.
The studies which have been carried out (Gunderson, 1975, 1976, 1984)
focus on Ontario. These studies find that Ontario’s equal pay initiatives
had no significant impact on the male-female earnings gap.

Equal value assessments involve job evaluation procedures which
attempt to determine the relative “worth” of two (or more) jobs. Four
factors are taken into account in these evaluations: the skill required to
do a job, the effort, the responsibility and the working conditions. The
number of equal value cases to date has been limited, and have typically
resulted in pay increases of 10 to 20 percent. They are more likely to be
pursued when there is a large difference in earnings between predomi-
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nantly male and predominantly female jobs. Thus an adjustment of
20 percent is unlikely to apply across the entire economy.

Raising female wages relative to male wages by any of these equal pay
procedures will reduce employment opportunities for females as
employers substitute machinery and equipment and/or male labour for
the now relatively more expensive female labour and as consumers
substitute away from products whose relative price has risen owing to
increases in labour costs. These adjustments will be larger in the long
than the short run, and will differ across occupations, depending on the
factors which determine the elasticity of labour demand. As Gunderson
notes, these adverse employment effects are expected to be large in
many female-dominated labour markets. Thus, increased use of equal
pay initiatives, especially comparable worth, is expected to help some
females and harm others. Those whose employment opportunities are
reduced by these adjustments will enter other, less desirable, sectors,
will leave (or not enter) the labour force, or will exhibit higher unemploy-
ment as they queue for the more desirable jobs. In making policy
decisions these tradeoffs must be recognized.

The more widespread application of the comparable worth principle,
especially to the private sector, raises additional issues. As Gunderson
notes, it represents “a quantum not a qualitative change in policy orien-
tation.” The fundamental break from the past results from substituting
an administratively determined pay system for our current system of pay
determination which is based on market forces and relative bargaining
power.

The widespread use of administratively determined wages would, by
making the wage structure more rigid, inhibit the adaptability of the
labour force to change. Market forces (and, in some cases, collective
bargaining) result in wages being raised (relative to other wages) in
rapidly expanding sectors and lowered in declining or slow-growth sec-
tors. These changes in relative earnings provide the signal and incentive
for some of the labour force to move out of declining sectors and into
expanding sectors, where the value (and thus remuneration) of labour
services is higher. Though the adjustment process can take place without
wage flexibility, the result is higher unemployment and job vacancies and
lower national income (Vanderkamp, 1985).

The more widespread adoption of equal value policies represents a
dramatic and probably difficult-to-reverse change in policy. For this
reason, such a change should not occur without a reasoned and informed
debate about the probable consequences. At present this does not
appear to be happening.#* Because the widespread adoption of equal
pay for work of equal value could have important adverse consequences
for many women as well as for society at large, it is important to examine
alternative policies. The other group of policies designed to improve
market outcomes is equal employment opportunity policies.
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Equal Employment Opportunities

These policies attempt to alter decisions with respect to recruitment and
hiring, promotion, training, transfers and termination. All Canadian
jurisdictions prohibit discrimination in these decisions on the basis of
sex as well as other factors such as age, race, religion and national origin.
Furthermore, the Charter of Rights and Freedoms, and in particular the
equality provisions which came into force in April 1985, has important
implications for these policies and decisions.

The extreme version of equal employment policies is affirmative
action. This typically involves setting targets for the hiring, retention
and promotion of disadvantaged groups, and can go further and involve
quotas and “reverse discrimination.” In addition to targets and a time-
table for their achievement, affirmative action typically involves the
establishment of a data base recording such information as the sex,
occupational distribution and pay of the work force.

There has been little reliance on affirmative action in Canada, though
in most jurisdictions, voluntary affirmative action programs are permit-
ted and are exempt from the anti-discrimination provisions of the
Human Rights Code or other legislation. The Charter also explicitly
exempts such programs. There has been much more extensive use of
affirmative action in the United States, and it is thus possible to learn
from their experience.

As Gunderson notes, there is an important difference between equal
pay and affirmative action initiatives in terms of the effects predicted by
elementary economic theory. Raising wages of females relative to males
will reduce employment opportunities for females and also possibly
increase them for males. Affirmative action, however, increases labour
demand for women and other target groups and decreases labour
demand for non-target groups. Affirmative action thus is predicted to
raise both wages and employment of women as well as lower them for
men. U.S. evidence on the impact of equal employment opportunity
legislation supports this prediction, though the results are considerably
stronger for blacks than for women. Another advantage of affirmative
action is that it lends itself much more to being a temporary program.
Since the purpose is to break down “vicious circles” and alter attitudes,
a permanent program should not be required.

Although policies to alter employment opportunities have advan-
tages, there are also important costs. Many people find the reverse
discrimination aspect associated with targets and quotas distasteful.
Nor do the members of the target groups wish to have others believe
their positions are not solely based on merit. Further, there are numerous
additional costs imposed on employers, which ultimately show up in
product prices. Finally, there are the costs of the monitoring and
enforcement agency.

Although these costs are by no means trivial, it nonetheless appears
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that affirmative action has important advantages over comparable worth
in terms of narrowing the earnings gap and breaking down occupational
segregation. Temporary programs have particular appeal.

Extra-Labour Market Policies

The third general category consists of policies which operate outside of
the labour market, though they of course are expected to have impacts
on labour market outcomes. These policies have significant advantages
over both equal pay and equal employment opportunity policies, espe-
cially the more extreme versions of the latter.

These policies are based on the empirical findings that at least half,
and possibly considerably more than half, of the male-female earnings
differential can be attributed to differences in productivity-related
characteristics such as hours worked, continuity of labour market expe-
rience, education and training. Some of these differences reflect tradi-
tional division of labour within households (though some reflect spe-
cialization and comparative advantage). Policies to promote greater
availability of daycare facilities, part-time jobs for both sexes, and equal
rights to “birthing leave” have considerable appeal (Breton, 1984).
Although these policies are also not without their costs, their adverse
consequences seem minimal when compared to equal pay for work of
equal value and affirmative action.

The Current Dilemma: Is Further Action Necessary?

At the present time there is considerable pressure for further legislative
action to promote greater equality in labour market outcomes between
males and females. A federal Royal Commission (the Abella Commis-
sion) was established in 1983 to examine the opportunities for employ-
ment of women, native people, disabled persons and visible minorities,
with particular reference to federal Crown corporations. The report
(dated October 1984) recommends that affirmative action programs
(which the report prefers to call “employment equity programs”) be set
up throughout the federal jurisdiction, though quotas are not recom-
mended. In addition, the report recommends that equal pay for work of
equal value be implemented in all Canadian jurisdictions in which it does
not already apply. In addition to this pressure at the federal level, there is
considerable pressure in several provinces, notably Manitoba and
Ontario, to implement equal value legislation.

At the same time there is some evidence which indicates that these
legislative initiatives may not be needed. The evidence is by no means
conclusive, but is certainly worthy of discussion. There are several
components: a significant increase in the labour force participation of
mothers of young children, suggesting a trend toward increased con-
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tinuity of female labour force participation; some narrowing of the
earnings gap over the past decade; and dramatic changes in the educa-
tional and career choices of younger women in the last decade or two.

The first development was discussed in the previous section (see
Table 1-8). This trend toward increased continuity is important, for this is
a key productivity-related factor accounting for the earnings gap. The
second trend is noted in Gunderson and described in more detail by
Boulet and Lavallée (1984). Both hourly and annual earnings of females
grew more rapidly than those of males between 1970 and 1980. The
differential growth in hourly earnings was larger. Thus the male-female
annual earnings gap would have fallen more if hours worked per year had
not declined more for females than males. The third development, the
dramatic changes in the educational and career choices of younger
women, is shown in Tables 4-3 to 4-5 in the Nakamura paper in this book
and in Boulet and Lavallée. The number of women attending university
and continuing their studies past the undergraduate level rose much
faster than for men. Thus in 1966 women formed 34 percent of under-
graduate and 18 percent of graduate enrolment. By 1981 these propor-
tions had increased to 47 and 37 percent, respectively. There were also
very substantial increases in the proportion of women receiving bach-
elor and first professional, master’s and doctorate degrees over the
1966—-80 period. Finally, the Nakamuras’ Table 4-5 illustrates the dra-
matic increases in female enrolment in the traditionally male-dominated
areas of engineering and applied science, medicine, law, and commerce
and business administration. Thus there is evidence of very significant
decline in occupational segregation, at least among those attending
university. These developments can be argued to augur well for reducing
both the earnings gap and occupational segregation in the future. As
stated by Boulet and Lavallée (1984, p. 3): “Over the next few years, it
will be mainly the young women who, between 1971 and 1981, succeeded
in changing female labour patterns who will be able to move up the
promotional ladders in their places of work.” The research finding
emphasized by the Nakamuras, that there is considerable persistence or
continuity to the labour force behaviour of individual women, tends to
reinforce this conclusion.

However, as is the case for many predictions about future develop-
ments, analysts differ on how large these reductions in the earnings gap
and occupational segregation will be, and on how quickly any change
will occur. As Gunderson concludes: “Whether the optimistic scenario
will occur, or be frustrated by conventional discriminatory barriers,
remains an open question. Perhaps the safe generalization is that some
groundwork for change has been laid.”
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Conclusions

This overview paper, and the background papers which follow, deal with
an important and complex set of issues, issues which affect the daily
lives of many Canadians. The primary purpose has been to explain the
current state of understanding of labour market behaviour in Canada in
the postwar period. If the reader’s understanding of phenomena such as
unemployment, labour force participation, time spent working, and
labour market discrimination has been increased, the volume will have
achieved its main objective. '

In addition, an evaluation of several important labour market policies
has been carried out. This evaluation involved assessing the apparent
purposes of the policies, and determining whether these purposes could
perhaps be more effectively achieved by alternative methods. In several
cases, it was suggested that socially beneficial changes could be made.

Two general and related themes emerge from this attempt at policy
evaluation. First, labour market policies often achieve their intended
purpose to some extent, but also generally have undesirable con-
sequences as well. In some cases these undesirable consequences
adversely affect some members of the group the policy is intended to
assist. Intelligent policy design must confront these adverse con-
sequences directly, and try to minimize them.

Second, labour market outcomes can often be improved by allowing
wages and other market forces to perform their function of allocating
labour and other resources to their best uses. This theme arises in
several places in this overview — in the preferences expressed for
income supplementation for the working poor over raising minimum
wages, for experience rating of unemployment insurance, for equal
opportunity and extra-labour market policies over equal pay for work of
equal value, and for promoting a more rapid economic recovery over
legislating a reduction in working time in order to reduce unemploy-
ment. This is not a simple-minded plea for a laissez-faire approach to
labour market issues. Rather, it is a suggestion that the well-being of
society as a whole can be improved by utilizing instead of attempting to
counteract economic incentives.
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Notes

This paper was completed in October 1985.

For their comments on an earlier version of this paper I am grateful to Morley Gunder-
son, Stephen Jones, Stephan Kaliski, Glenn MacDonald, Alice Nakamura, Masao
Nakamura, Shelley Phipps, Frank Reid and John Vanderkamp. None of them is responsi-
ble for any errors it may contain.

1. The source of this information (Survey of Consumer Finances) differs from the source
of the income and output data in Table 1-1 (National Accounts). There are also some
slight differences in the beginning and end points of the periods covered.

2. See also Helliwell, MacGregor and Padmore (1985).

3. In particular, if one or more variables that do effect productivity growth are omitted
from the estimating equation, the estimates of the parameters measuring the effect of
the included variables will be biased.

4. For an international comparison of some of those developments see Sargent (1985a).

5. 1 will use these terms interchangeably.

6. The interested reader may find Sargent (1985a), Riddell (1985d), and the references
therein helpful.

7. Additional information on the relationship between unemployment and family income
is reported in Shaw (1985). As aggregate unemployment rose from 7.1 percent in May
1981 to 11.0 and 12.3 percent in May 1982 and 1983, the proportion of husband-wife
families in which the husband was unemployed and the wife or other family member
employed remained constant at slightly over 50 percent. The proportions with wife and
other family member employed was about 45 percent in each year.

8. There is an important distinction between “interrupted spells” and *“‘completed
spells.” Duration measures from the Labour Force Survey measure “interrupted
spells,” i.e., the amount of time unemployed so far at the time of the survey. These
measures can differ in important ways from those of primary analytical and policy
interest, the length of “completed spells” (i.e., the time from when unemployment
started to when it ended).

9. An example may help to illustrate this important finding. Suppose five people experi-
ence unemployment, four with spells of one month each and one with an eight-month
spell. The average duration of a spell of unemployment is thus 1.8 months, but two-
thirds of the total unemployment is accounted for by the one long spell.

10. There is, however, considerable controversy among macroeconomists about the abil-
ity of governments to offset business cycles through discretionary fiscal and monetary
policies.

11. The reasons are complex. The interested reader will find Mortensen (1984, especially
Part IV) useful.

12. Fortin (1985) provides a survey. Most of the estimates are in the 6-7 percent range.
However, as noted below, some estimates based on a different methodology are higher.
This is the reason for the wider range.

13. For details of these approaches see Riddell (1985d).

14. See also Abraham and Katz (1984), who reach a similar conclusion.

15. In Europe the phenomenon of “classical unemployment™ associated with rigid real
wages above their equilibrium values has received considerable attention (Malinvaud,
1982; Meltz and Ostry, 1985). However, at this point there is no evidence to indicate
that Canada suffers from this particular problem (McCallum, 1985).

16. Even with a given natural rate, it may be possible through greater wage and price
flexibility or other structural changes to reduce the magnitude or duration of cyclical
fluctuations around that unemployment rate. On these questions see Riddell (1985d).

17. See Department of Finance, Economic Review, April 1984, Table 3-1.

18. Even prior to the recent increase in concern about youth unemployment there were a
substantial number of such programs. See, for example, Gunderson (1981, Appendix B).

Riddell 69



19.

20.

21.

22.

23.

24.

25.

26.
217.

28.

29.

30.
31

32.

33.

34.

35.

36.

7.
38.

39.

40.

70

See, for example, the studies in Freeman and Wise (1982).
For a description of the evolution of UI to 1980 see Dingledine (1981).

Since 1971 there have been frequent changes to the UI Act, the regulations under it,
and administrative practices. For details of these changes see Dingledine (1981) and
Kesselman (1983).

Several Commission studies examine aspects of these labour market effects. In
addition to Kaliski (1985), the studies by Cousineau (1985), Gunderson (1985), Kes-
selman (1985) and Vanderkamp (1985) are relevant.

In addition to this possible social efficiency rationale, there may also be an equity
rationale for publicly provided UI (Boadway and Oswald, 1983).

The recent experience with Career Guard, an insurance plan to protect executives
who might be fired, illustrates these forces. See “Insurance Against Being Fired: A
Plan That Just Didn’t Fly,” Financial Post, May 29, 1983, p. 1.

This is the central insight of implicit contract theory, which is elaborated in more detail
in Kaliski (1985).

See Gunderson (1985) for a more detailed discussion of this point.

See Kesselman (1983) for a thorough discussion of the implementation of experience
rating.

At present the regional extended benefits provisions are an important factor weaken-
ing the link between duration of previous employment and duration of benefits. If
regional differentiation is to be maintained, the extension periods should be propor-
tional to the individual claimant’s basic entitlement period, as recommended by
Kesselman (1985), rather than a fixed period.

These duration estimates are based on the “interrupted spell” data, and thus should be
treated more cautiously than the recent studies which use the more appropriate
“completed spell” definition.

See the studies by Baily (1977, 1978) and Flemming (1978).

The 1971 UI Act contained provisions for experience rating, but these were never
implemented and were subsequently repealed. This apparent error resulted from
interest group pressure (primarily the industries most heavily subsidized by the
existing financing system) and possibly faulty policy analysis. For a detailed analysis
see Kesselman (1983, chap. 9).

For a discussion of the various objectives which have been associated with minimum
wage laws, and an evaluation, see West and McKee (1980).

Though this does not imply that hours are not optimal in a social sense.

A possible exception would be the case in which search for new employment were
more efficiently conducted while employed than while unemployed, possibly due to
stigma effects. However, the opposite is more likely to hold in general.

On the differences between the nature of the unemployment problem in Europe and
North America see Sargent (1985b) and Meltz and Ostry (1985).

The Decima poll taken in the Summer of 1983 found that 71 percent of respondents
would be willing to work a shorter week (the example given was for a reduction from 40
to 32 hours) and accept lower income “if it meant that there would be more jobs for
Canadians.” (Johnston, 1985, Table 5-3)

See, for example, Killingsworth (1983, p. 192).

For example, the range narrowed from 18.4 percentage points (31.7 to 50.1) to 13.5
percentage points (50.1 to 62.0).

For a discussion of women’s issues and the women’s movement since 1970 see the
Commission study by Burt (1985). On the impact of family law on the well-being of
families see the Commission studies by Mossman (1985) and Payne (1985).

For example, employers who prefer to hire males rather than equally productive
females pay for their prejudice through reduced profits. Customers who prefer to be
served by males similarly pay through higher product prices. Both these effects result
from the higher demand for males bidding up their wage and the reduced demand for
females lowering their wage.
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41. These “vicious circle” equilibria generally require special kinds of incomplete market
assumptions. For example, some individuals offering to accept lower wages during a
probationary period can break a vicious circle of statistical discrimination.

42. As stated by Breton (1984, p. 27): “Calling the residual ‘discrimination’ is a con-
vention. Those who would choose to call it ‘oppression,’ or ‘submissiveness,’ or ‘lack
of motivation’ or any other name could do so with complete legitimacy. The residual
could also be labelled ‘the extent of our ignorance.™

43. Of course, it can be argued that the fact that females have less work experience than
males is itself a sign of unequal opportunity, though not labour market discrimination
as the term is employed here. This is a legitimate point, and is discussed further below.

44. As a contribution to this debate, I propose doing away with the term “equal pay for
work of equal value” because it generally meets with approval without being under-
stood. After all, who could be opposed to people being paid their “worth” in some
sense, usually left to be inferred? In its place a more neutral and descriptive phrase
should be used. “Pay determination by job evaluation” would be one possibility.
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2

Trends, Changes and Imbalances
A Survey of the Canadian Labour Market

STEPHAN F. KALISKI

Change is the single most pervasive element emphasized in current
research on the labour market. Long-range studies stress the gradual
changes in the demographic and other personal characteristics, indus-
trial structure and technology that have made today’s labour force
unrecognizably different from that of twenty years ago and may make
the next decade’s unrecognizably different from today’s. Cyclical stud-
ies focus on the deep recession that became, rather suddenly, the pre-
dominant concern of labour market analysts and the rate and extent of
recovery from it that may be expected. Studies of turnover or labour
market dynamics emphasize that the net changes on which both trend
and cyclical studies concentrate constitute only a small residual of much
larger gross movements.

The approach to and interpretation of these phenomena, too, are
changing rather rapidly. The basis of the “new” analysis of the early
1970s is now much differently and more cautiously interpreted. Even the
stylized statistical picture — the “stylized facts,” as they are usually
called — of the past changes as new partial explanations draw attention
to the uncertain and partial character of old ones, the data themselves
undergo ex post benchmark revisions, and more, longer and more
comprehensive bodies of data become available.

Of course, many traditional concerns and methods of analysis remain
or re-emerge, sometimes in an altered or more refined form. Thus the
current discussion of obstacles to movement toward fuller employment
both revives the debate about demand deficient and structural unem-
ployment of 20 or more years ago and utilizes an econometric version of
“Okun’s Law,” which links changes in output to those in unemploy-
ment. The old worry about the compatibility of full employment and
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price stability is still with us, and the profoundly human concerns about
the availability and nature of work are as important as ever and as
difficult to come to grips with in a general economic analysis.

What follows, then, will be largely a discussion of past and anticipated
changes. It will, of necessity, rely on the present state of analytical and
empirical knowledge of the labour market and the author’s current
understanding of it. Much of it will be tentative rather than certain
knowledge, and I shall try to be frank about its degree of certainty.

Labour Force Trends, Past and Future

As Table 2-1 reminds us, the Canadian labour force grew very rapidly in
the post—World War II period, especially in the late 1960s and the 1970s.
This growth has now slowed, and it is predicted to slow further. The
earlier rapid growth reflected both a very substantial increase in the
source population! and some increase in the percentage of that popula-
tion that participated in the labour force.?

Overall rates of population growth and participation, however, hide
more than they reveal. Much of the growth in the source population (and
even more of that in the labour force) was the result of the “baby-boom
generation” attaining working age (see Table 2-2). The number of 15 to
24-year-olds in the source population reached a peak of nearly 4,600,000
in 1980 and is now declining. The labour force of the near future will be
aging as well as growing less rapidly.

The matter of participation rates is even more complex. As Figure 2-1
indicates, the modest overall increase in participation was brought about
by a dramatic rise in the participation rate of women of 25 and over (adult
women), a moderate decline in the participation of adult men, and a
slight trend increase in youth participation.? Figure 2-2 shows that as a
result of these changes in demography and participation, youth and adult
women became a much larger proportion of the labour force and adult
men a smaller one.

It is projected that the trends in participation of all three groups will
continue. There is, however, some considerable uncertainty about this
forecast. Thus, for example, if the courts find that compulsory retire-
ment at 65 is illegal, some elderly persons may choose to prolong their
participation in the labour force. Quantitatively far more important,
however, is the question of continuing increases in female participation.
This is a large and complex possibility and cannot be explored here in
any depth.# Suffice it to say that while the participation rates of women
of all ages have been increasing since 1956, there are very distinct age
profiles to female participation, and as Figure 2-3 illustrates, these
trends have been changing. Clearly, age (the simplest factor to allow for
in projections) does not represent effectively the host of demographic,
sociological, generational, attitudinal and other factors. These factors
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FIGURE 2-1 Participation Rates among Certain Demographic
Groups, 1953 to 1990
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Source: Canada, Department of Employment and Immigration, Labour Market Devel-
opments in the 1980’s: Report of a Task Force (Ottawa: Minister of Supply and
Services Canada, 1981).
The historical series break in 1975, the year in which major revisions were made
to the labour force survey. The most abrupt break occurs in the case of the less-
than-25 group. Prior to the revisions, this group consisted of 14-24 year olds. With
the revisions, it was redefined to comprise 15-24 year olds.

Note:
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FIGURE 2-2 Labour-Force Composition by Demographic Groups,
1953 to 1990
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Source: Canada, Department of Employment and Immigration; Labour Market Devel-
opments in the 1980’s: Report of a Task Force (Ottawa: Minister of Supply and
Services Canada, 1981).

are more difficult to forecast, and their quantitative impact on the
participation decision is only partly understood. Such circumstances as
conditions of work and availability of child care must also matter.
Not surprisingly, given their dramatic nature, the demographic
aspects of the Canadian labour force have been a principal focus of
discussion, but other, interrelated changes abound. Employment in the
service industries and associated part-time and white-collar employ-
ment increased rapidly between 1956 and 1979, especially before 1973.
The share of employment in manufacturing declined, and employment in
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FIGURE 2-3 Female Participation Rates by Age, Canada
(%)
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Source: D.K. Foot, ‘“The Impact of Population Growth and Aging on Future Canadian
Labour Force,” in Canadian Labour Markets in the 1980’s (Kingston: Queen’s
University, 1983), Chart 2.

primary industries declined absolutely (see Tables 2-3 to 2-5). Women
have been and are employed principally in services, manufacturing, and
trade, but the proportion of female employees in every industry group
has increased substantially (see Table 2-6). Women and youths are far
more likely than adult men to hold or to seek part-time jobs (see Table
2-7). The number of households that had more than one member in the
labour force also increased greatly over this period (see Table 2-8 for
some indirect evidence).
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Labour Market Imbalances and Frictions

Three recent documents> dealing with the Canadian labour market (from
which the projections mentioned above were taken), after reviewing the
evidence, proceeded to deal with the difficulties or imbalances that
developed or threatened. The term ‘“imbalance” can be used in two
somewhat different senses in connection with labour markets. The
micro or structural imbalances with which these documents (Hasan,
1983, p. 42; Tate, 1983, pp. 39-40) were principally concerned, because
of their focus on the longer term, occur in situations in which there are
mismatches between such relevant characteristics and circumstances as
skills, experience and location of individuals seeking work and those
required to perform (or, at any rate, to obtain) vacant jobs. There can, in
addition, be macro or aggregate imbalances that result from an overall
excess supply of or excess demand for labour, regardless of individual
characteristics.

A factor that complicates assessing or measuring either sort of
imbalance is that even when the labour market is in both overall and
structural balance, it is not characterized by a neat, day-by-day clearing,
with each worker in a job and no vacancies or unemployment. This is the
result of the constant flux or dynamism of any real life labour market —
the gross flows mentioned in the introduction.® Jobs and firms come into
being, change and expire. Workers enter the labour force or leave it, re-
enter, and change jobs, employers and locations. The notion of frictional
unemployment — unemployment deriving from the fact that changes do
not occur instantaneously — corresponds to this aspect of the market.
Needless to say, frictional, structural, and demand deficiency unem-
ployment are not, in practice, always easy to separate from one another;
indeed, they may not even be separable or independent in principle, but
the heuristic classification can help diagnosis.

Frictional unemployment has been the subject of important analytical
and empirical research in the past decade — the analysis of “the new
unemployment” (Feldstein, 1973b). Such unemployment is perhaps the
purest form of what is sometimes described as “normal” or “equi-
librium” or “natural” unemployment.” It may be thought of as an
equilibrium phenomenon in the double sense that it is not a manifesta-
tion of either the macro or the micro imbalances described above. It
occurs whenever the individual micro labour markets, however per-
fectly they function in all other respects, are characterized by such
realistic friction as scarcity of information and cost of acquiring it. The
micro or structural imbalances capable of contributing to “normal”
unemployment can also be thought of as a result of friction: a product of
the time and resources that it takes to adapt to change.
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TABLE 2-8 Family Units with at Least One Unemployed Person, by
Number Employed in Family, Selected Annual Averages,

1961-83
Number Employed in Family
Some Three
Member(s) or
Year Total None Employed One Two More
(percent)
1961 100 45 55 33 15 7
1966 100 38 62 36 17 8
1971 100 36 64 39 16 8
1974 100 33 67 41 17 9
1975 100 28 72 47 25
1976 100 27 73 47 26
1977 100 26 74 48 26
1978 100 26 74 48 27
1979 100 26 74 48 26
1980 100 26 74 47 27
1981 100 26 74 48 27
1982 100 28 72 47 25
1983 100 30 70 47 23

Sources: Economic Council of Canada, People and Jobs (Ottawa: Minister of Supply and
Services Canada, 1970), Table 10-6; Statistics Canada, cat. no. 71-201, pp.

147-48; 71-529, 475-83.
Note: Data for 1961-74 and 1975-82 are not strictly comparable.

The Analytics of the New Unemployment

The “flavour” of the new unemployment analysis might be best con-

veyed by two quotations:

Most macroeconomic analyses of unemployment are based on ideas about
the causes and structure of unemployment that are inappropriate and out of
date. The conventional view of postwar unemployment might be described
as follows: “The growth of demand for goods and services does not keep
pace with the expansion of the labor force and the rise in output per man.
Firms therefore lay off employees and fail to hire new members of the labour
force at a sufficient rate. The result is a pool of potential workers who are
unable to find jobs. Only policies to increase the growth of demand can
create the jobs needed to absorb the unemployed.

This picture of a hard core of unemployed persons unable to find jobs is an
inaccurate description of our economy and a misleading basis for policy. A
more accurate description is an active labour market in which almost
everyone who is out of work can find his usual type of job in a relatively short
time. The problem is not that these jobs are unavailable but that they are
unattractive. Much of the unemployment and even more of the lost man-
power occurs among individuals who find that the availble jobs are neither
appealing in themselves nor rewarding as pathways to better jobs in the
future. (Feldstein, 1973a, p. 11)
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Inanutshell, unemployment is viewed by the turnover school as primarily
“frictional” (because of the time involved in moving from one job to
another) or “voluntary” (because workers choose not to accept the jobs that
are available). This conclusion has led many labour market analysts to
suggest that appropriate measures to reduce unemployment should focus on
facilitating rapid job search and increased job holding, rather than on
increasing the number of available jobs. (Economic Council of Canada,
1982, pp. 47, 48)

Feldstein and those search theorists who were not “neoclassical” in
spirit® might well deny that except perhaps for their time and place —
the United States in the late 1960s and the early 1970s — they were
making claims about the relative extent of frictional and other forms of
unemployment, but there is no question that they were frequently inter-
preted as doing s0.? In any event, their theories were meant to provide a
solid, new foundation for unemployment as a voluntary!'® process or
state of searching or waiting resulting from individual utility maximiza-
tion subject to constraints. Search theory was intended to explain the
process of job searching, implicit contract theory the state of waiting.

SEARCH THEORY AND EVIDENCE

Theory

The broad outlines of search theory are simple and well known; the
differentiating details that are sometimes quite complex need not con-
cern us here.!! To be brief, then, the basic reason for job search is that
knowledge of the nature of available jobs and the attributes of available
workers is neither perfect nor free. As a consequence of this imperfect
knowledge and perhaps also of genuine heterogeneity of labour, there
exists in any labour market not a single wage but a distribution of
wages.!? Thus, when an employee becomes dissatisfied with his/her
present situation, it must be because he/she suspects that his/her present
job is inferior to others that he/she might be able to get. In other words,
the worker knows his/her present wage and, at least in a general way
(Rothschild, 1974), the distribution of wages in the relevant market. He/
she does not know where jobs paying particular wages are to be found.
Thus, having resolved to find another job, he/she seeks a “good” or
(relatively) well-paying one.

The process of search continues as long as the expected marginal
returns from continuing it — the present value of the increased wage
stream expected — exceed the marginal cost of searching — that is, the
sum of additional forgone earnings, out-of-pocket expenses, and psychic
costs. In most models these conditions for utility maximization are
translated into a “stopping rule”: a job seeker will continue to search
until receiving an offer that exceeds an appropriately set lowest accept-
able or “reservation” wage.
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This is not only familiar, but also sensible and intuitively appealing.
Clearly people do “look around” before accepting a job, and they would
be foolish not to do so. How important is this activity? How many people
change jobs how often? Clearly, the answer depends on a variety of
social, economic and institutional factors. How dynamic or stable is the
economy — thatis, at what rates do jobs (and firms) come into existence
and expire? At what rate do new entrants and re-entrants join the labour
force? How frequently, on average, do workers change jobs?'3 The
“turnover view” stresses the importance of “employment instability.”
Some recent re-examinations of this view (e.g., Clark and Summers,
1979) emphasize the frequency of exit from and re-entry into the labour
force.

Search theory itself lays stress on the components of cost and
expected gain. The determinants of these components include the
attitude toward leisure and being unemployed, the arrangements for
disseminating labour-market information, the level and variance of real
wages, the segmentation and geographic extent of labour markets, the
real rate of interest, and the duration of newly found jobs. The last of
these factors seems seldom to have been much examined in search
theory, although employment instability implies not only that an individ-
ual searches often but also that he/she should not invest much in any
given search.4

How long does a typical newly found job last? The turnover view
suggests that it might last only briefly, and there is some evidence to bear
this out. Jenness (1974) estimated the mean duration of a newly found job
in Canada in the mid-1960s at 3.3 to 16.6 months, depending on the
industry providing the employment. De Broucker and Hasan (1982,
Table 3) estimated that a completed employment spell ending in 1980
averaged 24.3 months, varying from 8 months for persons aged 15 to 19 to
over 50 months for men of 25 and over.!5

Thus the first piece of labour market information that a typical
searcher ought to discover is that jobs do not last long, and that to invest
much in looking for a job that is a little better is not likely to prove
worthwhile. Contrary to Alchian (1970, p. 30), I would think that such
information is most readily available on the job, not off it. The preceding
discussion begs the question of whether searchers can look for a durable
job. I suspect that an investment in information is needed, but that it
would turn out to be preliminary to a larger investment in skill training,
developing good work habits, etc. If this additional investment is to be
made in the context of the right sort of employment, it may indeed
necessitate a prolonged search or period of waiting.

Given that people engage in job search, the question arises why they
should choose to do so while unemployed rather than before leaving a
job they hold or after accepting a temporary one (Tobin, 1972, p. 6).16 The
search theorists, of course, anticipated this question:
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Like any other production activity, specialization in information is efficient.
Gathering and disseminating information about goods or about oneself is in
some circumstances more efficiently done while the good or person is not
employed, and thus able to specialize (i.e. while specializing) in the produc-
tion of information. (Alchian, 1970, p. 29)

Tobin and Alchian agree that this is an empirical question. Does the
unemployed seeker’s improved access to generally available sources of
labour market information offset the loss of information that is available
only in the work place and the loss of access to internal promotion
ladders? Obviously, the answer must depend on the characteristics of a
particular labour market. One suspects that it is different for executives
and day labourers.

Is the additional efficiency of unemployed search plus the value of any
additional leisure that may be enjoyed great enough to compensate the
unemployed job seeker for forgone earnings plus the adverse signals to
prospective employers and any psychic discomfort that may result from
being out of work? The answer, if confined to readily measurable factors,
must depend on how much income is actually forgone. Income-mainte-
nance schemes such as welfare or, for those entitled to draw benefits,
unemployment insurance (UI), affect the maximizing choice. If a job
seeker chooses unemployed search, such payments reduce its marginal
costs and thus may extend its duration.!?

Evidence

From this analysis, one would expect to find both unemployed and
employed search, depending on the circumstances of the searcher. Data
from the revised Canadian Labour Force Survey (LFS), presented in
Table 2-9, confirm that both are indeed to be found. There are also a
number of less intensive!® or “discouraged” searchers outside the
labour force. These people did not search for work in the four weeks
preceding the survey, as required to be classified as unemployed, but
indicated in response to the March special survey that they wanted
work, were available for work, but did not seek it for “labour market
related reasons.”!'® A few figures from that survey are shown in Table
2-10. They suggest that the number of discouraged searchers is smaller
than that of employed searchers, but hardly negligible. Both the number
of discouraged workers and the proportion of those who believe that no
work is available seem to be positively related to the unemployment
rate.

In a recent analysis of employed and unemployed job search, Hasan
and Gera stress the importance of both forms of search. They find, as
suggested above, that men, part-time workers, the highly educated, and
those in managerial, professional, and service occupations?® are most
likely to engage in employed search (Hasan and Gera, 1982, p. 6). Among
a group of unemployed?! they find some evidence of search-theoretic

94 Kaliski



TABLE 2-9 Employed and Unemployed Searchers: Canada, Annual
Averages, 1975-83

@ 2) Unemployment
Year Employed Unemployed 3)=D/(2) Rate
(000s) (percent)
1975 264 596 44.3 6.9
1976 244 643 37.9 7.1
1977 276 767 36.0 8.1
1978 299 830 36.0 8.4
1979 348 765 45.5 1.5
1980 359 785 45.7 7.5
1981 390 811 48.1 7.6
1982 387 1,192 37.9 11.0
1983 435 1,359 32.0 11.9

Source: Statistics Canada, cat. no. 71-529, pp. 342-50, 40311, 430.

behaviour with reservation wages that both vary with the searcher’s
circumstances and decline with the duration of search. They further
discover that while a majority both of those who quit their jobs and of
those who were laid off received lower real wages after their search, the
former group had a higher average post-employment wage and the latter
alower one. “These data are consistent with the hypothesis that volun-
tary (quit) turnover leads to improved post-turnover wages, whereas
involuntary (laid-off) turnover results in reduced wages” (p. 39).22 The
data also suggest, however, that more than half the quitters made the
wrong decision (ex post) if they set out to look for a better-paying job
(Table 5-2).

The same study also shows that additional search time contributes to
wage gain for both men and women who search for 15 weeks or less, but
detracts from wage gain for women who search for more than 15 weeks;
that UI beneficiaries search longer than others, and that search duration
declines with higher unemployment rates.23 The last two results suggest
that searchers have some control over the duration of their search.
Glenday and Alam (1982) in a careful study that is outstanding both for
its detailed modelling of the UI system and for the effort to control for
other influences confirm the effect of UI entitlements on the duration of
unemployment spells.

Another interesting result concerning the influence of Ul on job search
can be gleaned from Table 2-9. The ratio of employed to unemployed
searchers shows a marked discontinuity between 1976-78 and 1979-81.
There was a major revision of UI in 1979 that reduced benefits and
tightened qualification requirements. Three studies (Beach and Kaliski,
1983b; Fortin and Newton, 1982; and Riddell and Smith, 1982) have
detected an impact of these revisions on unemployment. According to
Riddell and Smith (1982, p. 390), the natural unemployment rate dropped
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by nearly half a percentage point. Beach and Kaliski detect an increase
in the flow from unemployment to employment and a reduced duration of
unemployment. The discontinuity shown in Table 2-9 suggests that
searchers, faced with an increased relative cost of unemployment, sub-
stituted employed for unemployed search. I interpret the marked decline
in 1982-83 to mean that faced with an increasing shortage of jobs, many
searchers no longer had this option: they were engaged in involuntary
search for any job, not necessarily a better one.

Hasan and Gera (1982) conclude that job-search contributes to an
understanding of labour market behaviour in Canada, but that the search
for jobs cannot account for more than half the unemployment of 1977.
They express concern that individuals are too prone to quit their jobs
and to search too long, and that too much search is unproductive in that
it does not lead to finding a job or to making a wage gain.

A more general conclusion might be that the insights of search theory
contribute to our understanding the labour market behaviour of both the
employed and the unemployed. The importance of voluntary search
varies with time, macroeconomic conditions and individual circum-
stances.

Implicit Contracts

Implicit contract theory was devised to explain an aspect of the new
unemployment that search theory cannot explain: waiting for re-employ-
ment during layoffs.2# This theory, too, is an attempt to explain the
phenomenon as a result of maximization of expected utility and profit in
a situation of uncertainty. Again, it turns out that the result only obtains
in particular, but not unlikely, empirical circumstances.

Implicit contract theory concerns itself with the attempt by firms and
their workers to reach an understanding about variations in wages and
employment in the face of uncertain demand.?> Whenever there is any
form of investment in firm-specific human capital, broadly defined to
include the costs of search, hiring, screening and orientation, as well as
on-the-job training, firms and workers have an incentive to remain
together in order to realize their returns on this investment. Temporary
layoffs, with appropriate understandings about recall, can be viewed as a
device for keeping workers and firms together while making adjustments
to temporary reductions in demand.26

A firm facing stochastic fluctuations in demand (or price in the case of
pure competition) can adjust in a variety of ways: it can produce steadily
and use inventories as a buffer; it can rent (or buy) its non-human inputs
on a variable basis; or it can adjust its labour costs. Only this last form of
adjustment is typically considered in contract theory and often not all
aspects of that.2’ The problem is to determine under what circumstances
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fixed wages and hours and variable employment are favoured over other
forms of adjustment.

There are two, rather different, branches of contract theory. The first
deals with homogeneous workers and random layoffs, the second with
differentiated workers and systematic layoffs. In both branches workers
are typically assumed to prefer steady income (or utility) streams,
whereas firms are indifferent to the time pattern of expected income
streams with an equal present value. The reason may be that workers are
intrinsically more risk averse than entrepreneurs, or that they have
worse access to capital markets and less opportunity to differentiate
their portfolios (Gordon, 1974). In an optimal contract, firms insure
workers’ incomes and collect an implicit premium in the form of some-
what lower wages.

Since constant wages, hours and employment all contribute to sta-
bility of income, it has become clear, after considerable debate, that if
workers are risk averse and information is symmetrical — that is, if both
parties have the same access to observations on all relevant variables —
firms should provide contracts that yield workers a constant stream of
utility. This implies that both earnings and employment will be constant
unless workers attach sufficient value to command over the time they
might otherwise spend at work. In this last case, if workers’ reservation
wages (including an allowance for UI) exceed their marginal value prod-
uct in slack times, they might be put on layoff, but they should receive
sufficient supplementary UI from their firms to make them as well off as
if they were working (Akerlof and Miyazaki, 1980; Schwartz, 1982). If
information is asymmetric because, say, workers are better able to
determine their reservation wage and firms, the demand for their prod-
ucts, the situation becomes a great deal more complicated (Azariadis
and Stiglitz, 1983). Since few contracts, explicit or implicit in observed
behaviour, seem to provide for random layoffs, it might be concluded
that this branch of contract theory is not particularly relevant in any
case.?8

The other branch of contract theory points out that, given differenti-
ated workers and systematic layoffs, the dilemma of choosing between
steady work and constant rates of pay need not arise (Gordon, 1974). The
typical case here is the explicit contract (or collective agreement), and
workers are designated as tenured or untenured or ranked according to
seniority.?® If layoffs occasioned by demand fluctuations normally affect
less than half of the labour force, the majority of a union’s members —
altruistic considerations aside — should favour a contract that provides
constant wages and employment fluctuations, provided that layoffs are
made on some systematic basis such as seniority. That arrangement
would offer the majority both steady wages and constant employment. A
firm would especially favour such a contract if only senior or tenured
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workers represented much specific capital investment, but can be
induced by lower wages to accept it, regardless of that. Such a contract is
particularly favourable if untenured (junior) workers are less risk averse
or have a stronger preference for leisure relative to income or have

access to unemployment insurance.

Unemployment insurance again enters the picture because, as in the
case of search theory, it lowers the costs of being on layoff and so affects
the workers’ reservation wage. Moreover, Ul is available to laid-off
workers but not for other means of adjustment.3° When such insurance
involves a subsidy — that is, when the premiums of a given risk class of
employers and employees do not pay the full costs of their unemploy-
ment benefits3! — firms have an incentive to adjust to demand fluctua-
tions through layoffs. Such a UI system provides a subsidy to industries
that face particularly variable demand because it allows them to pay
smaller wage premiums. In consequence, such industries loom larger in
the economy (Feldstein, 1976).

Feldstein (1975, 1976) was first drawn to analyze layoffs because they
accounted for a large proportion of American unemployment and
because they could not be explained by search theory, since few laid-off
workers searched for alternative employment. Other researchers (e.g.,
Bradshaw and Scholl, 1976) have argued subsequently that Feldstein’s
figures for layoffs were too high, and that he underestimated the extent of
search by workers on layoff. Clark and Summers (1979, pp. 48-49)
estimate that only half of the 13 percent of the unemployed workers
nominally on temporary layoffs in 1976 returned to work for the same
employer. They estimate that those on layoff searched, on average, for
about 70 percent as many hours as other unemployed persons.32

Surprisingly, in view of the absence of UI experience rating in Canada,
layoffs as measured by Canadian and U.S. official surveys typically
account for only about half as large a proportion of unemployment in
Canada as they do in the United States (some 7—12 percent as compared
to 12-21 percent) and nearly twice as many laid-off Canadians search for
other jobs (17-24 percent as compared to Feldstein’s 10 percent). These
differences do not appear to result from differences either in statistical
conventions or in broad demographic and industrial composition (Hasan
and Gera, 1982, pp. 11-13; Kaliski, 1979, pp. 223-28).

Hasan and Magun (1983) confirm that in postwar Canadian recessions,
employment rather than money or real wages varied. Like Hall (1982),
who investigated this phenomenon as it applied to the United States,
they find that while most jobs lasted a short time, most employees,
especially men over 40, held long-term jobs, and long-term jobs
accounted for most employment. They also find that layoffs were sys-
tematic; that is to say, tenure with an employer reduced the probability of
layoff in the period from 1975 to 1979. Age, sex, industry and province of
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residence also affected layoffs, to which men and older workers (given
tenure) were more subject. The global unemployment rate had no signifi-
cant effect on layoff probability.

Layoffs are a relatively small proportion of total unemployment, and
only 30 percent of layoffs end in a return to the original employer.

Positive, Normative and Policy Implications

The positive implications of the new unemployment analysis are that
there will always be some frictional unemployment of the search variety,
and so long as demand for particular products fluctuates, there are likely
to be periodic layoffs. The volume of job-search unemployment depends
on the availability of labour market information, customs with respect to
hiring, the relative cost and efficiency of employed and unemployed
search, and the level of turnover in employment. Turnover, in turn,
depends on habits relating to moving between jobs, occupations (includ-
ing non-market ones) and locations, the transition between school and
work, and so on.

Temporary layoff unemployment depends on the extent of cyclical
and seasonal variations in demand, price, and wage flexibility; the
relative costs of adjusting to variations in sales through changes in
inventory and in production, and of adjusting production by varying
labour and other inputs; and the number of employees and their average
hours of work.

While, in principle, the several agents act in a privately optimizing
fashion, there are very likely to be important externalities involved.
These impinge both upon other private parties (through congestion
effects, externalities in gathering information, conflict between the inter-
ests of tenured and untenured workers, high-risk and low-risk UI
contributors, and the like) and upon society as a whole (through unem-
ployment insurance and other income-maintenance programs).33

It is important to bear in mind, moreover, that search unemployment,
at least, is a process of productive investment in information. Thus, in
this context, unlike in the contexts of demand deficient and structural
unemployment, it is simply not true that apart from costs of policy
(including side effects), less unemployment is always better than more.
There is a socially optimal level of job search, and too little search may
be as costly as too much. Given demand fluctuations, layoff unemploy-
ment, too, may be optimal. An important lesson for macroeconomic
policy is that even aside from instability, the Phillips Curve may not
represent a convex menu of normative choices (Reuber, 1964) which
offers the policy maker the opportunity to decide how much additional
inflation is worth incurring in order to reduce unemployment by a given
amount, or vice versa. As some search theorists saw it, both the unan-
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ticipated inflation brought about by expansionary economic policy and
the reduction in unemployment it induced could be “bads.”34

More generally, the turnover approach focussed attention on specific
labour market policies to reduce employment instability and ease and
speed search. Partly, perhaps, for ideological reasons, perverse incen-
tives provided by such social policies as unemployment insurance and
minimum wages were subjected to especially close scrutiny.

More Stylized Facts about Unemployment
and their Interpretation

It has already been suggested that the turnover view, as its name implies,
stresses transition between labour market states rather than the result-
ing stocks. With the newer data now available, there can be no question
that in relation to unemployment, the flows are very much larger than the
stocks. In 1977, for instance, there were on average 850,000 unemployed
persons in Canada. Gross flows between the twelve monthly surveys of
that year indicate, however, that there were over 4 million entries into
and exits from the state of unemployment.35 These numbers, of course,
imply that the average completed spell of unemployment must have been
fairly short, something of the order of 2 1/2 months. Similar results were
obtained for each of the years from 1976 to 1980 (Beach and Kaliski, 1982;
Hasan and de Broucker, 1982).

The measurement of duration is a large and complex subject which
cannot be explored here (see Kaliski, 1979; Hasan and de Broucker,
1982; Beach and Kaliski, 1983a; and Beach, Kaliski, and Skulmis, 1983,
and references therein). Suffice it to say that durations of unemploy-
ment, as reported directly in periodic surveys such as the Labour Force
Survey (LFS), are seriously misleading because they both intercept
spells in progress, thus underestimating their total or complete duration,
and underrepresent the number of short spells; that (completed) dura-
tions calculated from gross flow data derived from such surveys avoid
some of these problems but introduce others; and that durations calcu-
lated from longitudinal data, such as the Annual Work Patterns Survey
(AWPS), suffer both from any peculiarities of these data and from the fact
that the time segment is necessarily finite, resulting in truncation of long
spells and those beginning late in the period sampled.3¢ It is unlikely that
any very adequate measures of the duration of unemployment in Canada
have so far been devised. Such measures as we have, however, suggest
that average duration is short, but that a substantial amount of unem-
ployment is concentrated in such long spells as occur3? (see Table 2-11).

There is now a fairly comprehensive and consistent body of informa-
tion about several dimensions of unemployment in Canada. Beach and
Kaliski (1982) and Hasan and de Broucker (1982) have both analyzed
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matched gross flows from the LFS. They confirm that average durations
of completed unemployment spells are in general short, lasting 2 to 2 1/2
months, and that they differ by age-sex and regional groupings: younger
persons experience shorter spells of unemployment than do older per-
sons, and women shorter ones than men. This implies that observed
higher unemployment rates for young persons and women are the result
of higher frequency or incidence of periods of unemployment that more
than offsets differences in duration. Beach and Kaliski (1983b) regress
durations on seasonal and annual dummies and on such economic
variables as unemployment and participation rates and changes in unem-
ployment insurance. They find both sets of variables significant, and this
finding, in turn, suggests that the stationarity assumption underlying the
calculation of durations is not appropriate. Hasan and de Broucker
present an alternative set of calculations based on an escape rate that
depends on time spent in unemployment. These calculations are statis-
tically significantly different from their Markov calculations,3® but the
differences in duration are not great. They also have a finer disaggrega-
tion by age and region than was previously available. Finally, they
confirm Clark and Summers’ (1979) findings that unemployment is none-
theless concentrated in long spells, and that those spells that end in
employment are longer than those that end in exit from the labour force.

Hasan and de Broucker (1982) also present some results based on two
sets of longitudinal data: the Labour Force Tracking Survey (LFTS) and
the Annual Work Patterns Survey (AWPS). These findings reinforce their
results with respect to concentration of unemployment, both because
some persons suffer long durations and because some persons suffer
repeated spells of unemployment. Some experimental calculations using
AWPS recall data reported by Beach, Kaliski and Skulmis (1983) confirm
that the average completed spell of unemployment is short, but that
much unemployment is accounted for by quite long spells.

Using another data set, a sample of the Longitudinal Labour Force
Data Base covering workers insured by the Canada Unemployment
Insurance Commissions,3® Magun (1982) also largely confirms these
findings. Most spells of unemployment last less than 21 weeks, but most
unemployment is concentrated in long and repeated spells of chronic
sufferers that are found in all demographic and regional groupings.
Those that suffer much unemployment in one year (1975) are likely to
suffer more in subsequent years (1976-78). Glenday and Jenkins (1981),
using the same data for a longer period (1972-79), confirm that distribu-
tions of durations of unemployment are highly skewed to the right, and
that those who suffer unemployment or joblessness (that is, unemploy-
ment and/or being out of the labour force) in one year are likely to suffer
it again. However, they find only a low (but significant) correlation
between the duration of consecutive periods of unemployment of a given
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individual. These results on the duration and concentration of unem-
ployment are summarized in Table 2-11.

In summary, work on several bodies of data that have fairly recently
become available in Canada suggests that the average duration of a
completed spell of unemployment is short. This conclusion is quite
compatible with the finding that some individuals experience long dura-
tions of unemployment, and that it is they who bear a substantial portion
of the total burden of unemployment. This last consideration is rein-
forced by the finding that some such individuals are ‘““chronically”
unemployed; that is to say, they suffer repeated spells of joblessness and
are unemployed (or not working) for a large proportion of their working
lives.

Feldstein used this brevity of spells of unemployment as one of the
pieces of evidence that unemployment was voluntary in the sense that
jobs were readily available.40 More recently, Clark and Summers (1979)
argued that this inference was unwarranted because many spells of
unemployment did not end in securing a job, but in exit from the labour
force. Unemployment that ended in employment was, on average, much
longer. They argued that the combined periods of joblessness — unem-
ployment plus withdrawal from the labour force — might be much
longer, and that the two states were, for those involved, “functionally
indistinguishable” (p. 31). For Canada, Hasan and de Broucker (1982,
pp. 743—-45) confirm that some 45 percent of unemployment spells end in
withdrawal from the labour force, and this proportion increases with the
length of the spell. They, too, find that spells of unemployment ending in
employment are longer, on average. They also focus attention on the
fact, already documented for Canada, that unemployment is highly
concentrated: a relatively “small number of workers out of work a large
part of the time” (p. 755) bear a large proportion of it.

What are we to make of these facts? Magun (1983, p. 36) concludes:

We find that the long-run structure of unemployment in Canada is not
consistent with the “dynamic” or the “turnover” view of the labor market.
According to this view, the characteristics of the unemployment problem
are rapid job turnover and brief spells of unemployment, and the burden of
unemployment is not concentrated, but is widely shared among workers.
This “benevolent” viewpoint of unemployment contends that unemploy-
ment is mainly frictional and voluntary. The benign view, by rejecting the
existence of chronic and persistent unemployment, de-emphasizes the
social and economic costs of joblessness. Our results do not support the
turnover view.

Clark and Summers, too, clearly believe that they have upset the ‘““turn-
over view.” Hall (1979, p. 66) argues to the contrary:

I'am totally unconvinced that Clark and Summers have upset a new view of
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the labor market that prevailed before their paper was written. It seems to
me that the new view attacked here is almost entirely fictitious. The fic-
titious new view contends that unemployment is a benign, even socially
useful phenomenon. The authors effectively demolish the fictitious new
view. The naive reader might think that the paper will save the profession
from a profound error. But the more knowledgeable reader will recognize
that no serious student of the facts about the contemporary American labor
market holds an opinion anything like the fictitious new view. Clark and
Summers make only one attempt to establish that anyone actually advo-
cates the view they are attacking in a brief quotation from an undergraduate
textbook coauthored by a distinguished monetary economist and an equally
distinguished trade economist [Dornbusch and Fischer, 1978]. Others,
including me, are implicated by footnote; but my reading of the papers cited
does not confirm at all that the view being attacked is supported in them.

One might be tempted to dismiss Hall’s response as a definition of a
“serious student,” but that would be quite unfair.#! My tentative con-
clusion, reached lately after restudying the earlier literature with the
new insights provided by Clark and Summers in mind, is that Hall is at
least partly right, and that the Economic Council’s view of the matter
(see subsection “The Analytics of the New Unemployment™ above) is
probably more accurate than Magun'’s. I would add, however, that, as the
council seems to imply, some, at least, of the “serious students’ have
lent themselves to misinterpretation.

Youth Unemployment

Feldstein (1973b, pp. 9-17) drew attention to the very high rates of
unemployment among teenagers and young adults aged 20 to 24. His
view of the situation of these groups is far from cheerful. He pictures new
entrants as unprepared for the wo®: world and poorly served by employ-
ment services. Youth unemployment rates are “outrageously high” and
the “non-employment rate” is higher yet. “For many young workers. . .
available jobs are dead-end jobs.” Their low productivity and the mini-
mum-wage laws combine to deprive these young workers of meaningful
opportunities for on-the-job training. They are, in some sense, volun-
tarily unemployed, since “comparable jobs are easy to find”” and ‘‘high
wages encourage an increased demand for leisure,” but these circum-
stances clearly represent choices within shockingly narrow limits. Even
the leisure must be read as opportunity not to do work that one finds
‘“unattractive” or worse.

Concern with youth unemployment continues both in the United
States and elsewhere, although a recent volume (Freeman and Wise,
1982) suggests that only a relatively small minority of young people, as of
adults, suffer much unemployment, and that their chances of steadier
employment.in the future are not greatly compromised. However, the
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authors of the several papers in the volume differ to some extent on this
point.

In Canada, “less than 10 percent of the youths surveyed accounted for
over half of the total monthly unemployment of the entire group”
(Canada, Department of Employment and Immigration, 1980, cited in
Canada, Department of Employment and Immigration, 1981, p. 100). As
in the U.S. studies, most of these youths were said to be school drop-
outs; many of them were living in high unemployment areas and had
difficulty in obtaining a first job. Unlike the youth dealt with in the U.S.
studies, their future employment prospects were said to be damaged.
Labour market experience during schooling was found to ease entry
problems to a marked extent (see also Hall and Carleton, 1977). The
Employment and Immigration Task Force recommended special pro-
grams to ease transition to work. (Some of these have now been imple-
mented.) They also expressed confidence that a declining cohort of
entrants would ease the unemployment problem. While this factor will
likely play a role,*? the higher general rates of unemployment, which
affect youth rates in Canada as in the United States, may well offset it
(see below).

Very recently, there has been considerable recognition that youth
unemployment is a serious problem in Canada. All three major political
parties focussed on the problem in the federal election campaign of
summer 1984, and all proposed remedies; so, too, did the Canadian
Chamber of Commerce. The Minister of State (Youth)(1984, p. 1)
stressed “that Canadians must agree on means of addressing a host of
youth questions — especially youth unemployment — and yet have
hardly begun to do so.” I share this view (Kaliski, 1984, p. 138). Unfor-
tunately, little systematic work has been done on which one could report
at greater length.

Conclusions

What are we left with, then, after this review of the analytical basis and
stylized facts (revised and unrevised) relating to the new unemploy-
ment?

e The dynamic view of the labour market, including a dynamic redefini-
tion of hard-core unemployment, provides a permanent improvement
in understanding that is of some relevance even to very slack labour
markets.

» Although the stress on supply-side incentives may not be relevant to a
situation where there are serious general job shortages, these incen-
tives should not be forgotten. Problems of the sort described do exist,
and if nothing is done about them, they will reassert themselves when
the “permanent rate of unemployment” again becomes a live issue.
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Even now, some demographic differences in unemployment rates may
be “structural.”

A careful reading of the texts suggests that the “‘new unemployment”
view was probably never quite as “‘benign” as some made it out to be.
Excessive attention to productive search, to the choice of “leisure,”
and to the fact that with UI, other income maintenance and multi-
earner families,*? no one suffers “much” — whatever that means —

may have distracted us from some of the more sombre aspects of the
story. The Clark and Summers picture is clearly painted in darker
tones than that of Feldstein, but it may differ only in degree.

» The analytical underpinnings of the new unemployment — search and
implicit contracts — ultimately fail to assure us that unemployment is
harmless or useful. Feldstein’s principal message is that the interac-
tion of unemployment insurance and the tax system drives a wedge
between private and social costs of unemployed search and layoffs
that makes both excessive. Yet without such social arrangements, or
such other externalities as those imposed on untenured workers by
their tenured colleagues, it is difficult to believe that voluntary unem-
ployed search and layoffs would be important components of unem-
ployment.

The Rise and Fall of “Normal” Rates of Unemployment

We have just seen that both demographic composition and social legisla-
tion are among the proximate determinants of the frictional level of
unemployment. Various sorts of structural imbalances also contribute to
“normal” unemployment. These three factors and others are inter-
related in complex ways, as will be explained more fully below. Labour
force participation rates, for instance, are partly a response to unem-
ployment insurance (UI), minimum wage, and other social legislation,
and to other policy and exogenous variables; and the 1979 UI changes
were aimed, in part, at sporadic participants in the labour market (Beach
and Kaliski, 1983b). Again, the demographic structure of the labour
force and the industrial structure of the economy are interrelated.

The matter of demography is part of the fundamental background to
the stylized facts of the new unemployment. One reason for the employ-
ment instability, so strongly stressed, is that, as outlined above, the
demographic composition of the labour force had shifted so dramatically
toward women, youth and multiple-earner families. The impact of UI on
both the duration and incidence of unemployment has also been
reviewed as has that of minimum wages.44

Increases in Unemployment in the 1960s and 1970s

The standard explanation of the rise of unemployment in Canada in the
1960s and 1970s was that, cycles aside, the “normal” rate rose. Itsrise, in
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turn, was attributed to changes in demography and social legislation.
More recently, changes in industrial structure have been put forward as
an alternative or additional explanation. Another recent explanation for
rising unemployment is that real wages have become too high to be
compatible with the profitable employment of all those who wish to work
at these wages. While this explanation attributes rising unemployment to
“classical disequilibrium” rather than to increases in the “normal” rate,
it would clearly be wrong to ignore it for that reason.4>

Finally, structural unemployment — the micro imbalances in labour
force demand and supply reviewed above — clearly matters. It will
scarcely be surprising that when any of these influences changes, so
does the “normal” rate of unemployment. That phenomenon, indeed,
was the focus of the remedies proposed to lower the unemployment rate.

Unfortunately, as often occurs in empirical economics, the two new
explanations were tested, until recently, only for their compatibility with
the observed facts and not in competition with the previously received
structural explanation.4® A difficulty arises if the sets of explanatory
variables involved in the several competing explanations are correlated
over the sample period, as they must be if each set alone provides a
statistically significant explanation of the same dependent variable. In
such case, each separate explanation seems to be better than it actually
is, and the only way to ascribe to each its true partial contribution to the
total “goodness of fit” is to consider them all together in a larger
statistical model. Until this has been done satisfactorily — and it will not
be easy in this instance — there is need for caution in accepting any of
the explanations at their face value.

So far in this paper, the standard explanation has been adduced,
essentially at its face value, partly because it has been most fully inte-
grated with the stylized facts, and partly because, as will be shown
below, there is some reason to be skeptical of the newer alternatives. It
will now be presented more systematically without constant reminders
of the doubts just raised about it. The reader should, nonetheless, keep
these doubts in mind.

Demography and Social Legislation

Two demographic considerations have been adduced to explain the rise
in unemployment in Canada in the late 1960s and the 1970s. First, as was
considered in the first section of this paper, the working-age (source)
population grew quite rapidly. The labour force grew even faster. The
economy generated additional jobs at quite a rapid rate, but as Table 2-1
shows, it did not quite keep up with the increase in the supply of labour.
Both employment and unemployment grew. Indeed, over the 1970s, the
employment-to-population ratio, which some thought a better indicator
of the economy’s performance over this period than unemployment
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TABLE 2-12 Actual and “Equilibrium” Rates of Unemployment and
the Employment-to-Population Ratio: Canada, Annual
Averages, 1966—83

Employment Equilibrium
to Unemployment Unemployment

Year Population Ratio Rate (Actual)2 Rate
1966 55.4 3.4 5.0
1967 55.4 3.8 5.1
1968 55.0 4.5 5:2
1969 553 4.4 53
1970 54.5 5.7 5.4
1971 54.5 6.2 5.6
1972 54.9 6.2 6.1
1973 56.4 5.5 6.4
1974 - 573 53 6.5
1975 56.9 6.9 6.6
1976 56.7 7.1 6.6
1977 56.6 8.1 6.7
1978 57.5 8.3 6.6
1979 58.7 7.4 6.2
1980 59.3 7.5 6.3
1981 59.9 7.5

1982 57.0 11.0

1983 56.7 11.9

Average 1960-69 52.7 5.0 4.9
Average 1970-79 56.4 6.7 6.3

Sources: P. Fortin and L. Phaneuf, “Why is the Unemployment Rate so High in Canada?”
Paper presented to the Canadian Economics Association annual meeting, 1979;
W.C. Riddell and P.M. Smith, “Expected Inflation and Wage Changes in
Canada,” Canadian Journal of Economics 15 (August): 377-94; Statistics
Canada, cat. no. 71-201 (1982), pp. 181, 245; Statistics Canada, cat. no. 71-529,
pp. 9-16.

a. Figures not adjusted for 1981 benchmark change to maintain comparability.

(Green, 1977), also rose (Table 2-12). Whether or not a high or rising
employment/population ratio is a good indicator of success in mac-
roeconomic policy is arguable (Kaliski, 1977). Nevertheless, despite
their positive impact on aggregate demand, a rapidly growing population
and labour force clearly can present difficult challenges for employment
creation.

Second, as a result of the demographic and participation changes
discussed,*” the demographic composition of the labour force altered:
women and youth became a much larger share of the total, adult men a
smaller one. Now, women and youth typically have higher unemploy-
ment rates than adult men.*8 Thus, if everything else had remained the
same, this larger weight attaching to groups with higher unemployment
rates would, by itself, have raised the average rate. Investigators have
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FIGURE 2-4 Unemployment Rates
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Note: The historical series break in 1975, the year in which major revisions were made
to the labour force survey. The most abrupt break occurs in the case of the less-
than-25 group. Prior to the revisions, this group consisted of 14-24 year olds. With
the revisions, it was redefined to comprise 15-24 years olds.
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found that the effect of this change in labour force composition has been
positive but small: something in the order of 0.3 percentage points (Reid
and Smith, 1981).

There is, however, another aspect to the rapid growth of the female and
youth labour force that might matter. If the demand for labour is struc-
tured by age-sex groupings,4® then groups that grow more rapidly will
experience increasing difficulty in finding work, and their unemploy-
ment rates will rise for structural reasons. At first sight, it makes little
sense to think of demand for young or female workers, but charac-
teristics that are genuinely relevant to the production process can be
associated with sex and age. Thus, young entrants into the labour force,
however energetic or well educated, must, of necessity, be inex-
perienced. As we have already noted, women, too, have, on average,
different skill and occupational characteristics from men, and seek full-
and part-time work in different proportions. If the production process is
designed, at any given moment, to use fairly rigid mixes of different skills
and occupations, then structural unemployment can result from dis-
proportionate growth (Berman, 1965).5° Reid and Smith estimated that
this structural demographic problem was more important than the
change in weights and might have added about 1 percentage point to the
average rate of unemployment.

There were other changes in the 1970s that might have raised the
“equilibrium” or “‘normal” rate of unemployment. One sort of influence
which has been extensively examined is that of labour market legisla-
tion, particularly that relating to minimum wages and unemployment
insurance. Minimum wages can make workers whose contribution to
output falls below the minimum wage permanently unemployable. They
also make it difficult for young unskilled entrants to obtain jobs with a
large training component, which represents a cost rather than a source of
income to the employer. Such entrants are thus faced with unpleasant,
dull, dead-end jobs which they quit and change frequently, and between
which they are unemployed or out of the labour force (Feldstein, 1973a).
It has been said that in Canada, minimum wages rose rapidly relative to
the prevailing average level of wages in the early 1970s, with a resulting
increase in unemployment (Fortin and Phaneuf, 1979).

Unemployment insurance makes insured unemployment less costly
to those covered. Despite some offsetting influences (Glenday and
Alam, 1982), this effect can increase both turnover and the duration of
unemployed job search, and it can encourage layoffs as a form of
adjustment to a firm’s demand fluctuations. Again, most Canadian
researchers found that the 1971 revisions of the Unemployment Insur-
ance Act, which increased the generosity of the UI scheme in several
dimensions, increased unemployment by some 0.5 to 1.3 percentage
points (Bodkin and Cournoyer, 1978).5!
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Thus, in consequence of both demographic and legislative develop-
ments, the equilibrium unemployment rate rose in the late 1960s and the
1970s. Fortin and Phaneuf, among others, estimated the combined effect
of these developments.>2 Their calculations (as extended by Riddell and
Smith, 1982) are shown in the last column of Table 2-12. They show the
equilibrium unemployment rate rising steadily from 5 percent in 1966 to a
peak of 6.6 to 6.7 percent in 1975-78. The authors also point out,
however, that the forces involved were largely spent during the 1970s.
This is confirmed by a decline of the rate for 1979-80, as estimated by
Riddell and Smith.

More precisely, the rate of growth of the labour force (both domestic and
immigration derived) has declined and is projected to decline further, quite
aside from cyclical circumstances (see Table 2-1). Women'’s participation
rates are projected to continue increasing, though perhaps at a declining
rate (see Figure 2-1). The baby-boom generation is now largely of work-
ing age and is being followed by a smaller cohort of youth (see Fig-
ure 2-2). Minimum wages have been declining in relation to the average
wage, and judging by the present temper of provincial governments, this
trend is unlikely to reverse soon. The 1971 Unemployment Insurance
revisions were soon followed by a gradual tightening up of both law and
administration, culminating in the 1979 revisions that are reflected in the
coincident large decline in the equilibrium rate of unemployment (see
Table 2-12). In brief, the very forces that caused the equilibrium rate to
rise from 1966 to 1977-78 should now be causing it to fall.

Industrial Structure

A New View of Equilibrium Unemployment
An alternative “natural rate” explanation of rising unemployment has
recently been advanced. For the United States, where demographic-
legislative explanations similar to these offered for Canada had been
accepted, Lilien (1982) has alleged that the rise in unemployment could
also be explained by an increase in the rate of change in industrial
structure, especially in the 1970s. Lilien’s results have now been repli-
cated in two studies (Charette and Kaufmann, 1984; Samson, 1984) that
use Canadian data.>3

The basic idea involved can be put very simply. We know that the level
of natural unemployment varies with the average duration of job search.
Now, it is very reasonable to suppose that this duration lengthens if the
job openings are in different industries (and likely locations) from the
jobs that expire. Thus, if the industrial structure changes more rapidly,
the natural rate of unemployment increases. Very much in the spirit of
the turnover view, the natural rate itself is dynamized to become a
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TABLE 2-13 Actual (U) and Variable Natural (UN) Rate of

Unemployment
Charette and Kaufmann (1984) Samson (1984)
Equation S4 Equation C2

U UN U-UN UN U-UN UN U-UN

1962 5.9 6.7 -0.8 6.3 -04 6.5 -.6
1963 5.5 4.9 0.6 5.0 0.5 4.8 0.7
1964 4.7 3.7 1.0 4.2 0.5 3.8 0.9
1965 3.9 3.6 0.3 4.3 —-0.4 4.0 -0.1
1966 3.4 3.3 0.1 4.0 -0.6 3.6 -0.2
1967 3.8 4.2 —-0.4 4.7 -0.9 4.5 -0.7
1968 4.5 5.1 -0.6 5.4 -0.9 5.3 -0.8
1969 4.4 5.0 -0.6 5.3 -0.9 5.2 -0.8
1970 5.7 5.7 0.0 5.9 -0.2 5.9 -0.2
1971 6.2 5.7 0.5 5.7 0.5 5.7 0.5
1972 6.2 5.7 0.5 5.7 0.5 5.5 057
1973 5.5 5.6 -0.1 5.6 -0.1 5.4 0.1
1974 5.3 6.0 -0.7 5.9 -0.6 5.8 -0.5
1975 6.9 7.1 -0.2 6.8 0.1 6.8 0.1
1976 7.1 6.4 0.7 6.2 0.9 6.8 0.3
1977 8.1 7.3 0.8 7.0 1.1 7.5 0.6
1978 8.4 7.8 0.6 7.4 1.0 7.8 0.6
1979 7.5 8.2 -0.7 7.6 -0.1 7.9 -0.4
1980 7.5 8.9 -1.3 8.1 -0.6 8.4 -0.9
1981 7.6 9.0 —-14 — — 8.5 -0.9
1982 11.0 11.0 0.0 — — 10.6 0.4

Sources: M.F. Charette and B. Kaufmann, *“Short Run Variations in the Natural Rate of
Unemployment,” mimeo (1984), Table V; L. Samson, “A Study of the Impact of
Sectoral Shifts on Aggregate Unemployment in Canada,” paper presented to the
Canadian Economics Association annual meeting, 1984, Table 4.
Notes: Equation S4 uses coefficients estimated over the period 1956-82.
Equation C2, over 1956-80.

variable, not a constant or a trend. The studies cited all find that this
variable natural rate tracks the actual rate, including cycles in it, very
closely. The Canadian results are shown in Table 2-13.

While it is well beyond the scope of this paper to offer a detailed
critique of this new line of work, it is possible to outline a few considera-
tions that incline the writer to be skeptical of the results it has so far
produced. In the first place, the results are simply not very plausible. Is it
really credible that the actual rate never diverged from the natural by as
much as 1.5 percentage points since 1962?54 Or that excess supply in the
labour market never exceeded 1 percent of the labour force? Or that in
1982, by all accounts the worst year for the economy since the 1930s, the
labour market was in exact balance (0.4 percent excess supply)? More
geénerally, although one cannot expect annual data to trace cycles very
precisely, these results seem to conform very badly to what is known
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about slack and tightness in the economy on the basis of a broader range
of more eclectic data.

Second, the above considerations lead one to wonder if the estimates
are, in any significant sense, those of a natural rate. How are the
estimates obtained? Again, omitting the differentiating details, the
actual unemployment rate (U) is regressed on unexpected changes in
money supply (M), and a measure of change in industrial structure (¢). M
is the standard monetarist-neoclassical cause of disequilibrium, the
validity of which cannot really be examined here. o, the novelty intro-
duced in this line of work, is a measure of dispersion (the standard
deviation) of percentage changes in employment in individual indus-
tries. To calculate the natural rate (UN), the unanticipated elements —
M and the residual error of the regression equation — are left out, and
only the systematic influences remain. In effect, UN consists of a
(possibly trended) constant plus an allowance for changes in industrial
structure as measured by o. Clearly, a great deal depends on the ade-
quacy of o as a measure of the contribution of changes in industrial
structure to the equilibrium rate of unemployment. There are two issues,
one of them quite complex.

First, since we are concerned with the increased search necessitated
by changes in structure, it would clearly be useful for ¢ to incorporate
notions of differences between industries in terms of location, mixes of
skill and occupational requirements, and so on. No such explicit
“weighting” has been done, but Charette and Kaufmann have shown
that their results are relatively insensitive to the level of aggregation
varying from 9 to 160 industry groups, which must surely correspond to
marked changes in average differences between groups.

Another qualitative issue, discussed extensively in the previous sec-
tion, relates to the fact that the labour force, too, was changing in
composition over the period. To the extent that changes in the supply of
and demand for labour accommodate one another, structural unemploy-
ment is reduced, not increased. And that was precisely the nature of
what occurred. This is simply the flip side of the discussion earlier in this
paper.

Although Charette and Kaufmann do not test for such interaction
between changes in the labour force and industrial structure, they,
unlike the authors of the other two papers, do try to allow for the possible
influence of changes in the labour force, in UI and in minimum wages.
Only the first of these factors, “measured by the percentage of the labour
force accounted for by adult female and young workers” (p. 18),
ultimately replaced by a time trend in their preferred equation, shows up
as significant.

Second, even if o were an adequate measure of relevant changes in the
industrial pattern of employment, one might ask whether it causes
changes in equilibrium unemployment or results from changes in
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demand deficient unemployment. The question is particularly apt
because the second alternative has a long history: Lipsey (1960) and
Archibald (1969), working in a Keynesian, demand deficiency frame-
work, pointed out that since industries vary in their vulnerability to
recessions, one might expect the dispersion of unemployment rates to
increase with the average level of unemployment.33

Our studies address this issue by resorting to tests for “Granger
causality.” Roughly, such tests assume that causes precede con-
sequences. Thus, if x is correlated to past values of y, but not vice versa,
it may be concluded that x does not cause y. In this sense, o does not
depend on M or U and is termed “exogenous” with respect to them.

Unfortunately, Granger tests are particularly unreliable in situations,
common in economic systems, in which neither variable is truly
exogenous, but both respond to some other set of causes. In such a case,
if one variable responds more quickly than the other, the one will be
shown to be Granger-independent of the other. This is precisely the
situation with which we are dealing. Old-fashioned time-series analy-
sis3¢ suggests that changes in employment typically lead unemployment
rates over the business cycle, and dispersion indexes typically lead the
series from which they are compiled.

Thus, in my opinion, the Granger tests fail to resolve the issue. One
can argue the contrary only if one believes that money surprises are the
only possible source of disequilibrium in a satisfactorily realistic model
of the Canadian economy over this period. Once again, Charette and
Kaufmann address this question. They include (first differences in)
money supply and government expenditure in their unemployment
equation and find them jointly insignificant.

It is important to recognize both the validity of the suggestion that
rapid exogenous changes in industrial structure can contribute to normal
unemployment and the important advances that Charette and Kaufmann
have made in testing that suggestion. Nevertheless, I remain skeptical at
the present stage of this work. It could be argued that not much has yet
been demonstrated beyond the fact that regardless of the underlying
theory, any regression which contains a trend and a cyclical variable will
track the Canadian unemployment rate in the 1960s and 1970s quite well.

Technology and De-industrialization

A much larger and looser body of literature that attributes high and rising
unemployment rates to increasing differences between expiring and
newly created jobs focusses not on changes in the industrial mix as such,
but on technical change. Much of this literature, moreover, seeks not to
explain the past, but to predict the future. Partly for that reason, no
doubt, it is seldom explicit about timing; thus it is often hard to tell
whether two authors disagree in their predictions or differ in their time
horizons.
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Technical change, like change in industrial mix and the birth and death
of firms is, of course, always going on. It is claimed, however, that there
is or is about to be great acceleration in the rate of this change, and that
the particular change that is coming will have a particularly severe
impact on the nature of work and the amount of it which will be
available. Such consequences, it is asserted, are characteristic of the
incoming or spreading technology based on microelectronics, robotics,
computer-assisted design and manufacturing and, further into the
future, bio-technology.

Again, a satisfactory discussion of this vast topic is well beyond the
scope of this paper. It is also beyond my ability and purpose to present a
systematic guide to the literature. In this brief digression, I shall attempt
only to suggest a few principles that it is well to keep in mind while
reading the literature.3”

The details of what is to happen — its quantitative importance and its
differential impact on particular countries, regions, groups of people,
industrial sectors, and so on — are highly uncertain. Nearly all studies
admit this explicitly (e.g., Commission of European Communities, 1982)
or implicitly. Moreover, what we think we can predict with confidence
often turns out to be wrong. A short time ago, nothing seemed more
certain, in part because of Japanese technological superiority, than the
demise of the North American automobile industry. At the time of
writing (Summer, 1984) that industry is showing considerable vigour, not
only because of increased protection.

The more imaginative scenarios need not be taken seriously within a
reasonable planning horizon. We shall not all be processing information
in a few years’ time. What would the information be about? Nor will
anyone who has ever seen a computer program “debugged” believe that
we are about to enter an age in which the engineer-designer puts basic
formulae into a computer and finished goods emerge at the other end.

Technology per se does not lead to general unemployment (Allen,
1985). It increases potential output, given the primary inputs into the
economy. To obtain unemployment (of labour or other inputs), we need
to know what the output limitation is. Some analysts (e.g., Stout, 1980)
saw it in energy shortages. That view is less compelling now.

It is worth noting that new technology may lead to sustained booms,
either because much capital needs to be replaced, or because new
consumer goods are developed that enjoy a large sale until a saturation
point is reached and demand declines to replacement levels. The home
computer could well succeed stereos, colour TV and VCRs as examples
of this process. The “backward linkage” to capital goods is said to be
weak for the “new wave” technology, however, because robots, say, can
be and are most efficiently made by other robots.

Linkages, however, must always be borne in mind. This is important
because some of the best studies are those of particular industries that
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have experienced major technical change. Such studies are necessarily
incomplete, since they neglect the impact on the rest of the economy of
that industry’s experience.

To take account of such considerations is not to deny that a pace of
technical progress that exceeds the labour force’s ability to adapt can
make particular skills redundant and produce temporary technological
unemployment. A particular example of skill obsolescence that is
stressed in the literature is the thesis of the disappearance of “middle”
occupations. (There is also a counter-literature that denies any such
trend. See, for example, U.S. News and World Report, August 20, 1984,
p. 65.) While I have dismissed the extreme designer-to-deliveryman
scenario, it is quite possible that it is the skilled (as distinguished from
the professional or highly skilled) draughtsmen or machinists and well-
paid semi-skilled, assembly-line workers who will be most affected,
although the majority of European studies are most anxious about the
prospects of less-skilled workers and of women (OECD, 1982a, 1982b).

It is important here to distinguish two alternative situations. The first
is that of a new technology that by its technical requirements displaces
skilled and semi-skilled workers for any sustainable structure of relative
wages.58 The second replaces “middle workers,” given their relative
rates of pay and productivity and may be a response to those rates of pay.
It is clearly most profitable to use a given technology to replace those
workers whose compensation is high relative to their productivity, per-
haps because they share in the rents of an oligopoly situation. It may not
be economical to use that same technology to replace other workers who
are comparably skilled, but more modestly compensated.

The obvious conclusion is not that the well-paid workers will not be
disadvantaged or displaced by the new technology. They may be. But
they or the next generation of semi-skilled workers will have choices
other than to become either highly skilled robot and software developers
or unskilled helpers to robots. Middle-skill jobs will continue to exist,
although some of them may be relatively less well paid. Fundamentally,
serious thinking about the implications of technology must take into
account such adjustment mechanisms as relative prices and wages.

An alternative version of the de-skilling/de-industrialization thesis
argues that international specialization is changing rapidly, and that we
shall find ourselves unable to compete with Third World countries in
labour-intensive industries and with technologically more advanced
countries in technology-intensive industries. A recent Economic Coun-
cil study (1983a) sees little evidence for this contention.

If the council should be wrong or if the trend should change, it should
be quite clear that a country cannot be generally uncompetitive, except,
perhaps, very briefly. In order to import some goods we must export
others. If some of our export industries are about to lose their arkets,
we must ask which ones will replace them, and how they will differ in
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their labour and other requirements. Once more, changes in interna-
tional specialization can impose painful adjustments. They can also
make us all poorer if our terms of trade deteriorate. They cannot,
however, throw us all out of work. It should be clear, moreover, that an
open economy does not have the option of avoiding adjustment by
resisting technological change. Such resistance would simply accelerate
the rate at which markets are lost to foreign competitors.

In sum, technological change is not new, although its pace could well
be accelerating or be about to accelerate. It can produce painful disloca-
tions, erode established positions and patterns, and produce structural
unemployment for a time. It should not, unless we mismanage our affairs
very badly, produce permanent mass unemployment.

If I am correct in holding that the details of the forthcoming tech-
nological changes are (and perhaps can be) only dimly perceived, the
only preparation that we can now undertake is to strive for flexibility in
our institutions and attitudes. That, too, can be painful.

Real Wages and Productivity

Malinvaud (1982) and others have been arguing that real wages may have
increased faster than labour productivity, thus generating increasing
unemployment. Explanations of this general sort>® have been used to
explain the rising trend of unemployment in Europe in the 1970s (Grubb,
Jackman, and Layard, 1983). In Canada, Helliwell (1983, 1984) has
suggested that the Anti-inflation Board, by preventing wages from rising
too rapidly, may have saved us from this particular problem. Clearly, this
is one more competing hypothesis that should be verified jointly with the
others.

Conclusions

It is generally accepted that beyond any deterioration there may have
been in the economy’s cyclical performance, frictional and structural
forces contributed to the rising rate of unemployment in Canada in the
1960s and 1970s. It had been generally accepted that these forces were
the result of changes in demography, in labour force participation, and in
social legislation. Some more recent work suggests that too much may
have been attributed to these causes, and that changes in industrial
structure and technology, at least, may also be part of the explanation.
Until integration of the several lines of analysis has been achieved, the
quantitative importance of these claims cannot really be assessed. At the
moment, the analytical and empirical support for the contention that
industrial change and technology constitute a satisfactory alternative
explanation does not appear strong. The issue is important because the
demographic-legislative forces have now, on balance, gone into reverse,
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whereas those of industrial change may well be continuing unabated or
even accelerating.

The 1983—-84 Recovery

It is quite clear that the present (mid-1984) high rates of unemployment
reflect demand deficiency, as well as frictional and structural forces. The
trough of the recession is now past, and a modest recovery is taking
place. Unemployment, typically a lagging cyclical indicator, reached its
peak of 12.8 percent of the labour force, seasonally adjusted, in
December 1982, declined to 11.1 percent by November 1983, and has
been hovering at 11 to 11.5 percent in the first half of 1984. Employment
has not quite regained its peak level of just over 11 million, seasonally
adjusted, reached in mid-1981, and full-time employment was still more
than 3 percent below that peak in mid-1984 (Statistics Canada, cat. no.
71-001, June 1984, pp. 93-106). Moreover, unemployment is expected to
remain high, possibly in excess of 11 percent, for some years to come (see
Table 2-14.)

If, as I argued above, there is good reason to think that frictional and
structural trends are now favourable, why is the labour market so slack
18 months into the process of recovery, and why are its prospects judged
to be so grim? It is clearly because of the position from which we start
and the rate at which we plan to move from it. Only a brief general
examination focussing on the analytical issues is offered here, since the
data, projections and plans change continually and may well be unrecog-
nizably different by the time that this paper is read.®®

First, particularly in a deep recession, measured unemployment is
only one manifestation of labour-market slack. To be classified as unem-
ployed in the official count,®! a person must not have worked during the
reference week of the survey, must have been available for work, and
must have searched for a job in the four weeks preceding the survey and/
or had one from which she or he was laid off less than six months
previously and to which he or she expected to return, or one that was to
start within four weeks. Persons who do not meet these strict criteria
might still be fully or partly out of work: some may be discouraged
seekers who have given up looking for work because they believe none
to be available or who are still waiting for recall after more than six
months on layoff. Others may be working fewer hours than they nor-
mally do because of work sharing or other forms of reduced hours. Such
persons will gradually be reabsorbed into the labour force as the econ-
omy recovers,®? and hours typically lead unemployment over the cycle.
Still other workers are employed, but working less intensively or at
lower-skilled tasks than in normal times. For the 1960s, Siedule and
Newton (1980) estimate that the “hoarding rate is typically more than
half the unemployment rate.” Thus, for any given increase in output,
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measured unemployment will decline by less than if such “hidden unem-
ployment” were not overhanging the labour market.

Let us try to quantify some of these notions. A March enquiry taken
annually in connection with the Labour Force Survey yields one esti-
mate of discouraged workers.®3 Those who wanted work, were available
for it, but were not seeking it for economic (as distinguished from
personal and “‘other”) reasons® numbered some 300,000 in March 1984
(Table 2-10), about one-fifth the number of the million and a half who
were unemployed. It is worth noting that the proportion of these “dis-
couraged workers” who believed that no work was available increased
from 1981 to 1982, then diminished in response to varying slack in the
market. The proportion who were confident enough of recall to wait for
more than six months without searching for another job declined and
then recovered. There were also, in March 1984, another 454,000 work-
ers working part-time (less than 30 hours per week) because they could
find no full-time work (Statistics Canada, cat. no. 71-001, March 1984,
p. 63). In addition, 160,000 full- and part-time workers lost working time
during the survey week because of short-time work, being laid off for
part of the week, or finding or losing a job during the week.

A second reason that unemployment will decline so slowly, given the
rate of expansion of the economy, is that the labour force, although
growing at a slower rate than in the 1966—79 period, will continue to grow
at some 2 percent per annum (Table 2-1), quite aside from the reabsorp-
tion of discouraged workers, just discussed. Thus, an employment
increase of that magnitude is needed merely to prevent the unemploy-
ment rate from rising.

But how is output growth averaging some 4.2 percent per year for
1983-87 (Table 2-14) “given”? It is said to be compatible with the
government’s “medium term fiscal plan” (Canada, Department of
Finance, 1983a, p. 17).6 In brief, it reflects the government’s view of what
is possible and desirable. What are the elements in that view? In part, in
an open economy, such as the Canadian, they are what is assumed about
the behaviour of other national economies, which behaviour, in turn, is
affected by the views and actions of the several governments of those
economies. %0

Inpart, too, the rate of growth reflects what the government believes to be
prudent. Recent budget statements (Canada, Department of Finance,
1983b, 1984a) have made it quite clear what this means. The stress has been
on “responsibility” — on preserving the government’s commitment to
strive to contain its deficit, continue to reduce inflation, and maintain the
value of Canada’s currency. Any more expansionary posture has been
characterized as “irresponsible” and as likely to “have jeopardized the
recovery” (Canada, Department of Finance, 1983a, p. 22).

This is not the place to debate macroeconomic policy issues. It should
be clear, however, that just as a number of commentators have stressed
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that the recession was deliberately induced by policy measures designed
to halt inflation (Laidler, 1983; Lipsey, 1981 and elsewhere; Riddell,
1983) — although it is doubtful if those responsible correctly foresaw the
magnitude of the recession — so the slowness of the recovery can be
characterized as induced by measures designed to avoid rekindling it. Of
course, no one wants slow recovery for its own sake, just as no one
wanted the recession. The authorities and those commentators who
support them clearly take the view that any faster recovery would
involve serious risks. As Lipsey suggests, we have too little experience
of ending inflations to say with any great confidence whether or not this
is so.

One possible risk is that a faster recovery will encounter structural
bottlenecks. Such bottlenecks may slow down the recovery, or the
attempt to bypass or overcome them may generate rising costs and
prices. I do not believe that this is a grave risk, given the present degree
of slack in the economy. As I have noted, the upward trend in the normal
rate of unemployment in the 1970s has gone into reverse, but whether or
not there has been such a reversal hardly matters at present unemploy-
ment rates. The government’s view of the prudent rate of recovery may
incorporate notions about structural employment, but if so, it must be of
the Berman type, with shortages of skilled workers hampering the re-
employment of the unskilled. Such shortages can be overcome by train-
ing or immigration, but these processes take time. Shortages of skills
predicted by three reports issued some time ago®’” may well re-emerge as
the economy approaches capacity, but in my opinion they are unlikely to
constitute a binding constraint on the early years of the recovery. There
must be quite enough skilled workers unemployed or underemployed to
meet the demand.

Worry has also been expressed about the continuing sluggishness of
investment, not only as an element in aggregate demand, but also as an
essential cooperating factor permitting re-employment of labour (e.g.,
Malinvaud, 1982). Given the gestation time of investment projects, this
could become a binding constraint. At first sight this seems unlikely,
given a capacity utilization that averaged, on one set of figures, less than
74 percent in the first quarter of 1984, five quarters after the trough of 66
percent. Only a few industries — rubber and leather products, wood,
furniture and primary metals — had utilization rates that both exceeded
85 percent and had risen much since 1982. Current investment inten-
tions, too, signal little worry about capacity. There is, however, reason to
suspect that our capacity measures are exaggerated at this time. The
substantial increases in the real price of energy in 1973 and 1979 must
have made some existing capital obsolete before its time. Some of this
capital may not have been scrapped and replaced, at first because of
considerable uncertainty about future domestic prices of various sorts of
energy, and then because of very high real rates of interest and increasing

124 Kaliski



excess capacity. Even if it were replaced, it would still be included in the
capital-stock figures. Thus, the usable capital capacity is likely to be
lower than that recorded.%®

Finally, I have already suggested that while we know too little of
technological unemployment to be certain, this sort of structural unem-
ployment, too, seems largely irrelevant to near-term cyclical policy.

Some Questions of Policy

Over most of the period examined, the Canadian economy has provided
additional jobs nearly rapidly enough to employ a very fast-growing
labour force.®® Nonetheless, frictional and structural unemployment
have risen and may well be excessive. Even aside from unemployment,
rapid turnover, such as that observed, may be costly in terms of
resources devoted to hiring, screening and transportation, as well as lost
human capital and other costs. Finally, at times, most notably recently,
there were serious problems of unemployment resulting from demand
deficiency. If it were possible to devise policies to improve the operation
of the labour market in these respects without incurring costs that
exceed the benefits, this would clearly be worth doing. Not surprisingly,
many policy proposals have been and continue to be made. What follows
is confined to a general discussion of a few kinds of policy. The detail is
too voluminous and changeable to consider in a general survey.

Macroeconomic Policies

The previous section suggested that the 1982—-83 recession resulted from
efforts on the part of governments to reduce inflation, and that the pace
of the recovery, too, was dominated by concern with inflation. It would
take us too far into macroeconomics to examine the nature and legit-
imacy of that concern (see Riddell, 1985), but one aspect of it that
especially relates to the operation of labour markets must be considered.

It is quite generally agreed that the reason that considerable and
prolonged slack is created by attempts to reduce inflation is that prices
do not respond quickly enough. Thus, a decline in nominal aggregate
demand produced by tighter monetary or fiscal policy has its impact
initially, and perhaps for some time, on output and employment. Some
attribute this sluggishness in prices to expectations of inflation that for
one reason or another are slow to adjust. But a number of prominent
economists (e.g., Tobin, 1972; Okun, 1981) have attributed it to inertia in
the economy.7?

A principal source of such inertia is the labour market. In particular,
the overlapping multi-year collective agreements that are typical in
North America are said to make it difficult to alter the rate of change of
money wages quickly (Taylor, 1983; Helliwell, 1983, 1984; Riddell, 1983).
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In part this is so because a typical contract predetermines wages for
some time ahead. In part it is because those workers who are currently
settling are anxious to keep in step with those who have already done so.
This last consideration generalizes the inertia to unorganized workers
and those on short contracts. As Riddell (1983) has pointed out, there are
periods, such as the present, when wage inflation has slowed dramat-
ically, which make inertia a favourable circumstance: employment can
be increased with less fear of a dramatic acceleration in wage rates.
There is no question, however, that such persistence can lead to pro-
longed slack if policy makers are determined to reduce the rate of
inflation. Such inertia also makes it difficult to adjust nominal wages
quickly if trends in productivity or goods’ prices alter suddenly. Thus, it
can give rise to the excessive real wages and their accompanying “classi-
cal” unemployment dealt with earlier in this paper.

Two sorts of remedies have been suggested: a different structure of
agreements and incomes policy. If all agreements were short — say,
annual — each of them could be renegotiated quite promptly to reflect
any changes in current conditions. If, in addition, they were syn-
chronized, then each party to a negotiation could proceed in the knowl-
edge that its rivals were bargaining in the same circumstances and so
were unlikely to get far out of line.

Incomes policy, of which there are countless varieties, is intended to
offer the same assurance to negotiators. Moreover, in some versions, the
law or voluntary compliance might override the provisions of an agree-
ment, permitting even faster adjustment.

It is usually conceded by those advocating such reforms (e.g., Rots-
tein, 1984, p. 22) that to work well they require the consent of those
affected — a social consensus, in fact. Now, such consensus may be no
easy matter. It should be recalled that labour law in most sectors is a
provincial matter in Canada; thus the ten provinces would have to be
part of any consensus. There are, moreover, few consensus-forming
institutions, and the process of multiplying such institutions will not be
easy (see Waldie, 1985). One could go beyond this to suggest that there
are not even organizations that can represent in a binding way such
major interests as “labour,” “business” or “agriculture.” There is no
need to despair of reaching consensus, but it must, I think, be conceded
that it is a project with a rather long horizon. It seems quite unrealistic to
hope that consensus, or any reorganization for which it is a prerequisite,
can accelerate the recovery.

The above discussion also suggests that it is folly to imitate, without
very careful consideration, institutions that work well elsewhere. Such
institutions may well be imbedded in a quite different political and social
culture. Synchronized annual bargaining could lead to an annual paral-
ysis of the economy instead of to more rapid wage adjustment. Incomes
policy can lead to a breakdown of relations between governments, or
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between government and business or labour or both, or to a disintegra-
tion of such organizations of various interests as choose to cooperate.

Removing Adverse Incentives

Encouragement of steadier job attachments, more intensive or
employed search, and fewer layoffs has been on the agenda of the
“turnover view” since the beginning (Feldstein, 1973a). The principal
suggestions here have been for reforming unemployment insurance and
counteracting minimum wages. Clearly, any reduction in the generosity
of UI will increase incentives to retain jobs and find new ones quickly.
There have been many suggestions along these lines. All necessarily
erode the value of UI as a device to provide income maintenance and to
serve as an automatic stabilizer. But technical improvements — changes
that improve incentives, given the level of generosity — are also possi-
ble (Kaliski, 1980). One that has been favoured by most economic
commentators, but consistently rejected by the administrators has been
experience rating to reduce subsidy to layoffs (see above). Others favour
generalizing the subsidy to work sharing (Reid, 1985).

A number of critics have urged that the preferential treatment of
claimants from high unemployment regions is excessive and should be
modified. It is argued that the present system unduly inhibits labour
mobility (or induces reverse migration) and so perpetuates the regional
differentials. This modification would not be a purely technical change,
of course — perhaps few such changes are possible — but it might have
the desired effect, among others.”!

In contrast to UI, one seldom hears suggestions for reducing minimum
wages, although, as we have already noted, minimum wages have been
allowed to erode as a result of wage inflation recently. Feldstein (1973a),
who noted the adverse impact of minimum wages on the ability of young
people to obtain training and career jobs, and to maintain steady job
attachment, suggested instead “training scholarships” to offset mini-
mum wages. Many of the typically very limited youth-employment plans
now in place in Canada or currently being canvassed are essentially of
this sort. They provide either a direct subsidy for training or, more
generally, a wage subsidy. Such plans are clearly intended to remove the
disincentives that high starting wages, whether caused by minimum
wage laws or not, constitute to on-the-job training. I have seen little
systematic evaluation of such arrangements, and opinion as to their
success varies widely.

Another of Feldstein’s suggestions — that for a special youth employ-
ment service — is now being tried in Canada on a very limited scale.
Beyond that experimentation, there are suggestions for reform of the
apprenticeship system and of educational institutions. Once more, it
should be kept in mind that the educational system, for example, has
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other aims besides that of job training. Moreover, the youth unemploy-
ment problem is, in part, one of incomplete recovery, and such institu-
tional reform has a much longer time horizon than does even a very slow
recovery.

Easing Structural Adjustment

Policies for easing structural adjustment range from identifying future
requirements for particular skills, to such aspects of “industrial strat-
egy”’ as identifying and promoting promising firms and industries,
improving productivity, and encouraging R&D and the spread of tech-
nology. Some of these policies are examined elsewhere in this commis-
sion’s research; they cannot be discussed here in any detail. Suffice it to
say once more that the evidence concerning the results of such endeav-
ours is mixed and inconclusive, that they often require major reorganiza-
tion with a background of consensus, and that their gestation periods are
likely to be long.

To conclude, the only way to reduce the present large volume of
unemployment is through an economic recovery. Policies are con-
ceivable that will improve the future performance of the labour market,
but most have undesirable side effects or have not been tried in the
Canadian environment. Whatever their ultimate merits, they will not —
with the possible exception of those aimed at UI or wage incentives —
take hold quickly.

Summary and Conclusions

I have attempted in this paper to bring together the analytical and
empirical knowledge that exists concerning the operation of the Cana-
dian labour market. Often, this review has then taken the form of
examining the extent and nature of unemployment. This is so because
unemployment is not only the major labour market policy problem, but
also the prime indicator of labour market frictions and imbalances. To
analyze unemployment satisfactorily, one must understand and explain
the underlying causes of these frictions and imbalances. In my opinion,
our current understanding of some of these phenomena, while much
improved, is still far from definitive.

Current labour market analysis stresses movement or flux. This
“new” or “turnover” view and the data that it has led us to collect have
greatly enlarged our understanding. We know now that there is indeed
much movement, but that the movers are a relatively small proportion of
all market participants. Most of the employed have long and steady jobs.
Much of the unemployment is borne by a few workers who suffer long
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and repeated spells of unemployment. Young people are particularly
vulnerable to unsteady job attachments and frequent unemployment.

Although the “new view” has permanently enlarged our understand-
ing, it essentially failed in its program (if such it was) to offer an explana-
tion of unemployment as a normal aspect of optimal labour market
operation. In part this is so because unemployment caused by demand
deficiency looms much larger now than anyone would have anticipated
ten years ago. In part it is because, on closer examination, both the
analysis and the data have turned out to be subtly different than they
seemed earlier. Both job search and layoffs are important phenomena.
Both result, at least in part, from private maximization. But it seems
unlikely that unemployed search, and ex ante voluntary layoffs and other
forms of “wait” unemployment, would be nearly as important as they
are if those involved bore the full cost of their choices. This, of course, is
the policy aspect of the new unemployment program: to seek ways to
reduce the distortions that make the social costs of normal unemploy-
ment exceed its private costs.

The labour force grew rapidly in the 1960s and 1970s, largely through
an influx of persons with, on average, relatively unstable participation
and job attachments — women and youth. In consequence, the mix
altered toward those with higher “normal” unemployment rates and the
average rate of unemployment rose. It rose further because, despite
favourable alterations in industrial structure, the increased supply of the
new entrants taxed the labour market’s capacity to absorb them. In
addition, increases in UI benefits and coverage and in minimum wages
led to some further increase. These forces have now gone into reverse,
and the trend in normal unemployment should be declining.

In my opinion, newer explanations of the unemployment trends in
terms of the rate of change in technology and in industrial structure are
likely to affect the quantitative impact of the above explanation, but not
to replace it. Until the difficult work of integrating the several lines of
analysis has been done, one cannot go beyond an opinion.

The major problem of unemployment that confronts us in mid-1984 has
nothing to do with such trends in frictional and structural unemploy-
ment. It is, quite simply, a matter of a deep and prolonged world-wide
policy-induced recession. Though the diagnosis is simple, effective solu-
tions to this problem are far less so.

Can policy conclusions be drawn from this analysis? Those that have
been presented are likely to strike the reader as unsatisfying. They strike
the writer in the same way. There are two sorts of reasons for this. First,
as has been suggested, the major current problem is one of slack in the
economy. No reform of labour market arrangements will remedy this
fault. The cure for it is economic recovery. How to bring such a recovery
about, at what rate to allow it to proceed, and what weight to attach to
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unemployment and other costs of slack relative to other objectives are all
important policy issues. But they are questions of macroeconomic, not
labour market, policy. They are dealt with elsewhere in the research of
this Royal Commission.

There are, to be sure, labour market aspects to these questions. Is
labour market inertia an important obstacle to good macroeconomic
management? If so, how can it be reduced? It must be realized, however,
that these are questions relevant to avoiding or getting out of the next
recession. We may not know nearly enough about the workings of the
various policies involved, but we do know, I think, that they will take
much longer to bear fruit than should any sensible program for recovery.

Nor is the relevance of policies to reduce frictional or avoid structural
unemployment immediate. Policies to improve or restructure labour
supply cannot offset demand deficiency. But such policies may make for
a longer or fuller recovery and for a labour market that works more
efficiently in more normal times. Paradoxically, while periods of slack
are the ideal time to carry out retraining, say (as they are for other forms
of investment), because resources need not be diverted from current
production, it is not clear that this can be done effectively. Incentives for
the investment are weak because there is no immediate payoff in terms of
vacancies (orders) to be filled. Worse, the shape of the next plateau —
the newly normally operating economy’s industrial structure and skill
(capital) requirements — are difficult to discern from the bottom of the
valley.

Second, as has been suggested repeatedly, while we have a richer
body of knowledge about the labour market than ever before, that
knowledge is seriously incomplete. We know, for example, that the
explanation of rising normal unemployment in terms of changes in the
labour force and in social legislation fits the facts, and that in terms of
changing industrial structure this may be capable of being refined so that
it does so, too. We know also that both explanations in terms of expecta-
tions and credibility of policy and those in terms of inertia can account
for some of the problems of macroeconomic management. What we do
not know, because the necessary integrative work has not been done, is
how much each of these partial explanations contributes. In a way, we
are better placed to design research projects than to make firm policy
recommendations. Perhaps this is always so. Certainly, policy changes,
such as those proposed in UI, for example, always have multiple effects,
not all of them desirable.
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Notes

This paper was completed in November 1984.

My recent empirical work on labour markets has been undertaken jointly with Charles
Beach under a grant from the Social Sciences and Humanities Research Council of Canada
(SSHRC). Earlier versions of part of this material were included in a state-of-the-art
review, “The Rise and Fall of the New Unemployment,” presented at the 1983 annual
meetings of the Canadian Economics Association, also supported by the SSHRC. Richard
Arnott, Glenn MacDonald, Michael Parkin and Craig Riddell commented most helpfully
on some of the material. A revised version of a portion of that paper appeared in Canadian
Public Policy 10 (June 1984) under the title “Why must Unemployment Remain so High?”
Finally, Craig Riddell, Morley Gunderson and other members of the Royal Commission’s
Labour Research Advisory Group and anonymous referees made helpful comments on the
original draft of the present paper. Steve Murphy and Jean St-Gelais assisted with the
revision; Charlotte David did the typing. The usual caveats apply.

1. Roughly speaking, the civilian non-institutional population 15 years of age and over,
excluding the Territories and Indian reserves, which are not covered by the Labour
Force Survey.

2. Roughly speaking, worked or sought work.

3. Asthe note to Figure 2-1indicates, the 1975 revision of the sample and definitions of the
Labour Force Survey produces important discontinuities that plague the comparison
of age-sex specific variables.

4. For more detailed treatment see, e.g., Foot (1983), Sims (1983) and references cited in
these works.

5. Canada, Department of Employment and Immigration (1981); Canada, House of
Commons (1981); and Economic Council of Canada (1982). See Smith (1983) for an
enlightening review of the three.

6. This is not, of course, to suggest that all of the labour market is always in a flux; only
that some of it always is; see below.

7. See Riddell’s (1985) paper in this volume for a further discussion of this important
concept.

8. For my views about the connection between search theory and the new classical
models see Kaliski (1981).

9. Hall (1970, p. 370) is quite explicit about that. Feldstein (1973a; 1973b) argues that little
can be achieved by expanding aggregate demand, starting in 1972.

10. The term “voluntary” is an extraordinarily elastic one in this literature. It is used in at
least three senses. First, in typical search theory a worker voluntarily quits his job to
find a better one and remains voluntarily unemployed, offer by offer, as he decides
whether to accept a job or to continue searching. Second, in implicit contract theory a
worker voluntarily enters an understanding that involves accepting a given probability
of unemployment, although, when the time comes, he/she has no control over whether
he/she is to be laid off and for how long. Third, in much popular and some professional
writing, unemployed “job leavers” — those whose reasons for leaving their last job
were not that they “lost [their] job or [were] laid off” (Statistics Canada, cat. no.
71-001) — are referred to as voluntarily unemployed. Clearly, only the first of these
notions relates to unemployment that is voluntary both ex ante and ex post.

11. For a pioneering discussion of some of these details and of search theory more
generally see Phelps et al. (1970).

12. Real-life jobs will of course differ along any number of dimensions that affect their
value to the worker. If he/she is to maximize, he/she must be able to evaluate each job
packagé in terms of income or of utility. It is thus a useful simplification to express all
non-pecuniary differences in terms of differing wages for a standard job.

13. The typical exposition of search theory is in terms of workers who quit to search for
better jobs. But the analysis is equally applicable to new entrants and re-entrants into
the labour force and to job losers.

14. See Clark and Summers (1979, p. 52) for a similar line of argument.

Kaliski 131



18.

19.

20.
21.
22;

23.

24.

. These short durations of the average completed spell are, of course, quite compatible

with the average employed person having quite long (complete) tenure. In 1980, these
are estimated at over 17 years for men and nearly 11 years for women (de Broucker and
Hasan, 1982, p. 25). See also Hall (1982, p. 716). We shall have occasion to return to this
point in the context of the duration of unemployment, but it need not delay us here, for
the long-term employees clearly are seldom among the searchers.

. The phrasing here is quite deliberate. I personally believe that even in “normal” times,

this option is unavailable to many unemployed searchers. However, their behaviour
cannot be explained by a theory of voluntary search.

. Inconnection with UI, however, it should be noted that for the unentitled, including all

new entrants, the cost of search is unaffected, whereas the expected returns from
accepting a job, unless it is deemed permanent and continuous, include the benefits of
future entitlement. For the entitled, the expected-return effect is also present and
partly offsets the marginal cost effect in all cases, and dominates it as exhaustion of
benefits approaches, i.e., as the searcher uses up the maximum period for which he
may draw UI (Mortensen, 1977, p. 510).

There is little information on the intensity of search: the ratio of active searching to
leisure and waiting. Hasan and Gera (1982, pp. 59, 61) cite American studies that
estimate that the unemployed spend only 8 to 17 or 18 hours per week on search
activity. Clark and Summers (1979) estimate an average of 25 hours in 1976. The only
measure available from the LFS is the “number of search methods” used, a poor
indicator (see Hasan and Gera, 1982, pp. 15-18).

These are that they were “waiting for recall,” “waiting for replies” or ‘‘believe[d] no
work available (in area or suited to skills)” (Statistics Canada, cat. no. 71-001, March
1983, pp. 141-52). Except in 1981, the last reason was as important as or more important
than the others combined. More strictly, only some 70 percent of these ‘“‘discouraged
workers” might be thought of as searches. Those waiting for recall might be thought of
as being on prolonged layoff. Statistics Canada (cat. no. 71-528, pp. 40 and 51)
classifies those on layoff and expecting recall but not searching as unemployed for a
maximum of six months. Those on longer layoff and those in seasonal industries who
are on layoff during the off season are classified as out of the labour force. One might
speculate that they might search if they thought it worthwhile.

Clearly these are overlapping categories.
A rather atypical one, as they warn.

Hasan and Gera (1982, p. 59) warn that “voluntary unemployment is an extremely
slippery concept,” and are clearly aware of the difficulties noted in note 9 above. They
are usually careful to speak of “voluntarily initiated” unemployment. But they insist
that “Clearly, on-the-job search is a [voluntary] search for a better job, rather than any
job” (pp. 8, 18, 59). Yet, a moment’s reflection suggests that one may initially search on
being told, or having good reason to suppose, that one’s job is coming to an end. And,
if unemployed search is sufficiently more efficient, might one not quit in the same
circumstances?

Presumably, this partial regression result for searchers can be reconciled with the
gross association of high unemployment and long duration.

Strictly speaking (temporary) layoffs are only one form of waiting — waiting for recall
by the same employer. It has already been suggested that the search process may have
a large component of waiting — for appointments, replies to applications, etc., and
that some discouraged workers wait long enough to be classified as not in the labour
force. Others wait for new jobs that are to start at some specified time in the future.

Asin the case of search, the question arises why one should not wait while employed
in some other job. (See note 52 below.) The answer, presumably, is that in some
circumstances it is not practical or worthwhile to do so. Perhaps the most famous
analysis of this case is the Harris and Todaro (1970) model in which employed rural
persons in less developed economies rationally migrate to the cities, despite involun-
tary urban unemployment, in search of better-paying work. There may be Canadian
equivalents, although our peripheral regions are typically characterized by low pay as
well as high unemployment.

One can conceive of cases in which known jobs will definitely become available at
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2358

26.

27.

28.

29.

30.

317

32,

38,
34.
35,

36.

37.

38.

39.
40.

some future time, but must be queued for on site. That would be a pure case of waiting.
Some hiring halls and arrangements for hiring casual agricultural labour seem to
operate in this fashion.

There are countless references. For some of them and an exposition of the theory by a
major contributor see Azariadis (1979).

See Okun (1981, chap. 3) for a fuller exposition. Firm-specific capital refers to skill or
knowledge not transferable to other employments.

See, e.g., Sargent (1979, chap. 8), who, like many writers, holds hours of work fixed;
but contrast Okun (1981, chap. 3).

But it could, in principle, explain the importance of labour hoarding in slack times; see
below.

Carmichael (1981) has shown that ranking workers by seniority for wage increases or
fringe benefits is an efficient way of preserving joint investment in specific human
capital.

Canadian UI has recently been willing to finance work sharing — a reduction in
weekly hours for the whole of a plant’s labour force in lieu of layoffs. The program has
proved popular, perhaps because, from the point of view of the recipients collectively,
it clearly dominates individual UI benefits to those who would otherwise be laid off for
several reasons: 1) The two-week waiting period for benefits is waived; 2) receipt of
work-sharing payments does not affect a worker’s future entitlement to benefits; 3) the
total utility of smaller amounts of leisure more widely spread is likely to be larger; 4)
the employer reduces risk of losing valuable workers (but incurs some costs for
additional fringe benefits). It has been estimated that, on average, workers covered by
work-sharing agreements reduced their hours by 20 percent, but their take-home pay
only by about 7 percent (Canada, Department of Employment and Immigration, 1982;
Reid, 1982). See Reid (1985) for fuller treatment.

In principle, this could be overcome by basing UI premiums on experience rating.
There is no rating in Canada and only partial rating in the United States (Feldstein,
1975, 1976).

They use a special survey and matched Current Population Survey records as con-
trasted to aggregate turnover and rehire figures used by others.

See Phelps (1972) for an extended treatment.

For a fuller treatment of these issues see Riddell (1985).

It is not quite correct to say that over 4,000,000 persons entered and exited. We know
from other sources, the Annual Work Patterns Survey (AWPS) data, for example, that
some persons have more than one spell of unemployment during a year; 31 percent of
the men and 21 percent of the women employed in 1978 experienced more than one
spell of unemployment (Beach and Kaliski, 1981, Table 4.1).

See Hasan and de Broucker (1982); Magun (1982); Beach, Kaliski and Skulmis (1983)
for some attempts to cope with these difficulties.

The paradox here is only apparent: since each of the long spells contains more weeks
of unemployment, fewer of these can readily account for more of the total unemploy-
ment than the more numerous short spells. Whether or not this is so depends simply on
the average duration and number of each sort of spell. Moreover, while spells that are
of average duration or shorter must necessarily account for half of the total unemploy-
ment, the remainder could all be accounted for by very long spells, depending on the
shape of the distribution.

It is difficult to offer an adequate brief explanation of these rather technical matters.
Roughly, the method used to calculate average duration is valid only if underlying time
series are free of systematic variations over time, i.e., seasonality, cycles and trends.
The Markov process assumes that the probability of escaping unemployment remains
constant so that, say, one-quarter of those in the pool at the beginning of one week will
have left by the beginning of the next. See Beach and Kaliski (1983a).

This set necessarily excludes new entrants.

Feldstein’s stylized facts were largely found to be applicable to Canada (Economic
Council of Canada, 1976).
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1 will, however, yield to the temptation of saying that, definition aside, if Hall was right
in 1979, he may have seen to it that he is no longer so in 1983 (Hall, 1983).

Fortin and Phaneuf (1979) estimate the elasticity of the unemployment rate of young
people (15-24) with respect to their proportion in the source population at 0.5 to 0.6.

Even when unemployment peaked in December 1982, nearly 70 percent of families
with one or more persons unemployed had at least one person working. In more than
half such families, the unemployed person was not the head (Statistics Canada, cat.
no. 71-001, December 1982: Tables 50, 51). See Table 2-8 above.

Other social arrangements — taxation, transfer payments, schooling, daycare cen-
tres, the employment service — can ciearly be important, but little is known about
their quantitative impact.

This explanation is not in the spirit of “natural” or “normal” rates because it attributes
the unemployment to macro disequilibrium resulting from institutional forces or
disappointed expectations.

A recent paper by Charette and Kaufmann (1984), to be discussed, does attempt some
integration.

Obviously, in the context of a more complete model, participation rates, employment,
unemployment, wages, industrial structure and many other variables of interest would
all be determined by more basic exogenous variables, not all of them economic. Even
policy decisions have more basic determinants. Even within the more partial frame-
work considered here, unemployment rates, participation rates, UI, etc., are known
to interact.

The baby boom presumably was independent of future labour legislation as were
some of the long-trend changes in women’s participation rates. A number of
researchers have shown, however, that participation rates, especially those of youth
and women, increase with the generosity of Ul (see, e.g., Siedule, Skoulas, and
Newton, 1976) and respond to unemployment rates. And Swidinsky (1980), among
others, has shown that teenagers’ labour-force participation responds to minimum
wages.

At least as measured by the revised Labour Force Survey (see Figure 2-4 and note).
One assumes that the revision that produced the sharp increase in the unemployment
rate of women relative to men was the lengthening of the search criterion for unem-
ployment from the preceding week to the preceding four weeks. See Reid and Smith
(1981) for a further discussion of the impact of the revision and of changes in composi-
tion on overall unemployment.

Merrilees (1982) finds that labour is substitute for capital in production in Canada, but
that the four major demographic groups are complementary inputs.

Of course, “the production process” is itself an abstraction for a heterogeneous mix of
different industrial processes. To the extent that the service industries, including
trade, which, as a group, employ greater proportions of women, youth, and part-time
workers, grew at a faster rate than manufacturing, construction and the primary
industries, they reduced the structural problem. More of this below.

See Cousineau’s 1985 paper.

They also include the influence of public sector wages. I have not discussed these here
because I do not understand their supposed role. I can see that relatively higher wages
may cause workers to apply and wait for public sector jobs. I can see no reason why
they should wish to be unemployed while waiting.

Strictly speaking, only Samson’s study is a replication. Charette and Kaufmann make
important advances that are discussed below. For a recent critical reinterpretation in
the light of U.S. data see Abraham and Katz (1984).

Figures in brackets relate to the Samson paper — the last two columns of Table 2-13;
those without brackets to Charette and Kaufmann’s Equation S4, the first three

columns. The correlation coefficient between Charette and Kaufmann'’s two series is
said to be 0.99 (p. 28).

Since, over short periods, the labour force is approximately constant, the dispersions
of employment and unemployment must vary together. See Abraham and Katz (1984)
for a fuller exposition of this issue.
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56. See, e.g., Moore (1961).

57. For further discussion see Allen (1985) and Globerman (1985).

58. That is, any set of relative wages that will make continuing investment in the human
capital involved worthwhile.

59. There are, in fact, analytically important and interesting differences between the
several versions of the real wage level/rigidity explanation that cannot be explored
here.

60. For more detailed exposition and more documentation see Kaliski (1984).

61. But see Statistics Canada (cat. no. 71-001, April 1984, pp. 91-121) for alternative
counts.

62. There are likely also some “additional workers” who will leave the labour force when
the “principal bread winner” is re-employed. In Canada, however, that number has
always been smaller than that of discouraged workers. Participation rates decline
when unemployment rises.

63. See Statistics Canada (cat. no. 71-001, March 1984, pp. 101-18) for a discussion of this
survey and interpretation of the results.

64. In addition to the two listed, the total includes a smaller number (50,000 in 1983) who
were “awai}ing replies.”

65. A more recent projection by the Economic Council of Canada is also shown in Table
2-14 for comparison. It reflects the better-than-predicted performance since the 1983
budget, but offers an even less promising view of future prospects.

66. There is a little sign that these governments (or the Government of Canada) have
accepted the recent recommendation by “26 economists from fourteen countries for
an internationally coordinated shift in the near-term stance of monetary and fiscal and
monetary policies toward expansion” (Institute for International Economics, 1982).
Hence, an uncoordinated expansion at widely differing rates is probably the best that
can be hoped for. The danger of countries resorting to increased protection in an
attempt to speed up their own recovery or to make it broader continues, and isolated
instances of their actually so doing continue to mount.

67. Economic Council of Canada (1982); Canada, Department of Employment and Immi-
gration (1981); Canada, House of Commons (1981).

68. See Bank of Canada (1980, p. 11). This matter is being investigated by a number of
government agencies.

69. Once again, this elliptical way of putting things is not intended to imply one-directional
causality.

70. Once more, the two explanations are not necessarily mutually exclusive.

71. See Cousineau (1985) for a further discussion of these and other suggestions.
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3

Reductions in Work Time
An Assessment of Employment Sharing to
Reduce Unemployment

FRANK REID

The idea of shortening work hours to combat unemployment is not new.
In 1887 Samuel Gompers, the president of the American Federation of
Labour, declared: “So long as there is one man who seeks employment
and cannot find it, the hours of work are too long” (quoted in
McGaughey, 1981, p. 239). The Canadian Labour Congress (CLC), at its
1984 biennial convention, reiterated this tenet by passing a resolution
pledging itself to use both political action and collective bargaining to
fight for reduced work hours with no reduction in pay. The CLC’s
objective was to reduce work time by any combination of reduced
weekly hours, increased vacation, paid educational leave, and earlier
retirement (Deverell, 1984). Following Meltz, Reid and Swartz (1981), the
term “employment sharing” will be used in this paper to describe the
whole range of policies that involve a reduction of work time.

In the early 1980s governments in Canada and elsewhere have shown a
renewed interest in policies to share employment. In January 1982, for
example, the Canadian government introduced a work-sharing program
which permits unemployment insurance to be paid as short-time com-
pensation in situations where the work week is reduced to prevent
layoffs (EiC, 1984a). The British government, in 1983, introduced a
scheme to pay employers £750 for splitting a full-time job into two part-
time jobs for at least 12 months. The French government, in 1982,
reduced the standard work week from 40 to 39 hours, raised the mini-
mum annual paid vacation to six weeks, and lowered the retirement age
to 60 (OECD, 1984). In the Netherlands a government statement issued in
November 1982 endorsed work-time reductions as a means of increasing
employment, but left the implementation of such reductions to the
collective bargaining process. Both labour and management agreed with
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this proposal, and subsequent negotiations have reduced work time in
various ways such as establishing a shorter work week, increasing
holidays, and arranging earlier retirement (OECD, 1984). In the United
States, Arizona, Oregon, Florida, Washington and Illinois introduced
short-time compensation schemes during 1982-83, modelled on the
Californian plan introduced in 1978 (MaCoy and Morand 1984, p. xiv).

Although the recent interest in employment sharing has been stimu-
lated by the recession of the early 1980s, reduced work time has also
been advocated at other times in order to improve the quality of life
through increasing leisure time. Even in an economy characterized by
“full employment,” economic well-being may be less than s attainable if
there are institutional constraints which, incidentally, prevent employ-
ers and employees from adopting alternative work arrangements that are
advantageous to both groups.

Advocates of employment sharing emphasize that such policies do not
eliminate the need to strive for full employment. Monetary and fiscal
policies provide an alternative method of dealing with deficient demand
unemployment, but there are constraints on the use of stimulative pol-
icies because of concerns about inflation and the size of the government
deficit.

If stimulative polices are not to be used to eliminate a recession, then
employment-sharing policies intended to ameliorate recessionary
effects may be desirable in terms of both equity and efficiency. In terms
of equity, it seems unfair that the drop in income during a recession
should be borne by the small minority of the labour force which suffers
the burden of increased unemployment. In terms of efficiency, the
market mechanism may be failing to provide appropriate signals to
employers and current employees because their joint decisions with
respect to reductions in hours of work as contrasted with reductions in
employment may not fully reflect the cost that society bears in terms of
unemployment insurance, welfare and other social programs.

One of the features which makes employment sharing such a tempting
policy option is that a relatively small adjustment in work time can
dramatically reduce unemployment. A 5 percentage point increase in the
Canadian unemployment rate is enough to move the economy from a
“normal” or target rate of, say, 6 percent unemployment to a serious
recession with 11 percent unemployment. Yet, to illustrate with a crude
example, an equivalent reduction in total hours of employment would be
achieved by reducing the average length of the work week from, say, 40
hours to 38 hours, other factors remaining constant. There are, of
course, many complicating factors which will affect the extent to which
such a reduction in weekly hours could be translated into increased
employment. Those to be considered include the impact on productivity,
costs, total hours of employment, and participation rates. The impor-
tance of each factor will depend on the particular employment-sharing
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policy under consideration. The striking potential effect on unemploy-
ment of a rather minor change in hours does, however, indicate the
importance of analyzing employment-sharing policies.

The purpose of this paper is to assess the equity and efficiency of
various employment-sharing policies which have been advocated. The
proposals are analyzed in varying degrees of detail since some are simply
suggestions which have not yet been well formulated, and others repre-
sent policies which have been applied for a number of years and system-
atically evaluated.

In the following sections of this paper a theoretical framework for each
analysis is specified, followed by some descriptive material on current
patterns and historical trends of employment in Canada. The next sec-
tion analyzes employment sharing at the establishment level, through
short-time compensation policies. Various proposals to facilitate
employment sharing on an employee-by-employee basis are then consi-
dered, and proposals are assessed which advocate implementing
employment sharing through collective bargaining or through a legis-
lated reduction in the standard work week. The paper concludes with
suggestions to eliminate several barriers which incidentally restrict the
use of employment sharing.

Theoretical Framework

Work schedules, like wages and other working conditions, appear to be
set unilaterally by the employer in non-union environments. Employers
have an economic incentive, however, to take into account the work
preferences of their employees. As a result, work schedules are deter-
mined by an interaction in the labour market between employer and
employee preferences. An employee’s preferences for the number of
hours of work in each time period will depend on demographic factors
such as the individual’s age, health and number of dependents; environ-
mental factors such as the temperature and cleanliness of the work site;
the physical nature of the work; and monetary factors such as the wage
rate offered and the individual’s other sources of income. The net effect
of these factors will determine a preferred number of hours of work for
each individual.

Intuition reveals the effects of a change in most of these factors, given
that the others remain constant. The effect of a change in the wage rate,
however, is ambiguous. On the one hand, the substitution effect of an
increase in the wage rate makes work more attractive relative to leisure
and induces the individual to work more hours; on the other hand, the
income effect of an increase in the wage rate makes the individual more
wealthy and normally induces him or her to consume more leisure —
that is, to work fewer hours. Empirical evidence suggests that for most
workers the income effect tends to dominate — that is, increased real
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wage rates generally reduce the number of hours the individual wishes to
work.

An employer’s need for interaction among employees may require
working hours to be standardized to some degree rather than allowing
each employee to work his or her preferred number of hours. Other
factors being equal, a firm has an incentive to offer a work schedule
which corresponds as closely as possible to the typical employee’s
preferred hours. The greater the divergence of actual hours from prefer-
red hours, the greater the tendency in a competitive labour market for
employees to leave the firm in order to obtain their preferred hours
elsewhere, and the higher the wage the employer must pay to attract and
retain the desired work force.

The employer must also consider certain person-specific costs of
employment, such as costs for dental insurance premiums which are a
fixed amount per employee. Costs of hiring and training employees,
amortized over some expected duration of employment at the firm, are
also of this nature. Person-specific costs give an employer an incentive to
increase the number of hours of work per employee beyond the
employee’s preferred hours in order to reduce the number of employees
and hence reduce these costs. Longer hours, however, may reduce job
satisfaction, increase employee fatigue, and necessitate payment of
premium-wage rates for hours worked beyond some standard level set
by legislation or collective agreement. It is assumed that the employer
will choose a work schedule which minimizes costs based on the net
effect of these various factors (Donaldson and Eaton, 1984).

A fundamental theorem of neoclassical economics demonstrates that
if all markets were perfectly competitive, and if there were no other
market imperfections, the outcome would be “efficient” in the sense
that there would be no change that could make someone better off
without making someone else worse off. In the simplest terms, the
competitive model assumes that all mutually beneficial changes in
organization will already have taken place; hence there is no scope for
further changes that are beneficial to all concerned. If the assumption of
perfect markets were valid, it would follow that the work schedules
generated by the market were efficient, and any government interven-
tion which altered the outcome would impose an inefficiency on the
economy. For example, an inefficiency would be created if the structure
of a payroll tax such as unemployment insurance premiums affected the
division of total labour hours between the number of employees and the
average hours of work per employee.

Even if all markets were perfectly competitive, the outcome might not
be efficient if decisions affect parties who were not involved in the
transaction and who had no market mechanism through which they
could convey their concerns to the decision makers. In such circum-
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stances, the “external” factors might require collective action or regula-
tion to achieve efficiency. If employment sharing were proposed during a
period of deficient demand unemployment, there would be no economic
incentive for the employer and employees to take account of the poten-
tial savings to other taxpayers in terms of reduced expenditure on
unemployment insurance, social assistance and other social programs.

Recent empirical evidence for Canada (MacLaren et al., 1983) has
shown that in addition to adverse economic effects; layoffs and unem-
ployment have adverse social and psychological effects on the unem-
ployed. A sample of 187 laid-off workers was compared to a control
group of 191 workers who were engaged in employment sharing under
the federal government’s work-sharing program. The two groups were
matched in a number of characteristics including age, sex, education,
martial status and industry. It was found that in the six-month period
following a layoff or the beginning of employment sharing, the group of
laid-off workers experienced substantially higher increases in a number
of stress-related symptoms such as headaches, dizzy spells, nightmares,
memory lapse, insomnia and loss of appetite.

Overall earlier research in the United States (Brenner, 1976) has
shown a correlation between increases in the unemployment rate and
increases in various stress indicators such as admissions to mental
hospitals and prisons, and deaths from cirrhosis of the liver and cardio-
vascular disease. Thus unemployment not only entails tragic con-
sequences for the workers themselves, but also imposes real costs on
society in terms of the additional resources required to deal with its
wider social consequences. Since these effects represent “externalities”
which are not taken into account when employers and employees make
decisions, the result is a less than optimal amount of employment
sharing in the economy, given the existence of deficient demand unem-
ployment. Although we might argue that the effects of externalities
could be removed by eliminating the social programs established to deal
with them, such a proposal would be neither equitable nor politically
realistic.

The market mechanism may not produce an efficient amount of
employment sharing for another reason: when a fixed amount of
resources is devoted to income-support programs for unemployed per-
sons, institutional constraints prevent generally advantageous
exchanges from taking place. Since individuals are generally eligible for
income-support programs only if they are wholly unemployed, they are
prevented from using their income support to induce those currently
employed to engage in employment sharing. The results are an inefficient
and less than optimal use of employment sharing and a situation that
offers some justification for collective action to encourage employment
sharing during periods of deficient demand for labour.
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Employment Patterns in Canada

As a preliminary to the review of policies intended to encourage employ-
ment sharing in Canada, some basic descriptive material is presented
concerning current patterns and historical trends in weekly and annual
work schedules.

Patterns in weekly hours of work can be examined in terms of actual
hours of work, paid hours or standard hours. Actual hours of work in any
given week are affected by factors such as the proportion of part-time
and full-time employees, the industrial mix, the proportion of office and
non-office employees, cyclical fluctuations in labour demand, industrial
disputes, and the incidence of holidays and vacations. Paid hours are
affected by all of these factors except the occurrence of paid holidays
and vacations. Standard hours, defined as the number of hours of work
beyond which overtime is normally payable for full-time employees, are
not affected by any of the factors named above, except the industrial mix
and the proportion of office and non-office workers.

There is considerable diversity in actual hours worked per week by
both male and female employees in the Canadian labour market. Data
taken from Statistics Canada’s Labour Force Survey and presented in
Table 3-1 indicate that during 1983, just over half of all employees
surveyed worked “typical” work weeks of between 30 and 40 hours.
Nearly one-fifth of all employees were in part-time jobs, according to the
Labour Force Survey definition which describes a part-time employee as
someone who usually works less than 30 hours a week.! Even during a
year of severe recession, however, when the unemployment rate aver-
aged 11.9 percent, over 20 percent of employees worked more than 40
hours a week and, of these, 12.6 percent worked more than 50 hours a
week. The fact that a significant number of employees worked such
long hours at the same time that other employees were completely
unemployed creates substantial interest in the possibility of encouraging
a reduction of the standard work week to increase employment.

Some of the employees who work the long hours shown in Table 3-1
hold more than one job. Since employment-sharing policies apply to the
job rather than to the employee, it is useful to examine hours worked on
the main job. Table 3-2 shows that for all employees, on average, the
difference is small: hours worked on the main job are only 0.5 hours per
week less than hours worked on all jobs. It also shows that the number of
hours usually worked by full-time employees on their main job, a more
relevant measure for employment sharing, is 41.5 hours per week.

For an analysis of employment sharing the most relevant concept is
the length of the standard work week (and work year) for full-time
employees. The distribution of standard hours for office and non-office
employees, shown in Table 3-3, is based on the most recently published
data from Labour Canada’s annual survey of wages and working condi-
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TABLE 3-1 The Distribution of Employed Persons by Hours Worked
at All Jobs, Canada, 1983

Both Sexes Male Female

Hours 000s % 000s % 000s %
0 797 7.4 442 7.1 335 7.9
1-29 1,982 18.5 680 10.9 1,302 29.0
30-34 1,038 9.7 541 8.7 497 11.1
35-39 1,656 15.4 720 11.5 937 20.8
40 2,932 27.3 2,021 324 912 20.3
41-49 973 9.1 720 11.5 253 5.6
50 or over 1,356 12.6 1,116 17.9 240 i)
Total 10,734 100.0 6,240 100.0 4,495 100.0

Source: Statistics Canada, Labour Force Annual Averages, 1975-83 (Catalogue 71-529,
Occasional, 1984), p. 269, and tabulations by the author.

TABLE 3-2 Average Hours Worked, by Employee Category,
Canada, 1983

Employee Category Actual Hours Usual Hours
All jobs
All employees 37.3 37.8
Full-time employees 41.3 42.0
Part-time employees 15.3 14.9
Main job
All employees 36.8 37.3
Full-time employees 40.8 41.5
Part-time employees 1581 14.7

Source: Statistics Canada, Labour Force Annual Averages, 1975-83 (Catalogue 71-529,
Occasional, 1984), pp. 287, 296.
Note: Averages are calculated excluding persons who were employed, but not at work,
during the reference week.

tions in establishments of 20 or more employees. Not surprisingly, the
most common length of work week in all industries is 40 hours for non-
office employees and 37.5 hours for office employees. The average
length of work week for workers in all industries is 39.5 hours for non-
office employees and 36.7 hours for office employees, with an overall
average of 38.2 hours per week.

Standard hours in manufacturing are fairly close to hours for all
industries (within 0.3 hours) for office and non-office employees. The
heavier weighting on non-office workers in manufacturing creates a
somewhat greater differential (1.0 hour) for the combined office and non-
office categories, but the differential is still not large.

Data on standard hours in manufacturing are available for a much
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TABLE 3-3 Standard Weekly Hours in Manufacturing and All
Industries, Canada, 1982

Hours per Week All Industries Manufacturing
(percent)
Office employees
Less than 35 hours 3 2
35 hours 29 21
Between 35 and 37.5 hours 15 11
37.5 hours 43 39
More than 37.5 hours 10 27
Average for office employees 36.7 37.4
Non-office employees
Less than 37.5 hours 6 5
37.5 hours 10 3
Between 37.5 and 40 hours 7 2
40 hours 68 82
More than 40 hours 6 7
Average for non-office employees 39.5 39.8
Average for office and
non-office employees 38.2 39.2

Source: Canada, Department of Labour, Working Conditions in Canadian Industry 1982
(Ottawa: The Department, 1983), and tabulations by the author.
Note: Averages are calculated using the method specified in Chan F. Aw, “Standard Hours
of Work: Determinants and Implications” (Ottawa: Department of Labour, Eco-
nomics and Industrial Relations Research Branch, 1982).

longer period than are data for standard hours in the economy as a
whole. Data on standard weekly hours in manufacturing are shown in
Table 3-4 for intermittent years over the period 1870 to 1946 and annually,
based on Labour Canada’s survey of working conditions, for the 1949-82
period. The data are also plotted in Figure 3-1. The evidence shows that
the standard work week declined fairly steadily over most of the last
century, but that the decline became very gradual during the 1960s and
1970s. Relatively sharp declines in the standard work week were
observed immediately following World War I and World War II. Poulin-
Simon (1983) has suggested that it was the fear of a substantial increase in
unemployment, as a result of soldiers returning after the two world wars,
that increased pressure to reduce the work week during those times.
Another possibility is that the long-run decline was halted because of a
need to maintain output during the wars, but the rate of reduction of
standard hours returned to its normal path following the wars.

Data on standard hours for industries other than manufacturing and
the all-industry composite are available from Labour Canada only from
1963 on. Tabulations by Aw (1982, p. 64) for the period 1963—79 show that
not all industries experienced the levelling-out of standard working
hours during the 1960s and 1970s. Over the period 1963-79, standard
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TABLE 3-4 Standard Weekly Hours in Manufacturing, Selected Years,
Canada, 1870-1982

Year Hours Year Hours
1870 64.0 1962 40.4
1901 58.6 1963 40.3
1911 56.5 1964 40.2
1921 50.3 1965 40.2
1926 50.2 1966 40.2
1931 49.6 1967 40.0
1936 49.2 1968 39.9
1941 49.0 1969 39.9
1946 48.7 1970 39.8
1949 43.5 1971 39.8
1950 43.2 1972 39
1951 42.6 1973 39.6
1952 42.3 1974 39.5
1953 42.0 1975 39.4
1954 41.5 1976 39.4
1955 41.3 1977 39.3
1956 41.1 1978 39.3
1957 40.0 1979 39.3
1958 40.7 1980 39.2
1959 40.6 1981 39.2
1960 40.6 1982 39.2
1961 40.4

Sources: 1870: calculations by O.J. Firestone, cited in Sylvia Ostry and Mahmood Zaidi,
Labour Economics in Canada (Toronto: Macmillan, 1979), p. 80; 1901-46: cal-
culations by G. Saunders and S.M.A. Hameed using unpublished Labour
Canada data, reported in ibid., p. 80; 1949-79: calculations by F. Aw, “Standard
Hours of Work: Determinants and Implications” (Ottawa: Department of
Labour, Economics and Industrial Relations Research Branch, 1982), using
Canada, Department of Labour, Working Conditions in Canadian Industry
(various years); 1980-82: calculations by the author using Canada, Department
of Labour, Working Conditions in Canadian Industry, 1982 (Ottawa: The Depart-
ment, 1983).

weekly time of work decreased by 1.0 hours in manufacturing and by a
similar or smaller amount in transportation and communication, trade
and finance. Standard weekly work time decreased by more than two
hours over this period in forestry and mining and by five hours in service.
The average decline in weekly working time for all industries was 1.8
hours.

Econometric analyses of the Canadian postwar data on weekly work
hours (Hameed, 1975; Newton and Leckie, 1979; Aw, 1982) suggest that
one of the important factors in the long-run decline is the rise in the real
wage rate over time. If the income effect dominates the substitution
effect, as suggested previously, then a rise in real wages will induce
workers to take part of their gain as increased leisure time — that is, in a
reduced work week.2
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FIGURE 3-1 Standard Weekly Hours in Canadian
Manufacturing, 1870-1981
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Source: Table 3-4

Decreases in the standard work week over time have been accom-
panied by decreases in the work year resulting from more holidays and
longer annual vacations. Over the 30-year period from 1949 to 1979, as
Table 3-5 indicates, holidays in manufacturing have increased from 6.9
days per year to 11.1days per year, and annual vacations have risen from
2.3 weeks per year to 3.6 weeks per year. Net standard hours are defined
as the gross standard work week minus the average hours per week spent
on holidays and vacations. Taking into account the increase in holidays
and vacations, the net standard work week in manufacturing has
dropped from 40.4 hours to 34.9 hours over the 1949-79 period. For all
industries, it has dropped from 36.7 hours to 34.0 hours over the 1964-79
period. These declines are close to the long-run trend over the last
century of a decline in weekly working time of about two hours per
decade.

Short-Time Compensation Policies

The conventional unemployment insurance (UI) system imposes one of
the most serious legislative barriers to an optimal degree of employment
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TABLE 3-5 Trends in Holiday and Vacation Time, Selected Years,
Canada, 1949-79

Manufacturing All Industries
Gross Holidays  Vacation Net Gross Net
Standard in Days in Weeks Standard Standard Standard
Year Hours per Year per Year Hours Hours Hours
1949 435 6.9 2.3 40.4
1954 41.5 7.4 2.4 38.4
1959 40.6 7.8 2.7 37.3
1964 40.2 8.0 2.8 36.8 40.1 36.7
1969 39.9 8.8 3.1 36.2 39.5 35.8
1974 39.5 10.1 3.4 35.4 38.8 34.8
1979 39.3 1151 3 34.9 38.3 34.0

Source: ChanF. Aw, “Standard Hours of Work: Determinants and Implications” (Ottawa:
Department of Labour, Economics and Industrial Relations Research Branch,
1982), pp. 16, 64.

sharing in the Canadian economy because, generally, it is geared to
persons out of work for the full week.? This provision biases employers
and employees toward layoffs rather than reductions of working hours as
a means of responding to temporary declines in demand for labour. This
unintended bias toward layoffs in conventional UI arrangements can be
eliminated through the use of a short-time compensation (STC) program.
The basic principle of STC is that, instead of laying off a proportion of its
work force, a firm reduces hours of work, and the employees receive Ul
as partial compensation for the reduction of hours.

Suppose, for instance, that instead of laying off 40 percent of its
employees, a firm reduces its work week to three days and its employees
draw UI on the remaining two days. Essentially, the scheme entails a
redistribution of U1 benefits that would otherwise have been paid to the laid-
off workers. Thus, for each five employees, instead of two workers drawing
U1 benefits for five days per week, five workers draw benefits for two days
per week. The firm pays for the same total number of hours of employment
as it would under the layoff aiternative. Although STC merely redistributes
employment, UI benefits and leisure, it is both more efficient and more
equitable than the alternative of full layoffs for some workers and their
dependence on conventional unemployment insurance.

In January 1982 an STC program was introduced in Canada and work-
sharing agreements were implemented during 1982 and 1983 at 14,549
firms involving 275,000 employees. Layoffs of 122,000 employees were
averted and total UI expenditure through the STC program totalled $166
million (EIC, 1984a, p. 23). STC agreements were limited to nine months’
duration (26 weeks with a possible 12-week extension), seasonal work
reductions were excluded from the program, and employees participat-
ing in the STC program were required to qualify under UI criteria. The
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usual two-week waiting period before drawing benefits was waived to
make the program more attractive to employees. In addition, if layoffs
occurred following the termination of the STC program, an individual’s
eligibility for conventional UI benefits was not affected by his or her
participation in the program. Participation required the agreement of
both the employer and the employees involved.

From the point of view of an employee, a primary consideration in
evaluating the STC program is the effect on income and leisure compared
to the layoff alternative. During 1982—83, the average STC agreement
lasted 24 weeks and the average work reduction was 30 percent, amount-
ing to one-and-a-half days per week (Canada, EIC, 1984a, pp. 33-39).
The typical employee with earnings below the UI ceiling level thus
received 70 percent of his or her normal weekly earnings plus UI benefits
worth 18 percent (.60 x 30 percent) of the same amount, making a total
income of 88 percent of normal weekly earnings.* The average employee
also received an extra one-and-a-half days of leisure per week.

The STC program was very popular with the great majority of the
employees participating: 94 percent of those surveyed in a study con-
ducted by Employment and Immigration Canada expressed satisfaction
with the program and said that they would be willing to participate again.
In a study carried out by Simon and Tremblay (1984, p. 32), 66 percent of
the participants surveyed expressed positive satisfaction, and only 7
percent dissatisfaction. The reason is that the typical employee receives
an extra day-and-a-half of leisure each week with only a 12 percent drop
in income. It is not surprising, therefore, that many employees, even
senior workers who had no fear of layoff, found such a program attrac-
tive.> For the junior employees who otherwise would have been laid off,
the benefits are even greater. STC prevented the more substantial loss of
income which would have resulted if they had been laid off and drawing
unemployment insurance for the whole week. In addition, the STC
program reduces or eliminates the loss of self-esteem and the increased
stress that often results from layoffs, thus ameliorating the detrimental
social and psychological consequences already mentioned.

Since almost half of the employees originally designated for layoff
were actually laid off following the termination of the STC agreements,
the nine-month time limit on the agreements was obviously too short to
eliminate all layoffs, although the program did reduce the duration of
these layoffs. In the absence of the program, these employees would
have been laid off for the period of the STC agreement plus the period of
the layoff following the termination of the agreement.

Employers were primarily concerned about the effect on labour costs
of STC compared to the costs related to the layoff alternative. Fringe-
benefit costs tended to be higher under STC than under the layoff
alternative because of the quasi-fixed nature of some fringe costs and the
fact that STC kept more employees on the payroll. Employers also
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experienced an increase in administrative costs, since it was necessary
to provide information on the number of hours worked each week for
employees on STC. However, employers on STC also experienced some
cost savings compared to savings under the layoff alternative. Wage
costs were generally reduced because the STC program reduced all
employees’ hours proportionately, rather than eliminating only the
remuneration of the lower-wage junior employees. The extent to which
this effect was offset by the lower productivity of the more junior
employees is not clear. The employer also saved the costs, estimated at
an average of $325 per employee, involved in laying off and recalling
employees; this estimate includes the cost of a period of reduced produc-
tivity until recalled employees regained their former productivity level.
In addition, potential cost is involved in that some laid-off employees
may not respond to recall when full production resumes; if this happens,
replacement employees must be hired and trained at an estimated aver-
age cost of $944 per employee.6

In a survey of 104 firms involved in STC (DPA Consulting, 1983), an
attempt was made to determine the effect of this program on productiv-
ity. Although the majority of managers believed that productivity was
higher under STC than it would have been with layoffs, these com-
parisons are merely hypothetical and cannot be given much weight.

The positive and negative effects on costs roughly offset one another,
with the net result that STC had very little effect on employer costs: the
average was a slight reduction of about .5 percent compared to the layoff
alternative. Employers surveyed also reported positive intangible bene-
fits such as improved labour/management relations and an improved
public image. A sample survey of participating employers indicated a
high level of satisfaction with the program: 81 percent indicated some
degree of positive satisfaction, and only 7 percent some degree of
dissatisfaction. The single most important source of dissatisfaction
appeared to be needlessly complex administrative requirements.

An analysis (EIC, Canada, 1984a, p. 138) indicated that UI expen-
ditures under the STC program were 1.35 times the estimated level of
expenditures under conventional UI arrangements. One of the two main
reasons for the increased expenditure was the elimination of the waiting
period before benefits. The other was that in the three months following
termination of the STC agreement, 16 percent of the work sharers were
laid off — that is, about half the employees who were designated for
layoff. Since the program did not reduce their eligibility for conventional
UI benefits, these employees were able to draw benefits through both
STC and the conventional program, thus raising costs. Both these fac-
tors, however, were peculiar characteristics of this program which are
not inherent in the STC concept.

If the increased benefit cost of the current STC program were deemed
unacceptable, a waiting period could be introduced, or the level of

Reid 153



benefits under STC could be lowered slightly to compensate for the
absence of a waiting period. For example, reducing the level of STC
benefits from .60 to .50 of normal earnings would more than offset the
lack of a waiting period, but typical participants with a one-and-a-half
day work reduction would still receive 85 percent (instead of 88 percent)
of their normal weekly earnings. The impact of the program’s costs could
also be diminished by reducing the maximum amount of conventional UI
benefits that a laid-off employee could draw by the amount of any UI
benefits drawn through the STC program.

STC also reduces government expenditure by reducing the expense of
dealing with the social costs of layoffs. Although such costs are difficult
to measure with precision, rough estimates for their total suggest that,
overall, STC is probably less expensive for the government than con-
ventional UI benefits, which involve higher direct expenditure.

In an assessment of STC from the point of view of society as a whole,
many of the effects wash out when aggregated over labour, management
and government. For example, an increase in expenditure on fringe
benefits involves a cost to the firm but a benefit to the employees, and
result in no net gain or loss for society as a whole. The items that remain
after aggregating are the savings on layoff, recall, hiring and training; the
extra cost of administration; savings on the social costs of unemploy-
ment; and the effects on productivity. Omitting the last two variables
because of lack of data, Employment and Immigration Canada calcu-
lated an overall benefit cost ratio of 1.3 for the STC program. Reid and
Meltz (1984) attempted to assign a value to the savings on the social costs
of unemployment, based on Brenner’s work, and found that the benefit
cost ratio increased to 5.7. It must be noted, however, that these benefit/
cost calculations do not include the value to the workers themselves of
the reduction in stress through the avoidance of layoffs, nor do they
place a value on the more equitable distribution of income and leisure
which characterizes work sharing. These are the most important advan-
tages of the STC program.

Voluntary Work-Time Reductions

Employees differ considerably in their preferences for work schedules,
and even though a standard work schedule can be expected to reflect the
opinions of the majority of employees, there may be significant minor-
ities who wish to work more or fewer hours. In a 1978 survey the U.S.
Department of Labor attempted to assess the extent to which employees
currently working full time would prefer to reduce their work time. The
survey used a sample of 954 adults representative of the American
population. Given the similarity of the Canadian and American cultures,
the results of the survey are likely to be suggestive of preferences of
Canadian employees as well. Respondents were asked what was the
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TABLE 3-6 Employee Preferences for Reductions in the Work Week
and the Workday, United States, 1978

Percentage of Full- Reductions as
Time Employees Percentage of
Employment-Sharing Option Selecting Option Total Work Time
Work week reduction
No change 73.8 0
2% of income for 50 minutes
off 1 workday each week 11.6 0.232
10% of income for 4 hours
off each week 7.6 0.760
20% of income for 1 full
work day off each week 4.5 0.900
40% of income for 2 full
work days off each week 0.9 0.360
50% of income for 2Y: full
work days off each week 1.6 0.800
Total 100.0 3.052
Workday reduction
No change 77.0 0
2% of income for 10 minutes
off each day 8.7 0.008
5% of income for 25 minutes
off each day 5.8 0.290
12% of income for 1 hour
off each day 925 0.660
30% of income for 2 hours
off each day 1.6 0.480
50% of income for 4 hours
off each day 125 0.750
Total 100.0 2.188

Source: Fred Best, Work Sharing: Issues, Policy Options and Prospects (Kalamazoo,
Michigan: Upjohn, 1981), pp. 38-39, and tabulations by the author.

maximum percentage of their current yearly income that they would be
willing to give up in exchange for reduced work time under each of five
employment-sharing options.

Table 3-6 presents the results for reductions in the work week and the
work day. As expected, a clear majority (about 75 percent of the sample)
indicated satisfaction with the current work week by responding that no
change was their preferred option. Of the approximately one-quarter of
the sample who indicated a preference for some reduction in the work
week, 4.5 percent of the full-time employees indicated that they would
be willing to give up 20 percent of their income to have one additional
day off per week, effecting a reduction of 0.9 percent in total work time
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(i.e., .20 times 4.5 percent). Similarly, 1.6 percent of the full-time
employees indicated a willingness to work 2.5 days per week and accept
a 50 percent reduction in income, effecting a 0.8 percent reduction in
total work time. A total of the preferences expressed for the various
degrees of reduction in the work week indicated that 26.2 percent of full-
time employees would prefer a shorter work week involving a total
reduction in work time of 3.1 percent. The data in Table 3-6 indicate that
23 percent of employees were willing to work a shorter work day
involving a total reduction in work time of 2.2 percent.

Employee preferences for various degrees of increased vacation, sab-
batical leave, and early retirement, based on the same survey, are given
in Table 3-7. The data indicate that 42.2 percent of employees were
willing to give up some percentage of their annual income to obtain a
proportionate decrease in work time in the form of increased annual
vacation. The hypothetical reduction in total work time is 2.6 percent.

Somewhat surprisingly, since it is so rarely available in the work force,
42.6 percent of full-time employees also indicated that they would be
willing to give up some proportion of their annual income for an exten-
ded paid leave after six years’ work, with a total work-time reduction of
2.1 percent. Almost 5 percent of workers, for example, would be willing
to give up 15 percent of their annual income in return for a full year of
paid leave every seven years.

Early retirement was preferred by 36 percent of the employees in the
sample, with a total reduction in work time of 2.2 percent. The most
popular option was a 2 percent reduction in annual income to obtain five
days of earlier retirement for each year worked.

It would not be appropriate to add up all the preferences for work-time
reductions for the five employment-sharing options considered because
there is a danger of double counting. Employees, for example, might
have expressed a willingness to shorten both their work week and work
year, when the options were presented separately, but it is not clear that
they would wish to do both simultaneously. If only one employment-
sharing option is counted for each employee (the one with the greatest
proportionate reduction in work time), the data indicate that 59.3 per-
cent of the respondents expressed a desire for employment sharing
corresponding to a 4.7 percent reduction in total work time.

The amount of this reduction is small compared to total work time, but
large relative to the degree of deficient demand unemployment. These
numbers imply that if society were to help full-time employees who
prefer such a reduction to reduce their work time voluntarily (and accept
a proportionate reduction in income), and if this reduction were trans-
lated into increased employment, the unemployment rate could be
lowered by almost 5 percentage points. The actual effect would be
smaller, however, because it would be partly offset by induced increases
in measured productivity.
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Evidence reviewed in the following section suggests that there is
enough slack in work patterns of many firms to allow for minor reduc-
tions in the work week without any change in output or employment.
Given minor modifications to the work day (10 minutes per day) and
work week (one hour per week), only a fraction (perhaps one-fifth) of the
potential effect would be translated into increased employment (Gorres,
1981). More substantial work reductions, however (one hour or more per
day, one day or more per week, sabbaticals and early retirement), would
allow less scope for induced productivity effects to offset much of the
increase in employment. Evidence suggests that under these circum-
stances about one-half of the work reduction would be translated into
increased employment. Assuming a replacement rate of .2 for reductions
of 5 percent or less, a replacement rate of .5 for reductions of 10 percent
or more, and fixed participation rates, the 4.7 percent reduction in work
time would translate into a 2.0 percentage point drop in the unemploy-
ment rate.

We might ask why employees who wish to work shorter hours do not
do so to an optimal extent under existing arrangements. They could, for
example, take part-time jobs to reduce their work week or save 15
percent of their income and withdraw from the labour force for a year
after six years to obtain a quasi-sabbatical. The apparent reason why
these options are generally not pursued is that employers impose eco-
nomic penalties on employees who choose them. Part-time workers, for
example, tend to be paid less than full-time employees even when both
groups are doing identical work. Employees who give up their jobs after
six years might lose seniority or fear that they might be denied promo-
tion. According to conventional economic analysis, such “penalties”
imposed by profit-maximizing employers in a competitive labour market
must reflect true economic costs. It is also possible, however, that there
is some element of non-rational discrimination in this behaviour (Wal-
lace, 1983, p. 21). Most importantly, however, the employer in imposing
those penalties has no incentive to take account of the benefit of employ-
ment sharing to society in terms of reduced expenditure on unemploy-
ment insurance and social assistance. The employer will thus permit less
than the socially optimal amount of employment sharing.

Reductions in the Standard Work Week

The Canadian labour movement has advocated a reduction in the stan-
dard work week, without loss of pay, as a method of increasing employ-
ment. A complementary policy often suggested is to increase the
overtime rate from time-and-a-half to double time. Such changes could
be accomplished either by means of a change in employment standards
legislation or by means of the collective bargaining process.

Starting from a standard work week of 40 hours, each one-hour
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reduction without change in weekly pay is equivalent to a nominal wage
increase of approximately 2.5 percent. For example, a reduction of
weekly working time from 40 hours to 36 hours, with no reduction in the
nominal weekly wage, if it were implemented over a typical two-year
agreement, would be equivalent to an hourly wage increase of about 5
percent per year.”

Bob White, the Canadian director of the United Auto Workers, has
expressed his union’s position as follows: “Suppose in negotiations we
have a six percent wage increase on the table. What’s wrong with taking
that increase as a three percent increase in weekly wages and three
percent in reduced hours?”’8 In this example, the union’s proposal for a
reduced standard work week without a drop in pay simply reflects a
desire to take a nominal increase in the hourly wage rate, partly in the
form of reduced weekly hours and partly in increased weekly wages.

An alternative interpretation of the labour movement’s proposal is
that the reduction in weekly hours is meant to be implemented along
with the usual increase in nominal weekly wages. Applied to the pre-
vious example, such a change is equivalent to an increase in the hourly
wage of about an additional 5 percent per year. Although this interpreta-
tion may accurately reflect union objectives, it would be certain to
generate intense opposition from employers. Any union with enough
bargaining power to negotiate such an increase would have been able,
instead, to negotiate a higher-than-average wage increase, neglecting
any induced effect on productivity as a result of the reduction in work
hours. In this sense, the union which negotiated reduced hours would, in
fact, be trading off the reduction in weekly hours against a potential
increase in weekly wages. For this reason, the proposed reduction in the
standard work week will be assessed on the assumption that potential
wage increases will be traded off for increases in leisure time, as pro-
posed by the United Auto Workers.

As Table 3-2 indicated, the average full-time employee in Canada,
excluding those who were absent from work during the reference week,
worked 40.8 hours per week during 1983 at his or her main job. Simple
calculations indicate that if average working time were reduced to, say,
35 hours per week, and if the reduced hours were translated into addi-
tional jobs, the result would be a 17 percent increase in full-time employ-
ment (40.8/35 =1.17). It is likely, however, that the actual effects on
employment would be considerably smaller because a policy of negoti-
ated or legislated reductions in the standard work week is limited in a
number of ways.

One limitation is the breadth of coverage of such changes. For most
employees, legislation governing standard hours is superfluous because
alower standard has been set by personnel policies or collective bargain-
ing. In five Canadian jurisdictions — the federal government, British
Columbia, Manitoba, Saskatchewan, and the Yukon — employment
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standards legislation specifies a standard work week of 40 hours. In most
jurisdictions however — Ontario, Quebec, Alberta, New Brunswick,
Newfoundland, and the Northwest Territories — the standard work
week beyond which overtime is payable is 44 hours; in two other
jurisdictions — Nova Scotia and Prince Edward Island — it is 48 hours
per week.? These facts do not imply that changes in employment stan-
dards legislation could not affect hours worked, but it does mean that in
most jurisdictions a significant reduction in the standard work week
would be required before it began to have any effect at all on the work
schedules of most employees. It is likely that considerably greater
resources would need to be devoted to enforcement if the legislation
became a binding constraint on a substantially larger number of employ-
ment relationships.

Another limitation on any legislated change in the standard work week
is that many employees already work fewer than 35 hours per week (28.2
percent according to Table 3-1). In addition, a legislated reduction in the
standard work week would have no effect on those employees who are
not covered by the overtime provisions of employment standards legisla-
tion. In Ontario excluded groups include managerial and supervisory
employees, most professional groups, commission salespersons who
work away from the employer’s establishment, employees in fishing and
farming, taxi drivers, firefighters and domestic servants (Ontario Minis-
try of Labour, 1984, s. 6). Nor would such a reduction have any effect on
persons who worked hours in excess of the standard work week on a
second job. A reduction in the standard work week negotiated through
collective bargaining would not suffer from any of the drawbacks cited
above. The effect would still be less than universal, however, because
fewer than 60 percent of employees are covered by collective agreements
and only about 40 percent are union members (Chaison, 1982, p. 150). In
addition, some unions may have insufficient bargaining power to negoti-
ate reduced standard hours as a trade-off against potential wage
increases.

A further problem with negotiated or legislated reductions in the
standard work week is that some employers may find that it costs them
more to hire additional workers than to maintain existing employment
levels and pay additional overtime. This would tend to occur in situa-
tions where hiring and training costs or other person-specific costs of
employment are particularly high or where a firm is unable to find
additional employees with the appropriate skills to fill certain jobs.

It has been suggested that legislated or negotiated reductions in stan-
dard hours often induce a productivity increase which partly or totally
offsets the increase in employment. When the standard work week in
France was reduced in 1982 from 40 to 39 hours, for example, most firms
adapted with very little change in work patterns: “Nearly one reduction
in two took the form of earlier closing on Friday evenings. Nearly one in
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four was achieved as the result of a 12-minute reduction at the end of each
day” (Barou, 1984, p. 10). According to government preferred estimates,
the 2.5 percent reduction in average hours increased employment by
only 0.5 percent. Estimates made by another government agency sug-
gest that the effect on employment was even smaller and the induced
productivity effect correspondingly larger (Barou, 1984, p. 12). Similarly,
a reduction of the work week in Belgium by one-half to one hour,
legislated in 1983, has had a minimal effect on employment. Following a
review of the European empirical evidence on the extent of the induced
productivity effect, Gorres (1981, p. 15) writes:

There exist astonishingly coherent results from empirical studies across
several countries and distinct time periods. Most reported values vary
between .3 and .7 (that is, any reduction in weekly hours is compensated 30
percent to 70 percent by a rise in hourly productivity) and show a strong
average and median around .5.

The finding of induced productivity effects appears, at first glance, to be
inconsistent with the conventional assumption of profit maximization,
since if shortening the work week could increase productivity, a profit-
maximizing firm should take this step voluntarily. An alternative inter-
pretation, however, is that the normal work schedule involves a pace of
work that includes some time for socializing and other leisure activities
on the job. For example, a Canadian survey conducted in 1982 indicated
that the average employee engaged in “time theft” for 3 hours and 42
minutes per week (Half, 1984). Since it is likely that on-the-job and off-
the-job leisure are good substitutes, the legislation of a shorter standard
work week might simply induce the substitution of one for the other.
According to this interpretation, the induced productivity effect is not a
true productivity increase, but rather an increase in measured productiv-
ity resulting from a reduction in leisure on the job. Since the parties,
when given a choice, voluntarily negotiated the longer standard work
week, their choice seemed to represent the preferred solution and to
indicate that employees might consider themselves worse off as a result
of an induced “productivity increase.”

Another factor to be considered in estimating the effect of a legislated
or negotiated reduction in the standard work week is the impact on the
total hours of employment. An implicit assumption in the simple calcula-
tions is that the firm’s output level and demand for total hours of labour
remain constant. Hourly labour costs may increase, however, as a result
of the increase in person-specific costs, an increase in the number of
hours worked at overtime rates, and perhaps an increase in the overtime
rate from time-and-a-half to double time. Even if the firm reduces
planned overtime because of a rise in overtime rates, there will still be a
component of unplanned overtime which arises from machine break-
downs and other unforeseen circumstances. The induced productivity
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effect, however, will moderate any increase in labour costs which would
otherwise occur.

Both economic theory and empirical evidence indicate that an
increase in labour costs will result in a decline in total hours of employ-
ment. The elasticity of demand for labour, which measures the percen-
tage change in hours per percentage rise in wage costs, was found to
range from -0.1 to -0.6, with a median of about -0.3, in a review of the
empirical evidence made by Hamermesh (1976). A careful study by
Black and Kelejian (1970) estimated an elasticity of labour demand for
working hours of about -0.4.

Hamermesh and Rees (1984, p. 133) also estimate that if the overtime
premium in the United States increased from time-and-a-half to double
time, with no change in the proportion of time worked as overtime, total
hours of employment would decline by about 0.5 percent. Nussbaum
and Wise (1978, p. 327) have estimated the effect of such a policy change,
allowing for an induced reduction in the number of overtime hours. They
suggest that, on the same condition, overtime would be reduced by
about half, equivalent to about 4 percent of total labour hours. This
hypothetical reduction in overtime hours was estimated to be divided
about equally between a 2 percent increase in employment and a 2
percent reduction in total labour hours.

A final effect to be considered is that the skills of the unemployed
might not match the job vacancies created by the increase in employ-
ment. This possible difficulty implies that the economy is characterized
by a structural unemployment problem rather than by the deficient
demand employment problem which employment sharing was designed
to address.

In sum, negotiated or legislated reductions in the standard work week
would not affect all employees in the economy, and in those situations in
which it did have an effect, the increase in employment would be offset
to some extent by increased use of overtime, an induced productivity
increase, and a reduction in total hours of employment stemming from a
rise in costs. European experience suggests that a cautious reduction of
one or two hours per week will have little or no impact on employment.
A bold legislated or negotiated reduction in the standard work week from
its current level to, say, 35 hours per week might, however, bring about a
substantial increase in employment.

Eliminating Barriers to Employment Sharing

In terms of the theoretical framework outlined at the beginning of this
paper, it was argued that efficiency would be reduced by any artificially
imposed barrier which inhibits optimal adjustment of employment and
working hours. This argument applies whether or not the economy is
experiencing deficient demand unemployment. Several instances of
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such barriers arise as a result of employment standards and labour
relations legislation which has generally been written with full-time
employees in view.

One problem is the ceilings on payroll taxes. Workers’ compensation
legislation in all jurisdictions and Canada or Quebec Pension Plan (CPP
or QPP) legislation, covering all employees, requires employers to con-
tribute a specified percentage of each employee’s annual earnings up to a
ceiling level per employee. For unemployment insurance, employers are
required to pay premiums on earnings up to a weekly ceiling level per
employee (3.22 percent of earnings up to a maximum insurable earnings
level of $425 per week per employee in 1984 (Canada, EIC, 1984b). The
purpose of the ceilings is to prevent benefits, which are also proportional
to earnings up to the ceiling, from reaching an unseemly high level for
high-income earners.

An unintended effect of the ceiling, however, is to create a person-
specific cost for individuals earning compensation above the ceiling,
since any portion of earnings above the ceiling is exempt from contribu-
tion. If hours are reduced and additional employees are hired, the
proportion of earnings subject to contribution will rise. The annual
ceilings on CPP/QPP and workers’ compensation thus create a barrier
against working less than a full year; the weekly ceiling on UI creates a
barrier against working less than a full week. The ceiling will, of course,
have no effect if the earnings of full-time employees are below its level.
Simulations by Meltz, Reid and Swartz (1981) indicate that as a result of
the ceilings on these statutory benefits, the replacement of one full-time
by two half-time employees would increase labour costs by up to 2.5
percent, depending on the initial earnings level. The effect is directly
related to the proportionate reduction in hours.

It would be desirable to eliminate these artificial barriers to employ-
ment sharing, since the bias toward longer hours and fewer employees
introduces an inefficiency into the labour market. Simply to eliminate
the ceilings on contributions is inappropriate, however, since the ceilings
do have a social purpose. A better solution is to base unemployment
insurance, workers’ compensation, and Canada or Quebec Pension Plan
premiums on hourly earnings and to impose a ceiling on hourly earnings,
subject to contribution. This solution would eliminate the bias against
employment sharing while maintaining the function of the ceilings. The
weekly or annual earnings basis for premiums might have to be retained,
however, in situations in which it is impractical to measure weekly
hours. This is not a serious drawback, because policies to reduce weekly
hours would also be impractical in such situations.

Employment standards legislation typically requires employees to
have engaged in a minimum continuous period of employment in order
to be eligible for benefits such as paid public holidays and the right to
notice of termination of employment. For example, the Canada Labour
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Code entitles an employee to nine paid holidays, provided that the
individual has been employed for at least 30 days and has worked at least
15 days in the 30 calendar days preceding the holiday. This provision
would disqualify an individual who worked only three days per week,
although it would not affect an individual who worked only four hours
per day. The bias against some types of employment sharing could be
eliminated while the thrust of the employment continuity requirement
could be retained by specifying, for example, that the employee must
have worked at least 60 percent of his or her normally scheduled hours in
the previous 30 days.

Another bias against employment sharing results from the administrative
practice of some labour relations boards of specifying separate bargaining
units for part-time employees. The Ontario Labour Relations Board, for
example, generally excludes employees who work fewer than 24 hours per
week from the bargaining unit for full-time employees. Groups of part-time
employees are entitled to certification as separate bargaining units. An
implication of segregating part-time employees is that a full-time employee
who opts to reduce his or her weekly work time to 20 hours in order to
engage in job sharing may no longer be covered by the wages and benefits
provided in the collective agreement. The Ontario Labour Relations Board
has expressed the view that full-time and part-time employees do not share a
sufficient community of interest to be included in the same bargaining unit.
The recent Commission of Inquiry into Part-time Work, however, found that
the practice of segregating part-time employees contributed to their ineg-
uitable wages and working conditions. The commission recommended that
labour relations boards include all part-time employees, both regular and
casual, in the same bargaining unit as full-time employees (Wallace, 1983, p.
31). To adopt this recommendation would also have the beneficial effect of
eliminating a potentially significant bias against employment sharing in the
economy.

Privately negotiated fringe benefits can also create an unintended bias
against employment sharing. Table 3-8 shows expenditures on fringe bene-
fits in Canada during 1978, the most recent year for which published data are
available for Statistics Canada’s occasional survey of compensation costs.
The table indicates that fringe benefits add almost 33 percent to straight time
pay for hours worked. Although many of these expenditures are propor-
tional to hours worked, some, such as medical, dental and life-insurance
benefits, are person-specific costs which inhibit employment sharing. If
employer contributions to these plans were prorated according to the
number of hours worked, they would no longer be a barrier to employment
sharing. Since such a change would not significantly increase administrative
costs, prorating should be encouraged through collective bargaining, per-
sonnel policies or legislation.

During periods of deficient demand unemployment, employment
sharing has additional positive effects on third parties. The additional
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TABLE 3-8 Fringe Benefit Expenditures, Canada, 1978 (per employee)

Average
Annual Percentage
Expenditure  Percentage of Basic
per of Total Pay for
Employee Employee Regular
Item () Station Work
Compensation
Basic pay for regular work 12,301 74.6 100.00
Commissions, incentive bonuses 263 1.6 2.14
Overtime, including premium pay 522 3.2 4.24
Shift-work premium pay 46 0.3 0.37
Other premium pay 53 0.3 0.43
Total pay for time worked 13,185 80.0 107.18
Paid absence
Paid holidays 586 3.6 4.76
Vacation pay 794 4.8 6.46
Sick-leave pay 170 1.0 1.38
Personal or other pay 27 0.2 0.22
Total paid absence 1,577 9.6 12.82
Miscellaneous direct payments
Floating coLA 61 0.4 0.49
Bonuses (Christmas, etc.) 51 0.3 0.42
Severance pay 30 0.2 0.24
Taxable benefits
Provincial medicare 82 0.5 0.67
Other benefits 57 0.4 0.46
Other payments 28 0.2 0.23
Total miscellaneous direct
payments 310 1.9 2.52
Gross payroll (total direct
payments) 15,071 91.4 122.51
Employer contributions to
employee welfare and
benefit plans
Worker’s compensation 186 1.1 1.51
Unemployment insurance 209 1.3 1.70
Canada or Quebec Pension Plan 161 1.0 1.31
Private pension plans 558 3.4 4.53
Quebec Health Insurance Board 59 0.4 0.48
Private life and health plans 203 1.2 1.65
Other benefit plans 33 0.2 0.27
Total 1,410 8. 11.46
Total employee compensation 16,481 100.0 133.97

Source: Statistics Canada, Employee Compensation in Canada, All Industries, 1978,

Catalogue 72-619 (Ottawa, 1981).
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employment created through employment-sharing policies benefits
those workers who would otherwise be unemployed as well as taxpayers
in general, who pay less in terms of transfer payments and social
services to deal with the consequences of unemployment. In these
circumstances there are arguments for government policies to provide
additional incentives for employment sharing for the duration of a period
of deficient-demand unemployment. As indicated above, the British
government, in 1983, adopted such a policy by giving a grant of £750 to
firms which split a full-time job in half for a period of at least 12 months.
Similar policies to facilitate job sharing, as well also as other forms of
employment sharing during periods of high unemployment, seem to
warrant serious consideration in the Canadian context. They are appeal-
ing on grounds both of efficiency and of equity.

Conclusions

The short-time compensation program introduced in Canada in 1982 was
judged to be desirable from the viewpoint of both efficiency and equity.
Essentially, this program eliminates an institutional barrier which biased
firms toward layoffs rather than reductions of working hours when
responding to reducticns in labour demand.

A survey revealed that almost 60 percent of full-time employees would
be willing to give up some portion of their annual income to achieve a
proportionate reduction in work time in the form of a shorter work day, a
shorter work week, a long annual vacation, a sabbatical leave or earlier
retirement. The overall work-time reduction would total about 5 per-
cent, an amount which is small in terms of total work time, but which
could have significantly reduce unemployment.

The proposal to promote reduced hours by legislating a lower standard
work week was found to suffer from several administrative drawbacks
which would weaken its effect on empioyment. Many of those persons
now working long hours would not be affected by such a change because
they are exempt from employment standards legislation or because their
excess hours of work are devoted to a second job. European experience
has shown that much of the effect of small reductions in working time, on
the order of an hour per week, can be absorbed by the existing
employees working somewhat faster on the job. This induced productiv-
ity effect offsets much of the potential employment generating effect of
the policy. For larger legislated reductions of work time, however, the
induced productivity effect will likely be less important, and a greater
proportion of the potential effect on employment will be translated into
an actual increase in jobs.

Several legislative barriers which create an unintended bias against
reductions in hours worked were identified above. They create ineffi-
ciencies and should be eliminated, even if there is not a problem of
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deficient demand unemployment. Specifically, it is recommended that
ceilings for unemployment insurance, the Canada or Quebec Pension
Plan, and workers’ compensation be expressed in hourly rather than
weekly terms. Employment standards legislation should be reviewed to
ensure that it does not inadvertently discriminate against part-time
workers in eligibility requirements for legislated benefits. Labour rela-
tions boards should, as far as possible, integrate bargaining for full-time
and part-time employees. Similar comments apply to privately negoti-
ated benefits such as life, health and dental insurance. Employer contri-
butions should be prorated to hours worked, to avoid inducing a bias
against employment sharing and economic inefficiency.

During periods of deficient demand unemployment, the existence of
positive results for the Canadian economy from employment sharing
suggests that government policy should move from a passive policy of
permitting employment sharing to an active policy of encouraging it.
While such policies are certainly not a panacea, they can make a small
but significant contribution to the battle against unemployment.

Notes

This paper was completed in December 1984.

The author is grateful for helpful comments received from Harvey Brenner, Sam Gindin,
Morley Gunderson, Noah Meltz, Craig Riddell, Todd Webb, members of the Royal
Commission’s Labour Area Research Advisory Group, and three anonymous referees.

1. Presumably, the 7.4 percent of employees who worked zero hours during the week
mainly represents persons on vacation.

2. The models also include other factors. The most comprehensive model is the Newton
and Leckie paper which uses a simultaneous equations model of both supply and
demand for hours disaggregated to eight major industries. Child-rearing costs and
recreational costs are included as additional variables in the supply equations, and
labour productivity and capacity utilization are included in the demand equation.

3. Under Canada’s conventional unemployment insurance rules (Unemployment Insur-
ance Act, 26.4) an employee can draw benefits if unemployed part of the week, but any
earnings in excess of 25 percent of the weekly benefit are deducted from benefits paid.
As a result, work sharing is more attractive than conventional UI over the relevant
range of reductions in working hours (i.e., situations in which work-sharing employees
continue to work two or more days per week).

4. The weekly income of employees with earnings above the ceiling level ($425 per week in
1984) would be a slightly iower percentage of normal weekly earnings. For example, the
weekly income of an employee earning 1.5 times the ceiling level ($33,150 per year)
would be 82 percent of normal weekly earnings for a per week reduction of one-and-a-
half days.

5. Interms of a conventional microeconomic leisure choice diagram, a typical employee is
assumed to be in equilibrium at the initial full-time work week at a tangency between an
indifference curve and a budget line. The introduction of an STC program means that an
extra hour of leisure can now be purchased at a lower cost as a result of the UI subsidy.
The STC program creates a kink in the budget line which allows the employee to move
to a higher indifference curve with an increased level of satisfaction. See Reid (1982) for
further details.

6. See Reid and Meltz (1984) for further details on these cost estimates.

Reid 167



7. Areduction from 40 hours to 36 hours with no loss of pay is equivalent to increasing the
nominal wage to 40/36 = 1.111 times its previous level. This is equivalent to a com-
pounded wage increase of 5.41 percent per year for two years.

8. Paraphrase of an interview on “The Journal,” CBC Television, June 30, 1984.

9. Legislation in effect in 1982 is summarized in Labour Canada (1982). Original sources
are the employment standards acts in the various jurisdictions.
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4

A Survey of Research on the Work
Behaviour of Canadian Women

ALICE NAKAMURA
MASAO NAKAMURA

Women have been entering the labour force in unprecedented numbers.
Their increasing participation has been, and will probably continue to
be, accompanied by fundamental changes in our society — in terms of
family structure and finances, patterns of consumption, the incidence of
poverty among women, competition for available jobs, and political
pressure for legislative and legal changes of interest to women. Women
have also been the most volatile component of the labour force. Under-
standing and predicting the labour supply and earnings of women is thus
crucial to predicting the total labour supply, as well as for foreseeing and
preparing for further social change related to the increased participation
of women.

Questions of equity concerning opportunities for women to work and
their remuneration from work are not dealt with in this study. Nor do we
try to assess measures that might be taken to improve the labour market
conditions of Canadian women.! Rather, this study surveys the available
research on the determinants of the labour supply and earnings of
women in Canada, and seeks to draw from the literature an explanation
for the historical increase in the labour supply of women and insights
into the future labour force behaviour of Canadian women.

We begin by reviewing some of the general studies of the labour force
behaviour of women in Canada and elsewhere. We summarize the
consensus that seems to have emerged concerning the effects on the
work behaviour of women of such factors as numbers and ages of
children, husband’s income, education, and certain area or nation-wide
variables, as well as the effects of the wage offers that women receive.
We next take a critical look at the extent to which these behavioural
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findings appear to be able to account for the observed historical increase
in the labour supply of women, and particularly of married women.

In the following section, we consider the importance, in a research and
forecasting context, of the heterogeneity of women. By heterogeneity
we are referring to the phenomenon that women who are the same in
terms of characteristics such as age and education, on which researchers
normally have data, may still differ in terms of persistent unobservable
factors such as tastes for work, and may in consequence exhibit related
persistent differences in work behaviour. One problem associated with
such differences, or heterogeneity, is that observable factors such as
education and child status may be correlated with, and hence may act as
proxies for, the effects on work behaviour of unobservable factors such
as tastes for work. Such factors must be taken into account in econo-
metric studies, as they crucially affect the inferences, policy analyses
and predictions concerning the work behaviour of women. We briefly
summarize some of our own research findings related to this question. A
variety of implications of these findings are presented and loosely related
to the economics literature in the final sections of this study.

Historical Increases in Female Labour Supply

Canadian women have always worked — in the home as well as outside
the home. Now, growing numbers of women in Canada are heading off to
earn wages and salaries or to reap the returns from self-employment.
That is, growing numbers of women are working for pay or profit. Since
this study is about them, for convenience we will use the term “work” to
refer to work for pay or profit.

A few figures will illustrate the magnitude of the phenomenon. In
Canada in 1950, 20.5 percent of all women (defined here as at least
20 years of age) worked some time during the year, and women made up
24.1 percent of the adult work force.? Thirty years later, 56.2 percent of
all women worked some time during the year and women made up
41.0 percent of the adult work force.? Further, we see from Figure 4-1
that while the labour force participation rates for prime-aged women
have been rising steadily, the labour force participation rates for prime-
aged men have actually been falling slightly.

These figures mask even greater changes over time in the labour force
behaviour of married women and men. In 1950, only 9.5 percent of
married women worked,?# less than half the employment rate for all adult
women. But by 1980, 55.9 percent of married women worked at some
time during the year,> almost the same as the 1980 rate for all adult
women. The recent trends in the labour force participation rates for
married women and men and for single women and men are shown in
Figure 4-2.

In this study we try to explain the findings of research studies relevant
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FIGURE 4-1 Average Labour Force Participation Rates for
Women and Men 25-54 Years of Age, Canada
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Factors, Seasonally Adjusted Data, 1982 (Ottawa: Minister of Supply and Services
Canada, 1983), pp. 222-28.

to the focus of our paper in language that can be understood by those
who are interested in and aware of economic happenings, but who are
not familiar with the jargon of labour economics and econometrics.
Nevertheless, some terms used in our discussion may still be unfamiliar
to the lay reader, and we will define them here before describing the
types of studies included in our research. For the student of labour
economics or readers with more specialized interests, our footnotes
provide related references and details.

First of all, a person is said to participate in the labour force during a
given time period such as a year or a week if that person either worked or
was classified as unemployed (i.e., looked for work but did not work)
during this time period. Those who neither worked nor were unem-
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FIGURE 4-2 Average Labour Force Participation Rates for
Women and Men by Marital Status, Canada
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ployed are not in the labour force. A person’s work behaviour may be
characterized by whether the person worked in a given time period, and
by the person’s wage rate and hours of work in the time period if the
person worked. When the unit of time used in studying the work
behaviour of individuals is fairly long, such as a year, there are many
ways in which hours of work can vary. Annual hours, for instance, will
be less for those who do not work at all during one or more weeks; in
weeks of work, some individuals may work more days than others; and,
on days of work some individuals may work more hours than others.
However, in most studies where hours of work are defined with respect
to some unit time interval such as a year, no attempt is made to consider
or explain differences among individuals in how their hours of work are
distributed over the interval. By a person’s earnings history we mean the
record of the earnings of the individual over a number of time periods,

~and by a person’s employment history we mean the observed sequence of
periods of work and nonwork for the person over a number of time
periods.

Further, much of the data on labour force behaviour collected by
government agencies is collected from individuals. Often these data are
aggregated, or added up, in some way before being released to the
public. If the unit of aggregation is Canada, and if the same aggregated
information is available over a period of years, we call this data aggre-
gate time series data for Canada as a whole. If the units of aggregation are
regions or provinces, and if data are available at one or more points in
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time for several of these geographical regions, we call this aggregate data
for regions of Canada.

Assessing the Available Data

In virtually all the earlier studies of the labour force participation,
employment earnings of Canadian women (as well as men) were based
on aggregate time series data for Canada or for regions of Canada.®
Aggregate time series studies have several inherent advantages. First of
all, the phenomenon of the historical rise in the labour supply of women
is one that has occurred over time, as successive cohorts of women have
moved through the various stages of their life cycles. Also, changes in
macro variables such as the national unemployment rate or the Con-
sumer Price Index can only be observed over time, and it is only over
time that changes in such variables can be related to changes in the
labour force behaviour of women. In studies based on aggregate data for
geographic regions within Canada, there is the possibility of relating
regional differences — for instance, in the unemployment rate or job
opportunities — to observed regional differences in the labour force
behaviour of women. Regional variation is of interest in its own right. It
is sometimes argued as well that empirical results concerning the
responsiveness of the labour force behaviour of women to regional
differences in variables, such as the unemployment rate, can be used as a
basis for inferring how this behaviour would be affected by changes in
these variables over time.

One drawback to studies based on aggregate time series or regional
data, however, is that it is difficult to control for shifts over time, or from
region to region, in the proportions of the population with certain types
of characteristics that affect their labour force behaviour. For instance,
women with many children may be less willing than otherwise to con-
sider working for pay because of the time and effort they must devote to
caring for their children. In fact, the average number of children in
Canadian families has changed over time, and has been systematically
different as well from region to region in Canada. Also, older women
might be expected to be less likely to start or to continue working than
younger adult women, because of the increased incidence of illness and
disability as people age, and also perhaps because of discrimination in
the work place against older workers and particularly against older
women. The age distribution for the Canadian population has changed
over time, and exhibits regional differences as well. Controlling for
changes of this sort in the composition of the population is a difficult
econometric problem. However, compositional changes could well hold
part, or all, of the answer to why the labour force behaviour of Canadian
women has changed as it has over time. Thus we would like not only to
control for, but also to measure the responses of the aggregate labour
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force behaviour of Canadian women to various sorts of compositional
changes. The proper measurement of behavioural responses to composi-
tional change in studies based on aggregate data would appear, however,
to be an even more difficult task than the task of simply controlling for
these changes.

The earlier studies of the labour force behaviour of Canadian women
(and men) were based on aggregate data in part at least, because until
recently these were the only sort of data generally available for research
of this sort. A small number of early cross-sectional studies were carried
out in Canada using confidential micro, or individual, data from govern-
ment surveys.” More recently, however, many cross-sectional studies of
the labour force behaviour of Canadian women have been carried out
using micro data from the Individual and Family Public Use Samples
from the 1971 Canadian census,® in which information on individual
characteristics is provided for a sample of persons or families.® In cross-
sectional studies based on micro data, it is possible to take account of the
characteristics of each individual in the data base, and to relate differ-
ences in the observable characteristics of individual women to differ-
ences in their observed labour force behaviour. It is also possible
explicitly to include macro variables describing, for instance, regional
unemployment conditions or the regional industrial or occupational
structure. 10

One disadvantage of cross-sectional studies, however, is that it is not
possible to study the impact of factors that have only changed over time.
For instance, the national unemployment rate is the same for all individ-
uals in a given year. Moreover, the observed impacts of regional variables
on the labour force behaviour of individual women (or men) may reflect
both the direct effects of these variables and proxy effects of other,
unobserved variables which differ systematically by region in such a way
that they are correlated with the regional macro variables included in a
particular study.

A second disadvantage of cross-sectional studies is that it is not
possible to control for fixed or persistent unobservable individual-spe-
cific factors, such as ability or tastes for home-oriented versus market-
oriented activities, which may affect the labour force behaviour of
individuals year after year. This is believed to be the main reason why
models of the labour force behaviour of women based only on current
variables, such as are available in cross-sectional data bases, do not
properly capture the observed continuity of the employment and earn-
ings of individual women when they are used to simulate this behaviour
over even short periods of time. In particular, it has been shown that
when pure cross-sectional models are used to simulate the employment
and earnings behaviour of married women over some period of years,
too few women are simulated not to work at all or to work in all years,
with related distortions in the associated distribution of individual
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income cumulated over the simulation time period.!! It is also argued in
the literature that failure to control for fixed or persistent unobservable
individual effects may result in bias problems,!? because of correlations
between unobservable factors and the explanatory variables included in
models of work behaviour. Bias problems of this sort, and problems in
properly predicting individual employment and earnings behaviour over
periods of years, are particularly severe for demographic groups such as
married women where many individuals either work very little or do not
work at all in any given year.

All the methodologies that have been proposed for controlling for, or
actually measuring, the impact of fixed or persistent unobservable indi-
vidual effects require panel data!3 or at least cross-sectional micro data
augmented by certain information about the work behaviour of the
individual for the year prior to the year for which current employment
and earnings data are available. In a panel data set we have micro data for
the same sample of individuals over a period of years. Thus it is possible
to follow, for instance, how an individual’s earnings have changed from
year to year, and to relate these year-to-year changes to changes over
time in other observable characteristics of the individual. Most of the
studies employing these methodologies have used U.S. panel data from
sources such as the Michigan Panel Study of Income Dynamics.!# Data
of this sort are not publicly available in Canada. Yet it has long been clear
that Canadian labour markets and the labour force behaviour of Cana-
dian women do differ in important respects from the U.S. experience.!’

We close this section by pointing out that it is still difficult to measure
properly the impacts of macro variables in studies (for women or men)
based on panel data, which may contain information on quite a large
number of individuals but for only a small number of years.!'® The time
period over which information is available in panel data bases is typically
not long enough to allow for much variation over time in macro variables
such as the unemployment rate. Additional problems of estimation and
hypothesis testing are introduced by the fact that for national macro
variables, every individual for whom data are available will have identi-
cal values for these variables in any given year. When efforts are made to
overcome these problems by using regional instead of national macro
variables, the estimated responses to these variables may reflect both
the direct effects of these variables and proxy effects of other unob-
served variables which differ systematically by region.!” Thus, even
when panel data are used estimation problems still exist.

Findings of Recent Studies

Despite the considerable technical differences emphasized in the aca-
demic literature between studies based on cross-sectional data and those
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based on panel data, and despite the fact that most of the panel data
studies only examine the behaviour of women who have been continu-
ously married over some specified number of years, both kinds of studies
yield similar qualitative conclusions with respect to the impacts of
certain key variables on the work behaviour of women. The aspects of
work behaviour most commonly dealt with are the probability that a
woman will work in a year, and her hourly wage rate and annual hours of
work if she does work. We will briefly summarize the findings of most
cross-sectional and panel studies concerning the effects of several vari-
ables on these three aspects of work behaviour.

The most important determinants of the probability that a woman will
work and of her annual hours of work if she does work are typically
found to be child status variables.!® Many aspects of the child status of a
woman may potentially affect her labour force behaviour: how many
children she has, how old she was when her first child was born, how old
her youngest child is now, and so forth. A woman’s work behaviour may
also be affected by important interactions between her child status and
aspects of her circumstances such as the income level of her family, her
educational level and the educational level of her husband. For instance,
it has been argued that there is evidence that women who are more
educated place a higher value on caring for their children themselves.!?
In most studies of the labour force behaviour of women, child status is
characterized in a parsimonious fashion. Typical characterizations are
the use of a single dummy variable to indicate the presence or absence of
a child younger than, say, six years of age; the use of a group of dummy
variables to indicate the presence or absence of children in various
combinations of age groups such as younger than six only, six to fourteen
years of age only, or both younger than six and six to fourteen; and the
use of a continuous variable for the number of children in the family
younger than, say, eighteen years of age.?? Attempts at more complex
representations of the child status of women have met with limited
success.?!

In study after study, the usual finding has been that the presence of
children, and particularly the presence of children younger than six
years of age, substantially reduces both the probability that a woman will
work and her expected hours of work if she does work.22 The child status
variables are not usually hypothesized to have any direct impacts on the
wage rates of working women.23 However, if child status variables do
affect who is found to work, and if unobservable characteristics that act
to determine which women work are correlated in a stable fashion with
unobservable characteristics that affect wage rates, then there may be
indirect effects of the child status variables on both the hours of work and
the wage rates of women who work. In many more recent studies, such
indirect effects are thought to be captured through the introduction of
what has come to be called a selection bias term in the behavioural
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relationships for the hours of work and wage rates of women who
work.24 No clear consensus has emerged in the literature as to whether
the signs of the indirect effects are positive or negative.?’

The variables typically found to be the second most important deter-
minants, after child status variables, of the probability of work and hours
of work of married women are husband’s income variables, whether the
husband’s income is measured in nominal or real terms, or before or after
correction for income taxes. Higher values of whatever variable is used
for husband’s income are virtually always found to be associated with
lower probabilities of work and with fewer expected hours of work for
women who do work.2¢ These negative effects are usually explained in
the context of economic theory as representing income effects.?” The
income of the husband is not usually hypothesized to have any direct
effects on the wage rates of wives who work. However, for the same sorts
of reasons discussed above with respect to child status variables, there
may be indirect impacts of a husband’s income variable on the hours of
work and the wage rates of wives who work. There is no consensus in the
literature, however, as to the signs of these indirect impacts.

Years of education is the variable that is nearly always found to have
the greatest impact on the wage rates of women.2® The finding is that
women with higher levels of education have higher expected wage rates.
The probability of working is also found to be positively related to a
woman’s educational level. Education is usually specified on theoretical
grounds to have no direct impact on the hours of work of women who do
work.2% Nevertheless, for reasons similar to those discussed above for
the child status and husband’s income variables, education is often
hypothesized to have indirect effects on both the hours of work and wage
rates of women who work owing to selection bias, although there is no
agreement as to the signs of these indirect effects. In the behavioural
models usually adopted, a working woman'’s level of education also
indirectly affects her hours of work through the impact of her wage rate
on the determination of her hours of work. Since the direct impact of a
working woman’s level of education on her wage rate is always found to
be positive, the indirect impact on her hours of work, via her wage rate,
will be positive if her hours of work are positively related to her own
wage rate and negative if the hours-wage relationship is negative.

So far, we have considered mainly individual circumstances, or micro
variables, but macroeconomic conditions are also important in deter-
mining work behaviour. Individuals receive wage offers, decide whether
or not to work, and how many hours to work if they do work, in the
context of current labour market conditions in the nation, or perhaps in
the region, in which they live. For instance, when macroeconomic
conditions are poor, many individuals may fail to receive any wage offers
high enough to make it worthwhile to work.3? The same set of mac-
roeconomic conditions, however, may have quite different impacts on
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TABLE 4-1 Percentage Distribution of Female Labour Force by
Occupation, Canada, 1951, 1961, 1971, 1981

Occupation 1951 1961 1971 1981
Managerial 33 3.3 2.0 5.2
Natural Sciences, Engineering 0.4 0.4 0.6 1.1
Social Sciences 0.5 0.7 1.0 2.0
Religion 1.0 0.6 0.1 0.2
Teaching 6.7 7.3 7.1 6.0
Medicine and Health 6.5 8.6 8.2 8.4
Artistic 0.9 1.1 0.7 1.4
Clerical 30.1 30.6 31.8 35.2
Sales : 8.8 8.4 8.4 9.0
Service 19.5 19.5 15.1 15.0
Farming 2.8 4.3 3.6 2.2
Other Primary 0.0 0.0 0.1 0.2
Processing 4.9 2.7 2.0 2.1
Machining and Fabricating 10.2 7.2 5.5 5.1
Construction 0.3 0.2 0.2 0.3
Transport 0.1 0.1 0.3 0.6
Other 2.7 2.7 2.6 2.3
Unspecified 1.1 2. 10. 3.6
All Occupations 100.0 100.0 100.0 100.0

Source: A.Nakamura, M. Nakamura and D. Cullen in collaboration with D. Grant and H.
Orcutt, Employment and Earnings of Married Females (Ottawa: Statistics
Canada, 1979, Table 2.3); D. Cullen and A. Nakamura, “Canadian Historical
Comparison: The Impact of Differing Occupational and Industrial Structures on
Women’s Labour Force Participation,” paper presented at the Canadian
Sociology and Anthropology Association Meeting, Fredericton, N.B., June 1977,
revised and updated 1985.

the work behaviour of individuals in various demographic groups such
as married women, younger unmarried women, prime-aged men, and so
forth.

The macro variables most commonly hypothesized to affect the prob-
ability of work and wage rates of individual women are national and
regional unemployment rate variables.3! In empirical studies these
unemployment rate variables have usually been found to be negatively
related to the probability of work, but have often been found to have
either a positive relationship or no relationship to the wage rates of those
who work.32 Thus the mechanism by which macro unemployment con-
ditions affect the work behaviour of individual women may not be via the
wage offers received by those women who continue to be employed, and
some researchers have looked for direct impacts instead.?3 In most
studies, however, the behavioural models adopted assume there are no
direct effects, and allow only for indirect effects of macro unemployment
on the hours of work. There is no consensus concerning the signs of
indirect effects.

There have also been attempts to try to measure the impacts of
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TABLE 4-2 Percentage Distribution of Total Labour Force by
Occupation, Canada, 1951, 1961, 1971, 1981

Occupation 1951 1961 1971 1981
Managerial 8.5 8.8 4.3 8.4
Natural Sciences, Engineering 123 2.1 2.7 3.3
Social Sciences 0.4 0.6 0.9 1.6
Religion 0.6 0.5 0.3 0.3
Teaching 259 371 4.1 4.1
Medicine and Health 2.1 312 3.8 4.4
Artistic 0.7 1.0 0.9 1.4
Clerical 11.8 13.7 15.9 18.3
Sales 5.8 7.2 955 8.7
Service 9.5 11.4 11.:2 11.5
Farming 15.7 10.1 6.0 4.2
Other Primary 4.0 2.8 1.8 1.6
Processing 7.3 5.4 3.9 3.9
Machining and Fabricating 1225 11.0 10.2 10.3
Construction 7.6 7.0 6.6 6.4
Transport 5:2 4.3 3.9 3.8
Other 3.6 5.4 5.6 4.5
Unspecified 15 2.6 8.5 3.4
All Occupations 100.0 100. 100. 100.0

Source: A.Nakamura, M. Nakamura and D. Cullen in collaboration with D. Grant and H.
Orcutt, Employment and Earnings of Married Females (Ottawa: Statistics
Canada, 1979, Table 2.3); D. Cullen and A. Nakamura, “Canadian Historical
Comparison: The Impact of Differing Occupational and Industrial Structures on
Women’s Labour Force Participation,” paper presented at the Canadian
Sociology and Anthropology Association Meeting, Fredericton, N.B., June 1977,
revised and updated 1985.

changes in job opportunities for women on various aspects of their work
behaviour. The basis of this line of investigation is the empirical observa-
tion that women are occupationally segregated in both Canada and the
United States,3# as illustrated in Tables 4-1and 4-2. Many believe there-
fore that the labour market for women is somewhat distinct from the
labour market for men.33

The indices that have been devised to measure the availability of job
opportunities for women have consistently been found to be positively
related to the probability of work for married women and to the wage
rates of married women.3¢ As in the case of macro unemployment
variables, job opportunities indices are usually hypothesized to have
only indirect effects on hours of work through the determination of who
works and through the impact of a woman’s wage rate on her hours of
work.

We have repeatedly mentioned the possibility that certain variables
may have indirect effects on the determination of a woman'’s hours of
work through the impact of her own wage rate on her hours of work. This
own wage etfect is often expressed as an elasticity, that is, as the ratio of
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the expected percentage change in hours of work in response to a one
percent change in a person’s own wage rate. Thus, a wage elasticity of
one means that a one percent increase in the wage rate of an individual is
expected to cause an increase of one percent in the individual’s hours of
work. Such percentage changes must be measured with respect to some
base, or starting point, and it is common to report wage elasticities
measured with respect to changes from mean wage rate and hours of
work values for appropriate reference groups of individuals.

An observed change in hours of work in response to a change in the
wage rate of an individual is thought to reflect both income and substitu-
tion effects. As the wage rate is increased, it is hypothesized that an
individual will want to consume more of all desirable things, including
leisure time. Another way of thinking about this is to notice that as the
wage rate is increased, an individual can work fewer hours while still
spending as much or more on goods and services as before. This is the
income effect. The income effect of an increase in the wage rate on hours
of work is always thought to be negative as long as leisure time is
desirable. However, there is also a substitution effect which comes about
because, as the wage rate increases, there is an increase in the oppor-
tunity cost of every hour not spent working. Thus the substitution effect
of an increase in the wage rate on hours of work is thought to be positive.
The change in hours of work resulting from a change in the wage rate, as
well as the wage elasticity of hours of work, will thus be observed to be
positive or negative, depending on whether the positive substitution
effect is stronger or weaker, respectively, than the associated negative
income effect.

The measurement of wage elasticities of hours of work for various
demographic groups has been of interest in the context of a number of
policy debates. When governments are considering changes in personal
income tax rates, for instance, they are always concerned as to whether
the proposed changes would result in some change in labour supply.
Likewise, political interest in Canada and the United States in negative
income tax programs, as a partial or total replacement for existing
welfare programs, led to speculation as to what the impact of programs
of this sort would be on the supply of labour. In cases like these there is
concern, among other things, about whether the wage elasticities of
hours of work for working individuals affected by the proposed pro-
grams might be substantially less than zero,3” in which case these
individuals might sharply reduce their work effort in response to the
introduction of such a program.

Another policy context would be legislation or legal changes intended
to force employers to pay women workers wage rates commensurate
with those paid to similarly qualified men for work judged to be of equal
value. On both sides of the debate, speculations seem to be based on the
presumption that the wage elasticity of hours of work for wives who
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work is positive. Some supporters of equal pay for work of equal value
policies have suggested that such policies would lead working wives to
increase their hours of work relative to the hours of work of their
husbands, with the ensuing result being greater equality between hus-
bands and wives in family decision making and improvements in the
financial conditions of women and their children when marriages break
down. On the other hand, some opponents of equal pay are concerned
that the measures might cause a sharp rise in the labour supply of
women, and hence a rise in the competition for available work, resulting
in layoffs or reduced hours of work for male breadwinners. (There would
be no adverse affect on the job opportunities for men, of course, if
women took up jobs that men were unwilling to do or for which employ-
ers were only willing to hire women.)

Partly because of the policy importance attached to obtaining more
accurate estimates of wage elasticities, and also because of fears that
nonexperimental findings based on samples containing relatively few
low income individuals might fail to reflect adequately the wage -
responses of hours of work for those in poverty, both the Canadian and
the U.S. governments have conducted expensive experiments in which
the wage rates of participants were altered according to designs that
incorporated various versions of proposed negative income tax laws.38
Although data from these experiments are still being analyzed they do
indicate that wage elasticity estimates for men are close to zero or
somewhat negative in value, as are the estimates for men from nonex-
perimental data.3®

In several studies based on experimental data, the wage elasticities of
hours of work for married women have also been found to be close to
zero or somewhat negative in value. Our own studies based on nonex-
perimental data support this finding too,*? although most other similar
studies find the wage elasticity of hours of work for women to be
positive. Two complementary sorts of explanations or rationalizations
have been advanced for this difference in the purported behaviour of
women and men. The first is based on the observation that working
wives on the whole work fewer hours per year for pay or profit than men.
Hence the change in earned income associated with a change in the wage
rate will tend to be smaller for working wives than for men. Thus it is
reasonable to expect that the income effects will also be smaller, leading
to more positive wage elasticities of hours of work for working women
than for men. The second explanation, which has gained some
acceptance, is based on the observation that most working wives also
continue to shoulder much of the burden of maintaining their households
and caring for their children. Presuming that hired help and various sorts
of convenience goods and appliances could be used, at some cost, to
reduce these burdens, it has been suggested that many working wives
could increase their hours of work without necessarily reducing their
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leisure time. Hence it is argued that working wives may be more likely
than men to increase their hours of work in response to an increase in
their wage rates.#!

We close this section by summarizing the main empirical findings of
cross-sectional and panel data studies of the work behaviour of women
that have been discussed. In the literature surveyed it has been found
that women are less likely to work and will tend to work fewer hours the
more young children they have, or the more their husbands earn if they
are married. Moreover, it has also been found that women will generally
be more likely to work and have higher expected wage rates the more
educated they are. There is some evidence linking various aspects of the
employment and earnings behaviour of women to macroeconomic con-
ditions. Finally, a general consensus seems to have emerged that the
wage elasticity of hours of work for working wives is probably positive
and quite large in magnitude, although there is evidence to the contrary
as well on this question.

Why Are More Wives Working?

How close are we to understanding why the labour supply of Canadian
wives has increased dramatically over time? In this section we will
assess the research already done and suggest other avenues of investiga-
tion. First, on the basis of the research findings reported in the previous
section, three salient factors should have caused increases over time in
the labour supply of Canadian wives. Birth rates have been declining,
the level of education of Canadian women has been rising, and the real
wage rates of women have been increasing. At the same time, the real,
after-tax earnings of Canadian husbands have also risen over time; if this
factor is considered in isolation, we would expect to have observed a
decline over time in the labour supply of Canadian wives.

One of these factors, the increase in real wage rates, may be due in part
to a growth in employment opportunities for women.42 From columns
1-4 of Table 4-2 we see that between 1951 and 1981 women increased their
representation in the work force in percentage terms in every occupa-
tional category except religion and teaching. Moreover, we see from
Tables 4-3 and 4-4 that in the occupations of teaching, medicine and
health, clerical, and service, where women have traditionally made up
large shares of the work force, the growth rates in total employment over
the period of 1951-81 have been considerably above the average for all
occupations. Common sense suggests that this increase in employment
opportunities may have stimulated the labour supply of Canadian
women for many reasons besides the accompanying rises in real wage
rates. For instance, the desire of employers to attract more women and
the availability of more jobs in the clerical, sales, and service occupa-
tions may have led to the observed increases in the numbers of jobs with
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flexible hours or which are part time. With more women working, day
care and other types of child care have become more available. More-
over, public attitudes toward working women, and particularly toward
working mothers, have also been changing. Economists have not yet
succeeded in introducing such non-wage effects into their models of
work behaviour, however. Since they do not usually attempt to measure
the effects of factors that are not included in their theoretical behavioural
models, the economics literature provides little guidance as to the
importance of these non-wage effects on the observed increase over time
in the labour supply of women.

Can any one, or some combination, of the factors which have been
considered in the economics literature account for the magnitude of the
observed increase in the labour supply of Canadian women?43 We sus-
pect not. Firmer evidence could be obtained by constructing a sample
representation of the Canadian population in, say, 1950 and then aging
this population using microanalytic simulation techniques. That is, esti-
mated behavioural relationships would be used to allocate births,
deaths, marriages, divorces and work behaviour to individuals in the
simulation population as they are moved forward in time over the simula-
tion period.4 The employment and earnings behaviour of individuals
could be generated on different simulation runs using various models of
the labour force behaviour of individuals that have gained acceptance in
the academic literature. And comparisons could be made between the
simulated employment and earnings behaviour of married women for
each of these behavioural models and information available about the
actual behaviour of Canadian women, viewed in a cross-sectional man-
ner, in the 1961, 1971 and 1981 Canadian censuses and from other informa-
tion available from the monthly Statistics Canada Labour Force Survey.

Even though such a comprehensive simulation check on alternative
theories of the labour force behaviour of married women has yet to be
carried out in Canada or any other country, there are pieces of simulation
and other evidence which suggest that variables such as those consi-
dered in the previous section cannot account for very much of the
observed historical increase in the labour supply of women in Canada.
These other pieces of evidence come mostly from studies utilizing U.S.
panel data.

Dealing with Differences

In this section we review evidence that suggests, to us at least, that the
individual factors such as child status, husband’s income and educa-
tional level — which have been featured in studies on the labour force
behaviour of women — cannot account for very much of the observed
historical increase in the labour supply of Canadian women. To facilitate
the presentation of the material, we begin by introducing the terms
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TABLE 4-3 Women as Percentage of Total Labour Force by
Occupation, Canada, 1951, 1961, 1971, 1981

Occupation 1951 1961 1971 1981
Managerial 8.7 10.4 15.7 25.0
Natural Sciences, Engineering 6.9 4.8 7.3 13.9
Social Sciences 27.8 29.4 37.4 50.8
Religion 39.7 28.9 15.7 26.5
Teaching 67.2 64.4 60.4 59.4
Medicine and Health 68.5 72.1 74.3 77.6
Artistic 30.7 31.2 27.2 39.5
Clerical 56.1 61.0 68.4 77.9
Sales 33.3 32.0 30.0 42.1
Service 45.1 46.7 46.2 52.7
Farming 39 117 20.9 22.7
Other Primary 0.1 0.3 1.3 4.5
Processing 14.8 13.7 17.8 22.1
Machining and Fabricating 18.0 17.9 18.7 20.0
Construction 1.0 0.8 0.9 2.0
Transport 0.5 0.6 2.4 6.5
Other 16.3 13.6 15.7 20.4
Unspecified 20.6 26.0 43.4 42.7
All Occupations 22.0 27:3 34.3 40.0

Source: A. Nakamura, M. Nakamura and D. Cullen in collaboration with D. Grant and
H. Orcutt, Employment and Earnings of Married Females (Ottawa: Statistics
Canada, 1979, Table 2.3); D. Cullen and A. Nakamura, “Canadian Historical
Comparison: The Impact of Differing Occupational and Industrial Structures on
Women’s Labour Force Participation,” paper presented at the Canadian
Sociology and Anthropology Association Meeting, Fredericton, N.B., June 1977,
revised and updated 1985.

heterogeneity and unobservable factors as these terms are used in econ-
ometric studies. We do this with the aid of a farfetched example.

Heterogeneity as a Major Factor

Suppose that at age sixteen all young women in some society must
decide whether they wish to specialize over the course of their lifetimes
in home-oriented activities, including raising children, or in market-
oriented activities. Those choosing to specialize in home-oriented activ-
ities might concentrate over the next few years on acquiring skills and
interests which would be compatible with, and which would be expected
to contribute to, their future roles as homemakers. They might also
invest considerable effort in finding husbands who could eventually be
expected to support their families financially. In contrast, those choos-
ing to specialize in market-oriented activities might concentrate first on
training for and then establishing themselves in careers. Some of these
women might also marry eventually, but they might be less concerned
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TABLE 4-4 Percentage Growth of Total Labour Force by Occupation
over Various Time Periods, Canada

Occupation 1951-61 1961-71 1971-81 1951-81
Managerial 26.8 —34.7 168.7 122.7
Natural Sciences, Engineering 102.0 73.7 67.7 488.3
Social Sciences 87.4 98.9 135.5 778.1
Religion 9.9 -30.0 37.4 5.8
Teaching 71%S 751 40.0 320.6
Medicine and Health 88.9 55.6 58.7 366.3
Artistic 75.4 27.8 107.8 365.7
Clerical 41.7 54.9 58.2 247.3
Sales 50.5 76.2 26.1 234.4
Service 45.7 31.6 41.0 170.4
Farming -21.9 —21:1 -1.8 -39.5
Other Primary —16.5 -14.7 27.2 -9.3
Processing -10.0 —3:6 399 20.8
Machining and Fabricating 722 23°2 40.1 85.0
Construction 13.9 24.7 33.4 89.3
Transport -0.5 22.8 34.6 64.5
Other 84.0 37.7 10.3 179.4
Unspecified 158.0 343.7 —44.2 538.5
All Occupations 222 33.3 38.0 124.7

Source: D. Cullen and A. Nakamura, “Canadian Historical Comparison: The Impact of
Differing Occupational and Industrial Structures on Women’s Labour Force
Participation,” paper presented at the Canadian Sociology and Anthropology
Association Meeting, Fredericton, N.B., June 1977, revised and updated 1985.

than the home-oriented women with finding husbands who could sup-
port their families. Once married, they might also be less concerned with
preserving their marriages at any cost.

Suppose now that, without knowing this background information, we
analyzed data collected on a sample of these women in their late twenties
and early thirties. These background factors would then be unobservable
factors in the context of this analysis. Simple cross-tabulations would
reveal that married women are less likely to be found working than
unmarried women; and that wives found working, on the whole, have
fewer children, are married to lower-income men, and have higher levels
of education than wives who are found not to be working. More detailed
probit and regression analyses, with or without correction for selection
bias, might suggest that increases in the number of children or the
income of the husband decrease the probability that a wife will work and
her expected hours of work if she does work, while increases in the
educational level of a wife increase her probability of work and her
expected wage offer. This would be an example of empirical results due
almost entirely to the underlying heterogeneity of the population.4> That
is, these results primarily reflect correlations among the marriage, child-
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bearing and work behaviour of women brought about because all three of
these aspects are strongly influenced by a woman'’s basic decision at age
sixteen — about which the investigator is unaware — to specialize in
home-oriented or market-oriented activities.

Despite such lifetime commitments, these women may still adjust
their work behaviour to some extent in response to their current circum-
stances. For instance, career women may take off a year or more from
work following the birth of a baby which may or may not have been
planned, and a home-oriented woman may take a job following a drop in
her husband’s income owing to his unemployment or illness, or following
the dissolution of her marriage through separation, divorce or the death
of her husband. But unless the analyst controls for underlying hetero-
geneity, these behavioural responses of a woman to current circum-
stances will be confounded with her underlying behavioural responses,
and with the cumulative results of these behavioural responses, that
stem from her early decision to pursue home-oriented or market-ori-
ented activities. Thus, the analyst might greatly overestimate the poten-
tial responsiveness of the labour force behaviour of these women to
changes, brought about perhaps through new government programs, in
their current circumstances.

Could much of what is believed to be known about the work behaviour
of Canadian women be primarily a reflection of correlations arising from
the underlying heterogeneity of these women in terms of unobserved and
persistent characteristics which over time have affected many aspects of
the behaviour of these women?4¢ One way to answer this question is to
control in some way for the cumulative effect of a women’s heterogeneity
on her work behaviour up through the previous time period, and to
introduce into the analysis variables that reflect the most important ways
in which a woman’s current circumstances differ from those in the
previous time period. For instance, a woman might have a new baby, her
husband’s income might have changed from what it was in the previous
time period, or she might be recently divorced or widowed. We might
include in the analysis information about her observed work behaviour
in the previous year, for example, a dummy variable for whether or not
the woman worked.4” More adequate treatments of heterogeneity might
involve the estimation of separate sets of behavioural relationships for
women who did and for women who did not work in the previous year,
with variables for the observed annual hours of work and hourly wage
rate in the previous year included in the relationships for women who did
work in the previous year.*8

Results of Simulations

In this regard, we will summarize results from a study we have recently
completed on the work behaviour of married women in comparison with
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unmarried women and men.4® We will discuss certain relevant findings
from this larger study for a sample of women who were 21-46 years of
age and married in 1971, and for whom data are available for 1971-77. The
data for these women were taken from the Michigan Panel Study of
Income Dynamics (PSID), a major source of panel data for the United
States. In the first column of Tables 4-3 and 4-4 we show the actual
distributions for these women for total years of work and cumulative
individual earnings, respectively, over the period of 1971 through 1977. It
can be seen from Table 4-5 that roughly half the women in this sample
either never worked over this seven-year period or worked in all seven
years. Using PSID data, separate behavioural relationships were esti-
mated for women who did and did not work in the previous year, with
lagged hours of work and wage variables (that is, annual hours of work
and hourly wage variables for the previous year) included in the equa-
tions for women who worked in the previous year. These equations also
included variables for the child status of a woman, husband’s income for
currently married women, marital status, education, and macro-
economic conditions. In the second column of Tables 4-5 and 4-6 we
show the extent to which these estimated relationships are able to
capture the shapes of the actual distributions for the number of years of
work over the seven-year period of 1971 through 1977 and for individual
earnings cumulated over this period.

The child status variables included in these estimated relationships
are a dummy variable set equal to one if a woman has a new baby in the
current period and equal to zero otherwise, a dummy variable set equal
to one if a woman has a child younger than six which is not a new baby
and equal to zero otherwise, and a continuous variable for the number of
children younger than 18 years of age that a woman has. Without control-
ling for previous work behaviour, all of these child status variables have
been shown to be significantly negatively related to the probability that a
woman will work in any given year and to the expected hours of work for
women who do work. In the model for which simulation results are
presented in the second column of Tables 4-5 and 4-6, however, the only
child status variable found to be consistently negatively related to the
probability of work or hours of work for women who work is the dummy
variable for whether a woman has a new baby, and the estimated coeffi-
cient for even this variable is found to be quite small in magnitude for
married women 21-46 years of age.

An experiment was performed with the 424 women who were married
and 21-46 years of age in 1971, and for whom actual and simulated base
line distributions are shown in the first two columns of the tables. In this
experiment all three of the child status variables for these women were
set equal to zero for the whole of the seven-year simulation period.
Simulation results for this experiment are shown in column 3 of both
tables. Comparing the distributions for the experiment with all child
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status variables set equal to zero with the base line predicted distribu-
tions, we find very little change in the distribution of number of years
worked over the seven-year simulation period and only a slight shift in
the distribution for income cumulated over the seven-year period from
the categories for no earnings or earnings less than $10,000 to the
cumulative income categories of $10,000-$19,999 and $20,000-$29,999.
These results do not tell us how these 424 women would respond if
someone came along and took all their children away. No estimated
model would be likely to be able to predict the response to such a drastic
change. What these results do forcefully demonstrate, however, is that,
after controlling for a woman’s work behaviour in the previous year, her
current employment and earnings behaviour is found to be quite insen-
sitive to her current child status, including even the presence of a new
baby.

In the next experiment the earnings of the husbands of all wives were
set to zero for the entire simulation period. Results from this simulation
experiment are shown in column 4 of the tables. Now in Table 4-5 we find
decreases in the proportions of women simulated never to work or
simulated to work 1-2 years, and we find increases compared with the
base line simulation results in the proportions simulated to work 34,
5-6 or 7 years. Likewise, in Table 4-6 we find decreases in the propor-
tions of women simulated to have no earnings or earnings of less than
$10,000 over the simulation period, and increases in the proportions of
women simulated to have $10,000-$19,999, $20,000-$29,999 or
$30,000—-$39,999 in earnings over this period. Thus, even after control-
ling for her work behaviour in the previous year, a married woman’s
current work behaviour is found to display some sensitivity to the
earnings of her husband.

Next, the educational levels of all 424 women in the simulation popula-
tion were increased by a year. Results from this simulation experiment
are shown in column 5 of both tables. We see from these tables that the
changes from the base line case in the distribution for years of work out
of 7 and earned income cumulated over 7 years are identical in nature to,
but less substantial than, the changes resulting from taking the earnings
of the husbands of all wives to be zero over the entire simulation period.
Thus, after controlling for their work behaviour in the previous year, the
current employment and earnings behaviour of married women is found
to differ only marginally, depending on the educational levels of individ-
ual women.

In column 6 of the tables we show distributional results for yet another
simulation experiment in which the wage rates for women found to work
over the course of the seven-year simulation period were generated using
wage equations estimated for men. In other words, this experiment
roughly simulates what would happen if, starting at some point in time,
married women were paid according to the same “‘rules” determining the
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wage rates of men. From Table 4-5 we see that this experimental change
produces almost no change from the base line case in the distribution of
women by years of work out of 7. Certainly these simulation results do
not suggest that large numbers of women would begin to work on a more
continuous basis, as a result of such a change, since the proportion of
women simulated to work all 7 years actually drops by two percentage
points compared with the base line case. From Table 4-6, however,
we find that this experimental change does result in modest increases
in the proportions of women simulated to earn $30,000-$39,999,
$40,000-$59,999 and $60,000-$79,999 over the course of the simulation
period.

All of the women in the simulation population were married in 1971,
the first year of the simulation period. In column 7 of the tables, distribu-
tional results are shown for a simulation experiment in which all of the
women in the simulation population were treated as unmarried in 1972,
the second year of the simulation experiment. This experimental change
might be thought of as mimicking an epidemic of divorce, with most of
the “divorcees” remarrying again (and hence being treated again accord-
ing to their actual marital statuses) in the following year. Now from Table
4-5 we find substantial decreases in the proportions of women simulated
to work only 1-2 years, and substantial increases in the proportions of
women simulated to work 5-6 or 7 years.’° Likewise from Table 4-6
we find substantial decreases in the proportions of women simulated to
have no earnings or earnings under $10,000 and increases in the propor-
tions of women simulated to have earnings of $10,000-%$19,999,
$20,000-$29,999, $30,000-$39,999, $40,000-$59,999, $60,000-$79,999
and over $79,999. Thus, even after controlling for work status in the
previous year, an episode of marital dissolution is found to have substan-
tial impacts on the current earnings and employment behaviour of
women.

Current work behaviour for each of the 424 women is seen to be
primarily an extrapolation of their work behaviour in the previous year
with some degree of responsiveness to observable changes in their
current circumstances. Most of the observed continuity in the employ-
ment and earnings histories seems to be due to factors embedded in their
previous work behaviour that cannot be directly observed. The results of
the study have led us to wonder about what some of the unobserved
tastes and circumstances might be, and what other behavioural mani-
festations they might have. One clue might be that, among the observa-
ble variables included in the study, changes in marital status (after
controlling for changes in husband’s income) are found to be associated
with the most dramatic responses in expected current work behaviour.
This suggests that tastes, circumstances and future expectations associ-
ated with being married or unmarried are important long-run determi-
nants of work behaviour. Also, it is found that women who worked more
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hours in the previous year or who earned more per hour are more likely
to work in the current year than those who worked fewer hours or earned
less per hour, and women who worked in the previous year are found to
be far more likely to work in the current year than women who did not
work at all. These results imply that even among working women there
are substantial differences in behaviour between those who work essen-
tially full time versus those who work only part of a year or relatively few
hours in weeks of work, and between those who are well paid on an
hourly basis versus those who are not. We suggest that these empirical
findings might be consistent with the speculative scenario for working
wives proposed in the following section.

Women’s Motivation to Work

In the first part of this analysis, we will be concerned mainly with
married women who work. We then go on to discuss early influences on
motivation to work and the likely political consequences.

We see working wives as falling into three basic groups: those who see
themselves as working for only a short time to meet the current eco-
nomic needs of their families, those who see themselves as working on a
long-term or career basis to meet the economic needs of their families,
and those whose work activities are not primarily motivated by the
economic needs of their families. Moreover, we suggest that the wives
within each of these three broad groupings tend to share certain charac-
teristics concerning the nature of their preparation for work and their
interest in increasing their job skills, their interest in trade union activi-
ties, their preferences for the manner in which they are remunerated for
their work, and the degree to which their work activities are predicated
on the belief that their current marriages will endure. We will sketch out
what we hypothesize to be the distinguishing average characteristics of
the working wives in each of our three broad groupings.

Types of Working Wives

Short-term workers We begin with wives who see themselves as
working for only a short time to meet the current economic needs of their
families. For instance, the husband may still be in training for his career,
or the family may need additional income on a short term basis to cover
some major expense. Other reasons why a family may be short of funds
on what the family views as a temporary basis might include a career
change, or the unemployment or illness of the husband; or perhaps
economic loss owing to some disaster. If these wives did not originally
plan on working, we would not expect them to have invested heavily in
occupational education or training>! even though they may have spent
substantial numbers of years in school developing personal interests,
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acquiring other sorts of skills, and perhaps searching for a husband.
Because of the economic needs that have brought these women into the
labour market, they are not in a position to afford on-the-job or other
employer-supplied training at the expense of current earnings. Nor is it
in their interests to make substantial current investments in job skills,
since they could not recoup these expenses in working for only a short
period. At the same time, to the extent that employers are aware that the
employment interests of these women are short term, it will not be in the
best interests of employers to make substantial investments in training
them either, because employers could not recoup their expenses over a
short period of work.52

Women who see themselves as short-term workers might not be
expected to show much interest in joining or participating in the organi-
zation or running of trade unions, and might be expected to be hostile to
strike actions which could result in a short-term loss of earnings. Wage
or other sorts of gains in the future may not interest such women. They
also may not be interested in non-wage forms of remuneration which
may have some tax advantages from the point of view of long-term
workers, such as dental and health benefits, life insurance plans paid in
part by the employer, pension benefits and so forth. Finally, the work
behaviour of these wives would indicate that they expect their current
marriage situations to endure.

Long-term workers We next consider wives who see themselves as
working on a long-term or career basis to meet the economic needs of
their families. These are women who would not work if they found
themselves in more affluent circumstances, but as things are they see
themselves as having a long-term commitment to the world of work.
Wives of low-income husbands probably make up the largest component
of this group. Even if the income levels of the husbands of these wives are
higher for occasional stretches of as much as a year or so, these wives
may continue working because they feel the long-run earnings prospects
for their husbands are poor or because they anticipate the breakdown of
their marriages.

Because of the nature of the factors that tend to result in certain men
having chronically low earnings, and because of observed patterns of
marital sorting (men tend to marry women with educational and socio-
economic backgrounds similar to their own, and vice versa), we would
expect many of the wives in this group to have been relatively under-
privileged in their access to good-quality education and occupational
training. Because they, like many men, begin work out of economic
necessity, they may not feel they can sacrifice any portion of their low
potential earnings in order to take special training in preparation for
work. For a variety of reasons, employers are believed to be less willing
to invest in employees with low initial levels of education and occupa-
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tional skills. This may be particularly true in the case of married women,
since employers may be unable or unwilling to differentiate between
those who have long-term commitments to the labour force and those
who are not likely to hold any job for very long. Thus, even though these
women would appear to have reason to be interested in employer-funded
training programs or on-the-job training, they may have few such oppor-
tunities. They may also find it difficult to gain access to publicly funded
training programs.>3

Because of their long-term commitment to. the labour force, their
economic needs, and some of the special problems they may face in the
work place, these women might appear to be ideal candidates for union
membership and activism. They might also be expected to be par-
ticularly interested in promoting legislative or legal measures which
would improve conditions for women in the workplace. One probable
barrier to the unionization of these women, however, is that relatively
uneducated, unskilled women tend to be disproportionately employed in
very small establishments, and unions have not been successful on the
whole in organizing this sort of fragmented workforce. Because they are
working out of economic necessity and because many fill job slots where
they are readily replaceable, these women would also be expected to be
at least as concerned as men in similar circumstances about union or
political activities which might result in a loss of income or in job loss.>*

Unlike wives with short-term work aspirations, these long-term work-
ing wives might be expected to have some interest in alternative forms of
remuneration for work such as medical and dental plans and pension
benefits. The concentration of these women in small establishments and
their lack of job security, resulting for many in frequent job changes, may
be significant factors, however, in curtailing their access to such benefit
programs. These wives may also find themselves working alongside, and
perhaps outnumbered by, other women with short-term employment
objectives and who are uninterested in, or against, any program which
might be seen as reducing their current level of remuneration through
wages or salaries.

Wives in this group are working because they lack income security
through marriage, as opposed to working to help their families through
periods of short-term disequilibrium between family income require-
ments and the earnings of the husbands. In some cases, in fact, they may
have little or no economic stake in holding their marriages together.

Workers not motivated by family needs The last group of working
wives to be considered are those whose work activities are not strongly
motivated by economic needs within their families.5> Among these
working wives we will define the subgroups of those who do not and
those who do display career-oriented behaviour. In both cases, however,
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these women are expected to be better educated, married to better
educated and higher income men, and to have relatively fewer children.

Among these wives, the work activities of those who are not career-
oriented might be considered as an extention of volunteer or hobby
activities. We would expect to find them in all sorts of poorly paid but
innately interesting positions in community and social service organiza-
tions, churches, political organizations, in special interest movements,
in amateur sports organizations, and around universities. If they are not
primarily concerned with the financial remuneration they receive, and if
many of them work by choice in job circumstances which are usually
flexible and otherwise desirable, we would expect them to have little
interest in trade unions or in legislative or legal measures to improve the
lot of working women. Nor are they likely to be interested in deferred
forms of remuneration such as pension benefits.

It seems probable to us that many of these non-career-oriented wives
can afford to behave as they do because of the high incomes of their
husbands. Thus, marital stability is a precondition for their lifestyles.
Moreover, since they are dependent on the earnings capabilities of their
husbands, we might expect that in some cases these non-career-oriented
working wives would oppose, if only as members of a silent but voting
public, measures which might be seen as enhancing the employment and
earnings prospects of working women at the expense of working men.

The rest of the wives in this group might be described as career-
motivated. Many of them will have started pursuing careers before
marriage, and they may have invested heavily in education and other
sorts of training in preparation for these intended careers. Because of the
observed dynamics of marital sorting, we would expect to find these
women married to better educated, career-oriented men who could
support their families if their wives were not working. Nevertheless,
because these women are professionally ambitious, and because power
and pay are so closely linked in large organizational structures, they
would be expected to be interested in being paid what their work is worth
and in enhancing their job classifications and salary levels through any
opportunities for further training. We would also expect them to receive
relatively favourable consideration from employers for employer-sup-
plied training programs and on-the-job training opportunities because of
their initial educational and skill levels and because of their generally
identifiable career orientations. These women may also be some of the
main beneficiaries of legislative, legal and public opinion efforts to
expand the access of women to education, and to occupation-related
training and career opportunities.

Because of their long-term job commitments, we would expect these
women to be interested in alternative forms of remuneration. We would
also expect them to be interested in issues relating to job security and the
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treatment of women in the workplace. The extent to which these women
belong to or are active in trade unions may be limited, however, by both
the time constraints of their personal lives and the extent to which the
occupations and organizations in which they work are unionized.
Although the incomes of these career-oriented women may be impor-
tant components of family income, by definition this group of women is
not working because of their families. It is more likely, in fact, that
family-related responsibilities and the career decisions of their husbands
will act as a constraint on the time and energy these women can devote to
their careers.>® Thus, the work activities of these wives are not predi-
cated on the preservation of their marriages, and, in fact, their marriages
may hamper them to some extent in the pursuit of their work activities.

Choice of Lifestyle

We have drawn profiles of working wives categorized as those who see
themselves as working on a short-term basis to meet the economic needs
of their families, those who see themselves as working on a long-term or
career basis to meet the economic needs of their families, and those
whose work activities are not primarily motivated by family money
matters.

We suggest that in their late teens and early twenties most young
women deliberately take courses of action or make a series of inadver-
tent choices which, together with circumstance, lead toward a lifestyle
either as primarily a wife and homemaker or in which work outside the
home plays an important role. Those who head toward lifestyles as full-
time wives and homemakers will, primarily by preference, tend to have
more children and invest less in occupation-oriented education and
training than their work-oriented counterparts. Some of them may also
end up working over part, or even most, of their adult lives because of the
economic troubles of their families or because they fail to marry or lose
their husbands to divorce or death. Some of those who begin working
out of necessity may come to like their jobs and become career-oriented.
Also, some home-oriented women may take jobs which might be
viewed, in some senses, as extensions of hobby or volunteer activities.
At the same time, many of those who head toward lifetimes on the job
will marry and have families. Thus, we would expect that there would be
shifts of working wives among our categories over time.

If this speculative picture has some truth in it, the findings reported in
cross-sectional and panel data studies concerning the interrelationships
of child status, husband’s income and education variables, and the
employment and earnings behaviour of these women are what we might
expect to find. The scenario also suggests, however, that if we wish to
understand what has caused the dramatic upswing in recent years in the
labour supply of married women we must look for other factors which
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could have caused a major shift in a) the proportions of would-be full-
time homemakers who must go to work on a short-term or long-term
basis to meet family needs, or b) the proportions of very young women
choosing lifestyles as full-time, or would-be full-time, wives and home-
makers versus those heading toward lifetimes on the job.

Long-Run Expectations

We have found the work behaviour of women to be primarily an extrapola-
tion of their work behaviour in the previous year, and we have found only a
very limited responsiveness in the current work behaviour of women to
changes in their current expected wage rates. Nevertheless, these findings
do not preclude the possibility of large long-run responses in female labour
supply to changes in long-run, relatively fixed expectations which women
hold concerning labour market conditions, including the availability of jobs
for women, opportunities for working part time or flexible hours, wage rates
and so forth. There are those who argue that observed increases in female
job opportunities have served to offset what otherwise would have been
decreases in the wage rates of women as more and more women have
entered the labour market.37 This argument can be interpreted as a
statement that the historical growth in job opportunities for women has
facilitated or permitted, as opposed to having caused, the observed
increase in the employment and earnings of Canadian wives. But this
increase may also be a response to changes in the long-run expectations
of women concerning labour market conditions.

The material that has been presented highlights the need for research
on the interrelationships between the work behaviour of women and
their propensity to marry and stay married. It also suggests the need for
more research devoted to the behaviour of young women. Relatively
little attention has been devoted to the work behaviour of either young
women or young men or to the formation of their attitudes concerning
work .38

If it is true that the attitudes of individual women toward work tend to
be formed early in life, and often influence choices about how long to
stay in school and what subjects to study, recent trends in higher
education may be a clear indication of further increases in the years
ahead in the labour supply of Canadian women and in the proportions of
women with long-term commitments to the labour force. We see from
Tables 4-7 and 4-8 that the proportions of full-time students in Canadian
universities who are women, and the proportions of recipients of degrees
awarded by Canadian universities and colleges who are women, are
continuing to rise. From Table 4-9 we see that the proportions of under-
graduate students enrolled in occupation-oriented fields of study who
are women are also rising. We suspect that the record numbers of women
enrolled in business schools, medical and dentistry programs, law
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TABLE 4-7 Women as a Percentage of Total Full-time University
Enrolment, Canada

Year Undergraduate Graduate
1966 33.7 18.0
1967 34.2 19.3
1968 34.9 18.6
1969 36.0 20.5
1970 36.7 223
1971 37.7 22.6
1972 38.5 24.3
1973 39.6 26.0
1974 41.1 27.3
1975 42.4 29.0
1976 43.7 30.6
1977 44.4 31.9
1978 44.9 333
1979 45.4 35.4
1980 46.0 36.1
1981 46.6 37.3

Sources: Statistics Canada (1983, Series 341, 342, 344, and 345); J.H.B. Symons and J.E.
Page, “The Status of Women in Canadian Academic Life,” in Some Questions of
Balance (Ottawa: Association of Universities and Colleges, 1984), Table 40.

TABLE 4-8 Women as a Percentage of Total Recipients of Degrees
Awarded by Canadian Universities and Colleges

Bachelor and

Year . First Professional Master’s Doctorate
1966 34.1 20.0 8.1
1967 35.2 20.0 9.7
1968 36.9 22.0 7.8
1969 38.3 21.5 9.3
1970 38.0 22.0 9.3
1971 39.4 24.8 9.3
1972 39.7 26.8 11.2
1973 41.5 27.2 12.3
1974 44.4 28.2 16.1
1975 46.3 30.5 18.8
1976 47.7 31.3 18.0
1977 48.5 32.8 18.2
1978 49.2 36.0 20.5
1979 49.6 37.4 23.0
1980 50.3 39.2 24.2

Sources: Statistics Canada (1983, Series 505, 506, 508, 509, 511 and 512); J.H.B. Symons
and J.E. Page, “The Status of Women in Canadian Academic Life,” in Some
Questions of Balance (Ottawa: Association of Universities and Colleges, 1984),
Table 42.
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TABLE 4-9 Women as a Percentage of Total Full-time University
Undergraduate Enrolment for Selected Fields of
Specialization, Canada

Fine Engineering
and and Commerce and
Applied Applied Business

Year Arts Science Medicine Law Administration
1966 62.8 153 13.0 6.3 7.8
1967 61.2 1.5 13.8 7.3 8.4
1968 57.4 1.6 15.1 8.8 8.2
1969 56.8 1.6 17.1 10.9 8.4
1970 56.8 1.8 18.1 12.7 10.2
1971 53.9 2.4 20.2 14.9 13.9
1972 57.8 2.6 223 18.0 16.1
1973 58.2 3.3 24.3 20.3 18.1
1974 59.1 4.5 26.2 23.7 19.9
1975 60.8 S5 27.1 26.7 22.3
1981 62.3 10.6 38.5 39.9 3052

Sources: Statistics Canada (1983, Series 443, 444, 446, 441, and 451); J.H.B. Symons and
J.E. Page, “The Status of Women in Canadian Academic Life,” in Some Ques-
tions of Balance (Ottawa: Association of Universities and Colleges, 1984),
Table 47.

TABLE 4-10 Birth, Marriage, and Divorce Rates per 10,000
Population, Canada

Birth Marriage Divorce
Year Rate Rate Rate
1966 194 78 5
1967 182 81 5
1968 176 83 5)
1969 176 87 12
1970 175 88 14
1971 168 89 14
1972 159 92 15
1973 155 90 17
1974 156 89 20
1975 158 87 22
1976 157 84 23
1977 155 80 24
1978 153 79 24
1979 155 79 25
1980 155 80 26
1981 153 78 28
1982 151 76 29

Sources: Statistics Canada (1983a, Series B1-4, B1-76, B1-80) for figures for 1966-74; Vital
Statistics, Vol. 1 and Vol. 2, for figures for 1975-82.
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schools, and in a whole range of technical training programs across
Canada mean that record numbers of young women are preparing to
work on a career basis in their adult lives. We see from Table 4-10 that
divorce rates are also continuing to rise while birth rates continue to fall.

Political Implications

If increasing numbers of women develop long-term attachments to the
labour market in years to come, on the basis of our speculative scenario
we would expect to see continuing increases in the representation of
women in trade unions. We would also expect continuing pressure for
legislative and legal changes to improve the labour market conditions of
women. This pressure may be intensified by the increasing numerical
advantage of women over men, owing to the longevity of women, and by
changes in the occupational structure of the economy resulting from
technological change.

Working women earn substantially less than working men, even after
controlling for their level of education and for the fact that women on
average work fewer hours a year than their male counterparts. In numer-
ous studies researchers have tried to measure and explain the extent of
the female-male earnings differential in Canada and elsewhere, after
controlling for other factors such as differences between female and male
workers in the amount of previous job experience or in their occupa-
tional or industrial distributions.5® Regardless of academic opinions
concerning how these differentials should be measured, precisely how
large they are, or why they exist, however, we believe there will be
intense political pressure from women’s interest groups in the years
ahead to see them reduced.

Women suffer considerably higher unemployment rates than their
male counterparts, although the average duration of spells of unemploy-
ment is usually found to be shorter for women than for men. Differences
in unemployment rates for women and men who worked in the previous
year become less evident too when we standardize for occupation or
industry and for whether the person worked full time or part time in the
previous year.0 Nevertheless, we believe that as the proportion of
working women who have long-term attachments to the labour force
continues to rise, government leaders will come under increasing pres-
sure to take the unemployment problems of women, and particularly of
married women, more seriously.

In a publication of the Economic Council of Canada (1976, pp. 211-12)
we find the statement that, . . . the increasing participation of second-
ary workers in the recent past makes the unemployment of family heads
a more meaningful measure than the conventional one in which primary
breadwinners and supplementary earners seeking part-time work are
weighted equally.” Also, in another publication of the Economic Coun-
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cil of Canada, Green and Cousineau (1976, p. 115) write that ‘‘the present
composition of the unemployed fails to conform to the traditional picture
of unemployment most of us ‘grind our teeth on.’ In 1973, only about a
third were the sole earners in the family unit.” Because of skyrocketing
costs, government leaders may find it necessary to stem the increases in
unemployment insurance payments in years to come. Perhaps the unem-
ployment insurance program might be adjusted so that protection corre-
sponds more nearly to payments into the program. Or it might be
explicitly turned into a means-tested welfare program, intended to tide
those enrolled in it over temporary periods of insolvency owing to job
loss. In any case, we doubt that citing the large proportion of families
with an additional earner will be a politically acceptable basis for arguing
for changes in the way in which unemployment is measured in years to
come, particularly since it can be demonstrated that, on average, the
families of unemployed wives are more needy in an economic sense than
either the families of wives not in the labour force or of currently working
wives.%! Nor do we think it is likely to be politically acceptable to restrict
access to benefits for part-time workers in ways that are actually unfair.

The political, social and domestic tensions related to the continuing
surge of women into the labour force may be exacerbated in the years to
come by slow economic growth, and by actual declines in the numbers of
certain types of jobs, traditionally held by women, owing to tech-
nological change.%? It may be futile, or even counterproductive, for
governments to try to turn these social tides. Although there is much talk
of full employment and jobs for all, does anyone know how to make this a
reality in the future any more than this has been a reality in the past? We
think it is unlikely that social tensions can be eased by building false
hopes.

Implications of the Research

In our judgment, a key finding of research on the work behaviour of mature
women is that this behaviour is quite insensitive to most changes in a
woman’s current circumstances, such as the number of children she has or
the earnings of her husband. Women who have been working full time or for
high wages seem to continue working year after year; while women who
have not been working, or whose past work efforts were marginal in terms
of either annual hours of work or wages, are much less likely to be found
working in the current year regardless of how many children they have or
the income levels of their husbands. However, for younger women an
episode of marital dissolution, owing either to divorce or the death of the
husband, is found to be associated with a substantial and longlasting
increase in a woman'’s expected labour supply.

A first implication of these findings is that the current labour force
behaviour of women is a good predictor of what it will be in years to
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come, whether or not we are able to predict their fertility or the labour
force behaviour of their husbands. However, predictions will underesti-
mate the future labour supply of women if they do not account for the
effects of marital dissolution and, moreover, include future trends in age-
specific divorce rates. The observed sensitivity of the work behaviour of
women to changes in marital status highlights the need for more detailed
research on those who are not currently married. To date, most studies of
female work behaviour have dealt with all women, or have been limited
to currently married women. Little is known about differences in
behaviour among various groups of currently unmarried women.

A second implication is that it is crucial for Canada to collect data that
provides information about the current labour force behaviour and
marital status of individual women for at least two consecutive years.
One low-cost way of accomplishing this objective would be to add a
small number of appropriate recall questions to a cross-sectional survey
such as the census.3 If something of this sort is not done quickly, we
believe that Canadian policy makers will find themselves depending
almost entirely on the behavioural results of U.S. studies in forecasting
the future labour force behaviour of Canadian women. Labour markets
and the observed labour force behaviour of women in the United States
differ from the Canadian experience in a number of ways, some of which
may be important.®4

A third, more tenuous, implication is that we must look to the forma-
tion of attitudes toward home-oriented versus job-oriented activities by
women in their teen years if we wish to be able to understand the huge
increase that has taken place in recent years in the labour supply of
women, or if we wish to be able to predict other changes of this nature in
years to come. Are the attitudes of teenaged women affected primarily
by their educational experiences, by what they see on television, by the
information available to them on job opportunities for adult women, or
by personal work experiences through part-time or summer jobs? At this
point, we do not know. More research is required to answer questions of
this sort. For short-term predictive purposes, however, we can look to
what we believe are observable manifestations of the attitudes which
young women are forming toward work. We note, for instance, that
record numbers of young women are completing high school, and going
on to, and often completing, degree programs in Canadian universities
and colleges. Moreover, increasing numbers of these women are electing
to enter job-oriented training programs in fields such as business admin-
istration and law.

Because of this trend, we believe that the influx of women into the
labour force will continue. We also believe that the proportion of women
workers with long-term commitments to the labour force will continue
to rise. As a result we expect that there will be a continuing influx of
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women into trade unions, and continuing political pressure for legis-
lative and legal changes to improve the conditions of working women.

We also believe that there will be a continuing evolution away from
differential treatment of individuals based on gender. In the past, work
outside the home was a responsibility, but also an implicit right, which
was often allocated and indeed rationed largely on grounds of the sex of
the individual. If this form of allocation continues to wane, as we believe
it will, some other rationing mechanism will have to take over. We
believe that such a mechanism will almost surely be the rationing of jobs
on the basis of training and ability. Such a scheme should contribute to
the potential efficiency and competitiveness of the Canadian economy,
with possible benefits for all Canadians. We believe, however, that the
amount of social tension surrounding this continuing evolution will
depend as much on the esteem and treatment accorded by society to
those who do not work, by choice or because they cannot compete for
Jjobs, as on the creation of jobs to accommodate the lifestyle choices of
work-oriented women and men.
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1. See Gunderson (1985) for a study of these questions.

2. These figures were computed using information from Table 1, Volume 1I, and
Table 17, Volume V, of the 1951 Census of Canada. The figures for those who worked
are actually for wage earners, where wage earners include some individuals who did
not report earnings, and do not include the self-employed.

3. These figures were computed using information from Table 1, Volume I, of the 1981
Census of Canada. Here figures are given for those who worked, where work is stated
to exclude housework or other work around the person’s home and volunteer work.

4. See note 2 for sources.

5. See note 3 for source.

6. See, for instance, Officer and Andersen (1969) for a study based on aggregate time
series data for Canada as a whole.

7. See, for instance, Spencer (1973).

8. For cross sectional studies based on 1971 Public Use Sample data for Canada see, for
instance, Robinson and Tomes (1982), Nakamura and Nakamura (1983a, 1981), and
Nakamura, Nakamura and Cullen (1979).

9. The information given for individuals in a Public Use Sample is not sufficient to allow
the identification of any one individual by name.

10. Unemployment rate variables have been included in numerous studies of the labour
force behaviour of married women. For instance, Heckman (1981a), in a study of the
probability of employment for married women using data from the Michigan Panel
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11,

12.

13.

14.

15.

Study of Income Dynamics, includes among his explanatory variables both the unem-
ployment rate in the county in which the woman resides and the national unemploy-
ment rate for prime-aged males. Also Nakamura et al. (1979, chap. 4) and Nakamura,
Nakamura and Cullen (1979) include the provincial unemployment rate in a study
based on micro data from the 1971 Census of Canada of the probability of work, wage
rates and hours of work of married women. Nakamura and Nakamura (1981) include
the state unemployment rate in the U.S. portion and the provincial unemployment rate
in the Canadian portion of their analysis of the probability of work, wage rates and
hours of work of U.S. and Canadian wives. The general consensus seems to be that
higher rates of unemployment are associated with lower probabilities of employment
for married women. We are not aware of any empirical work showing definitively that
higher unemployment rates depress the wage rates of working women, however. It
may be difficult to control for changes in the types of women working as the level of
unemployment changes.

In line with early work by Bowen and Finegan (1969), the studies of Nakamura et al.
(1979), Nakamura, Nakamura and Cullen (1979), and Nakamura and Nakamura (1981,
1983a) include indices of the local job opportunities for women, with the index
included in Nakamura and Nakamura (1983a) measuring job opportunities in terms of
expected hours of work per expected working woman instead of as the expected
number of jobs per woman in the potential labour force as is the case in the other
studies cited. However measured, job opportunities per potential working woman
seem to be positively associated with the probability of employment for working
women. These indices summarizing the job opportunities for women also seem to be
positively related to the wage rates of women who work.

Heckman (1981a) also includes in his study the wage of unskilled labour in the
county in which a woman resides. Nakamura and Nakamura (1985a) include the state
unemployment rate, the state average hourly wage rate in manufacturing measured in
1967 dollars, and first differences for both these variables in various models for the
probability of work of married women. The results obtained for these macro variables
are suggestive, but do not provide us with clear evidence about zow macroeconomic
conditions influence or constrain the employment and earnings behaviour of individ-
ual wives.

The inability of pure cross-sectional models to explain the observed continuity over
time in the employment behaviour of individual wives is demonstrated by simulation
methods in Heckman (1978, 1981a). More comprehensive simulation evidence, includ-
ing both in-sample and out-of-sample simulation results for employment status, hours
of work and earnings are also presented in Nakamura and Nakamura (1983b, 1985a,
1985b). Supporting evidence for Canada, which is limited in scope owing to the
limitations of the data which are publicly available, is presented in Boothby (1984).

Discussions of the bias problems that can result from the failure to control for
unobservable individual effects which are fixed or persistent over time can be found,
for instance, in Hausman and Taylor (1981), Heckman (1981a, 1981b), Heckman and
Willis (1977) and Nickell (1981). Notice that in a forecasting context there are tradeoffs
between bias problems, which reflect the ability of the explanatory variables in a
model to account for unobservable individual effects in a proxy sense, and the problem
of capturing the portion of the observed continuity in the employment and earnings
behaviour of individual wives that is due to unobservable fixed or persistent individual
factors.

Panel data consists of observations in at least two successive time periods for a sample
of individuals.

For a description of the Michigan Panel Study of Income Dynamics see, for instance,
Morgan et al. (1974). Panel data for the United States on the employment and earnings
behaviour of women and their personal and family characteristics are also available
from the National Longitudinal Survey of Work Experience which is described in
Parnes, Shea, Spitz and Zeller (1970).

From Table 1 in Nakamura and Nakamura (1981, p. 452) we see that in 1969-70
employment rates were substantially lower for Canadian wives than for their U.S.
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counterparts, and Canadian wives who worked did so for fewer hours and earned less
on the whole than their U.S. counterparts. From Table V in this same paper
(pp. 462-63) we see that the U.S. wives whose data were used in that study had more
years of formal education, married younger, lived in families where the combined
income of the husband and family asset income were higher, had different patterns of
fertility, and lived in regions with lower unemployment rates and more job oppor-
tunities for women per potential member of the female labour force than their Cana-
dian counterparts. In Nakamura and Nakamura (1981), attention is also paid to
institutional differences in U.S. and Canadian tax laws that might have special effects
on the labour force behaviour of wives. Thus we see that there is ample justification for
encouraging studies of the labour force behaviour of Canadian wives using Canadian
data, as opposed to simply assuming that the findings from studies of the labour force
behaviour of U.S. wives will be fully transferable.

Heckman (1978, 1981a) uses three years of data from the Michigan Panel Study of
Income Dynamics (PSID), Heckman and Macurdy (1980) use eight years of PSID data,
Nakamura and Nakamura (1983b, 1985a) use ten years of PSID data, and Nakamura
and Nakamura (1985b) use eight years of PSID data.

When regional macro variables are used in a micro study, they may serve as proxies for
regional characteristics other than those of interest. For instance, regions with high
unemployment rates may also have special occupational or industrial characteristics,
poor school systems, poor infrastructures and so forth, and a regional unemployment
variable may pick up some of these other associated conditions in a proxy sense in
addition to reflecting the direct impacts of unemployment on the labour force
behaviour of married women. In a panel or pooled data setting, this problem can be
overcome to some degree by introducing regional macro variables in first difference
form. See, for instance, Nakamura and Nakamura (1985a).

It can be difficult for readers to gauge the total impacts of the explanatory variables in
many of the estimated models of the work behaviour of women presented in the
literature. For instance, child status variables are often specified to have direct
impacts on the hours of work, and indirect impacts via a selection bias term. Numer-
ical examples of the estimated impacts resulting from specified changes in the values of
certain explanatory variables are given in Nakamura, Nakamura and Cullen (1979,
pp. 801-04) and summarized in Table 8 in this reference.

See Leibowitz (1972), Hill and Stafford (1974), and Gronau (1974).

For instance, Heckman and Macurdy (1980) and Heckman (1981a) include continuous
variables for the number of children younger than six and for the total number of
children at home.

Nakamura, Nakamura and Cullen (1979) and Nakamura and Nakamura (1981) include
continuous variables for the number of children younger than 6, the number of
children 6 to 14 years of age, the number of children 19 to 24 years of age who are living
at home and attending school, the number of children ever born, the product of the
numbers of children in the younger-than-6 and 6-to-14 age categories, and an interac-
tion term created by dividing family income exclusive of the wife’s earnings by family
size.

For examples of studies in which the presence of young children is found to depress
work effort significantly see the cross-sectional studies of Heckman (1974, 1976),
Nakamura, Nakamura and Cullen (1979), and Nakamura and Nakamura (1981); and
see the panel data studies of Heckman (1978 or 1981a) and Heckman and Macurdy
(1980).

Child status variables may also serve as a proxy, of course, for labour force experi-
ence. See, for instance, Nakamura, Nakamura and Cullen (1979) and Nakamura and
Nakamura (1981).

For a comprehensive treatment of the selection bias problem and of Heckman’s
approach to dealing with this problem see Heckman (1976), and see Smith (1980) for a
readable introductory summary of the selection bias problem.
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In Nakamura, Nakamura and Cullen (1979) the signs of the estimated coefficients of
the selection bias term are seen from Table 4, page 794, of that paper to be sometimes
positive and sometimes negative in the wage equations, while they are seen from
Table 5, page 795, to be always positive in the equations for annual hours of work. This
pattern is repeated for both the wage equations and the hours equations in Nakamura
and Nakamura (1981, Table VII, pp. 472-73 and Table IX, pp. 478-79). However, in
Nakamura and Nakamura (1983a, Table 2, pp. 242-43) we find negative as well as
positive coefficient estimates for the selection bias term in the hours equation as well.
The true sign of the coefficient of the selection bias term in a wage or an hours equation
will depend on the sign of the covariance between the random variable in the probit
model for the probability of work and the disturbance term for the wage or hours
equation of interest. In most cases (and contrary to what is stated for the hours
equations in the first two papers cited above in this note), there is no a priori basis for
determining the sign of this covariance term in either a wage or an hours equation.

Examples of studies which find that, after controlling for other factors, wives with
husbands who earn more can be expected to work less include the cross-sectional
studies of Heckman (1974, 1976), Nakamura, Nakamura and Cullen (1979), and
Nakamura and Nakamura (1981); and the panel data studies of Heckman (1978, 1981a).

The change in the amount purchased of a good when a person’s real purchasing power
is changed while holding the relative price of the good fixed is called the income effect.
Goods for which this income effect is positive are referred to as normal goods. The
change in the amount purchased of a good when the relative price of the good is
changed while holding the person’s real purchasing power fixed is called the substitu-
tion effect, which is always thought to be negative. In models of work behaviour it is
typical to treat leisure as a normal good. Thus, as a person’s real income rises, we
expect the person to consume more leisure if the price of leisure, which is the marginal
wage rate for those who work, is held fixed. See Gunderson (1980, pp. 18-20) for an
introductory presentation of these concepts. For more sophisticated treatments of the
relationship between labour supply and the allocation of time see Sharir (1975) and the
seminal work of Becker (1965) and Mincer (1962, 1963).

Studies of the work behaviour of married women which include a continuous variable
for years of education (measured as years of formal schooling) include the cross-
sectional studies of Heckman (1974, 1976), Nakamura, Nakamura and Cullen (1979),
Nakamura and Nakamura (1981); and the panel data studies of Heckman (1978, 1981a),
Heckman and Macurdy (1980), and Nakamura and Nakamura (1985a, 1985b).

There are those who argue that education should be included directly as an explana-
tory variable in the hours of work equations for married women, in contrast to the
usual practice of assuming a priori that education will only affect the hours of work of a
married woman indirectly through the impact of education on the wife’s wage rate.
See, for instance, Michael (1973). The main reason for not doing this in studies like
Nakamura, Nakamura and Cullen (1979) and Nakamura and Nakamura (1981, 1985a,
1985b) is that the predicted values of the wage rate which enter the hours equations are
strongly affected by education, leading to severe problems of multicollinearity if
education is also introduced into the hours equations as an independent explanatory
variable. We were not even able to get around this problem by using a nonconventional
instrument for the wage variable in the hours of work equation because of the impact of
education on the selection bias term also included in the hours equation (Nakamura
and Nakamura, 1983a). This problem may be circumvented, however, in studies which
control for previous work behaviour and hence control to some degree for education-
related tastes for work that are reflected in the person’s previous work behaviour.

The following sort of conceptual framework is often adopted in studies by economists
of the work behaviour of individuals. The asking wage is defined as the minimum wage
at which a person would be willing to work an additional unit of time, where this unit of
time is usually taken to be an hour. Thus the asking wage evaluated at zero hours of
work is the minimum wage which would lead a person to decide to work. The asking
wage is sometimes referred to as the shadow price of leisure. The offered wage is
defined as the wage a potential employer would be willing to pay the individual for an
hour of work. Using this terminology, then, by the way in which these terms have been
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defined we see that a person will work if the person’s offered wage exceeds the person’s
asking wage evaluated at zero hours of work. Thus, poor macroeconomic conditions
depress the probability an individual will work by depressing the expected offered
wage. These concepts, and some of the econometric implications of these empirical
concepts, are explained in Heckman (1974). In this framework involuntary unemploy-
ment means that a person would like to work if he or she could obtain a wage offer in
excess of his or her asking wage, but such a wage offer has not been forthcoming.

A rise in the level of macro unemployment could also affect the work behaviour of a
married woman by increasing the degree of uncertainty associated with the future
earnings stream of her husband, or associated with her own future earnings stream if
she works or is planning to work. For instance, a wife might decide to keep her job in
the face of an economic downturn, despite the fact that her family has no current need
for her earnings, as a form of insurance against the possibility her husband may lose his
job.

For instance, Nakamura, Nakamura and Cullen (1979, Table 4, p. 794), and Nakamura
and Nakamura (1981, Table VII, pp. 472-73) find the estimated coefficients of a
provincial unemployment rate variable, and of state and provincial unemployment
rate variables, respectively, to be generally, though not always, positive in their wage
equations.

See, for instance, Ham (1982).

The finding that women are occupationally and industrially segregated is not new. For
Canadian studies see, for instance, Ostry (1967), Gunderson (1976), Nakamura et al.
(1979), Nakamura, Nakamura and Cullen (1979), Nakamura and Nakamura (1981,
1983a) and Merrilees (1982). For U.S. studies see, for instance, Gross (1968),
Oppenheimer (1970), Ferriss (1971), and Bergmann and Adelman (1973).

See Doeringer and Piore (1971), Donner and Lazar (1973), Cain (1975), and Smith (1976)
for an introduction to the issues of dual labour market theory.

In Nakamura, Nakamura and Cullen (1979) an opportunity for jobs index is included
which can be thought of as the ratio of the expected number of jobs for women to the
potential female labour force in a given province and place of residence. This same sort
of ratio is included for both Canada and the United States in Nakamura and Nakamura
(1981). (We see from Table III for the United States and from Table 1V for Canada on
p. 460 in this reference that according to this measure of job opportunities there are
much better job opportunities for women in the United States than in Canada.) In
Nakamura and Nakamura (1983a) an index is included which can be thought of as the
expected hours of work for women divided by the expected number of women workers
in a given province, or state, and place of residence. The signs of the estimated
coefficients for these indices are consistently found to be positive in both the probit
indices for the probability of work and the wage equations presented in these three
articles. This is also the case in Nakamura et al. (1979).

The unconditional labour supply function can always be written as the product of a
function for the probability of work and a conditional labour supply function for the
hours of work given that an individual does work. Thus the full impact of a change in an
individual’s offered wage, or offered wage distribution, on the labour supply of the
individual will consist of the impact on the probability of work as well as the impact on
the expected hours of work given that an individual works. The impact of an increase
in the offered wage on the hours of work of an individual who works may be either
positive or negative because the income and substitution effects associated with such a
wage change have impacts of opposite sign. However, following the reasoning of Ben-
Porath (1973, p. 702), for those who are not working there is no income effect from a
wage rise, and hence there will be only a substitution effect leading to an increase in the
probability of work.

For a preliminary analysis of the probability of labour force participation using data
from the Manitoba Basic Annual Income Experiment (Mincome), see Swidinsky and
Wilton (no date). For an overview of U.S. research based on data from negative
income tax experiments see Cain and Watts (1973), Keeley (1981, pp. 105-73), and
Killingsworth (1983, pp. 392-408). See also SRI International (1983) for an in-depth
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report on the design of and results from the largest U.S. negative income tax experi-
ment, the Seattle-Denver Income Maintenance Experiment (SIME/DIME).

Summarizing the results from a large number of more recent studies of the work
behaviour of men based on nonexperimental data, Killingsworth (1983, Table 4.3,
pp. 193-94) reports uncompensated wage elasticities of hours of work for men ranging
from -.38 to .14. Killingsworth (1983, Table 6.2, pp. 398-99) also reports wage elas-
ticities of hours of work for husbands from various studies based on negative income
tax experimental data ranging in value from -.19 to .28. Thus for men the range of
values obtained using nonexperimental and experimental data is roughly the same,
and spans zero.

Estimates of the uncompensated wage elasticity of hours of work for wives from
experimental data are found from Killingsworth (1983, Table 6.2, pp. 398-99) to range
from -.36 to .94. Thus the estimates from experimental data span roughly the same
range as the estimates for men from both nonexperimental and experimental data (see
note 39). Using nonexperimental data, Nakamura, Nakamura and Cullen (1979, p. 800)
obtain uncompensated wage elasticities of hours of work for married women who
work of -.320 to .299; Nakamura and Nakamura (1981, p. 483) report values of -.495 to
.654; and values of -.197 to -.030 are reported in Nakamura and Nakamura (1983a, p.
246). Although these results are dismissed as a “striking anomaly” by Killingsworth
(1983, p. 192), we note that these results are similar to both the findings for wives from
experimental data and to the results obtained by others for men using both nonexperi-
mental data and experimental data. Robinson and Tomes (1985) have also obtained
results for Canadian wives which support our findings.

Except for the studies of Nakamura, Nakamura and Cullen (1979), and Nakamura and
Nakamura (1981), the uncompensated wage elasticities of hours of work for women
from the various studies based on nonexperimental data for which results are sum-
marized in Killingsworth (1983, Table 6.2, pp. 194-99) range in value from -.89 to
15.24. Deaton and Muellbauer (1980, p. 276) argue, for instance, that “For men, whose
shadow wage is low and who work relatively long hours, the income effect is dominant
so that the labor supply curve is backward sloping, at least in the observed range. For
women, however, the high value of time spent in the home sets arelatively high shadow
wage and both participation and hours at work are lower than for men. With shorter
working hours, the income effect is necessarily relatively unimportant, so that rising
real wages account for greater labor supply by married women through increased
participation and longer hours.” Notice, however, that the income effect will not
necessarily be unimportant for women working to obtain some target amount of
money, say, to pay off a mortgage, to finance a child in college, or to pay for a vacation.

See Perlman (1969, pp. 4-24) for an introductory overview of some of the main ideas
which have been advanced in the literature concerning the relationships among work
time, leisure and non-market work time. Non-market work may include activities such
as commuting and cleaning the house, for instance. Perlman summarizes Mincer’s
(1962) position that the fact that income from market work can be used to purchase
substitutes for home work tends to make the labour supply curve for married women
forward-sloping, since an increase in labour supply need not result in an equal
reduction in leisure time in this case. Possibilities for men to substitute market time for
non-market time are considered to be much less because they spend so little time, on
average, in non-market work. We wonder, however, if these views are correct for either
men or women. Certainly there is no hard evidence that they are correct.

For empirical documentation concerning the growth in total employment in Canadian
industries and occupations where women have traditionally made up substantial
portions of the work forces see, for instance, Nakamura et al. (1979) and Nakamura,
Nakamura and Cullen (1979). More recent evidence for both Canada and the U.S. is
presented in Cullen and Nakamura (1985).

A number of factors in addition to those discussed in this paper have been considered
in studies of the labour force behaviour of women, of course. See, for instance, Lazar
(1978) for evidence and further references concerning the impacts of the 1971 revisions

" to the Canadian Unemployment Insurance Act on the propensities of women to enter

the labour force or to leave their jobs. Looking back at Figure 4-1, however, we find no
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obvious evidence of any distortion, or increase, in the upward trend for the labour
force participation rate for prime-aged women in the years immediately following
1971. Thus we doubt that this change in the Unemployment Insurance Act has played
any important role in causing the observed increase in the labour supply of women.

. The most complex of the U.S. microanalytic simulation models, DYNASIM, is

described in Orcutt, Caldwell and Wertheimer (1976). See Social Security Administra-
tion (1980) for a description of a modification of the DYNASIM model, MICROSIM,
and the use of this model in policy studies of the U.S. Social Security program. The
development of microanalytic simulation models in Canada has lagged behind the
development in the United States and numerous other countries. Some preliminary
results for a very simple microanalytic simulation model for Alberta are presented,
however, in Nakamura and Nakamura (1978).

The concept of heterogeneity is defined and contrasted with the concept of true state of
dependence in Heckman (1981a).

We could try to estimate the total impacts on both work behaviour and fertility, for
instance, of “exogenous” variables such as a woman'’s place of residence at age 16 or
her education which are believed to determine or be associated with her unobservable
tastes for home-oriented versus market-oriented activities. We could even treat other
variables such as a woman'’s marital status and schooling as being jointly determined,
in a lifetime context, with her fertility and work behaviour. See, for instance, Schultz
(1978, 1980) and Rosenzweig and Wolpin (1980) for discussion and empirical evidence
concerning these issues of endogeneity. See also Carliner, Robinson and Tomes (1980)
and Robinson and Tomes (1982).

Heckman (1978) suggests: “It is plausible to conjecture that ‘lagged participation’
might serve as a good ‘proxy’ for the effect of heterogeneity.” In the revision of this
working paper which was ultimately published, Heckman (1981a, p. 118) refutes this
conjecture stating that: *“‘Proxy methods’ for solving the problems raised by hetero-
geneity such as ad hoc introduction of lagged work experience variables lead to
dynamic models that yield exceedingly poor forecast equations for labor force turn-
over. Models that neglect recent market experience and heterogeneity actually per-
form better in forecasting turnover on fresh data, but these forecasts are still poor, and
considerably overestimate the amount of turnover in the labor market.” It would
appear, however, that the poor out-of-sample simulation results for his model incor-
porating a dummy variable for lagged participation are, in fact, due to peculiarities of
his model which have nothing to do with the introduction of the dummy variable for
lagged participation. In particular, the out-of-sample simulation problems stem from
the impact of a national unemployment rate variable, for which the coefficient is
poorly determined because the variable took on only two different values over the
three-year period covered by the panel data used in the estimation of the model, and
from the impact of the in-sample experience variable, where this variable has a range
of zero to three in-sample and a range of zero to six in the out-of-sample setting.
Nakamura and Nakamura (1985a) present both in-sample and out-of-sample simula-
tion results showing that the incorporation of a lagged dummy for work in the previous
year, which is Heckman’s lagged “participation,” can greatly improve the ability of a
model of the labour force behaviour of married women to capture the observed
continuity over time in the employment and earnings behaviour of individual women.

For a more formal presentation of why the introduction of lagged hours of work and
wage rate variables into a model of the labour force behaviour of married women is a
reasonable approach for mitigating the problems raised by heterogeneity, see
Nakamura and Nakamura (1985a).

For a discussion of why in-sample simulation results are a reasonable way of apprais-
ing models see Nakamura and Nakamura (1985a). The full details of the study on which
the results presented in Tables 4-5 and 4-6 are based are given in Nakamura and
Nakamura (1985b).

Cain (1966, pp. 82-83 and 99) finds evidence that past marital instability increases the
probability that a currently married woman will work. This issue is dealt with exten-
sively as well in Nakamura and Nakamura (1985b). The effects of previous marital
status on work behaviour cannot be examined in most recent studies because either
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these studies are based on cross-sectional data sources which contain no information
about previous marital status, or the sample of women for whom panel data are used is
restricted to those who have been continuously married over the time period spanned
by the study.

One reason individuals make human capital investments through investments in
education and on-the-job training is because they expect that these investments will
allow them to earn more in years to come. Also, while business investments may often
pay off within five to ten years, the payoff period for a college education may be much
longer than this (see Becker, 1975). See also Wachtel (1975) for some estimates of the
rate of return to schooling. Thus, women who do not expect to work much outside
their homes as adults will expect a low money rate of return on career-oriented
investments in education or training, and thus will not be expected to make substantial
investments of this sort (Mincer and Polachek, 1974). They may, however, be inter-
ested in educational opportunities which they believe will make them better home-
makers, better citizens, more interesting conversationalists, or which will enhance the
value of their leisure time in years to come. Thus, they may attend college, but will be
unlikely to select career- or job-oriented courses. In contrast, young women who
expect to work most of their adult lives may exhibit behaviour with regard to invest-
ment in human capital through education and training that is similar to the behaviour
of young men, with adjustments for perceived barriers to the entry or promotion of
women in various lines of work and for anticipated responsibilities for a home or
children.

Investments in educating or training employees are good investments for an employer
to make only if the employees who receive such education or training continue to work
for the employer long enough for these investments to pay off. The costs of making
firm- or employer-specific investments in the human capital of workers are thought, in
general, to be shared by workers and the firms or employers they work for. (See, for
example, Parsons, 1972 and Chapman and Tan, 1980). Workers will be willing to bear
some share of these costs, and hence will be interested in the associated education or
training opportunities, to the extent that they believe they will continue to work for the
particular firm or employer for some substantial length of time. Thus, for reasons
outlined in note 51, many women may be uninterested in such opportunities. Another
reason workers may also be willing to bear these costs is because workers who receive
firm- or employer-specific training are less likely to be laid off since, if some of these
workers were to take other jobs, the firm or employer could not recoup the investment
in human capital in these lost workers. Firm- or employer-specific human capital
would not be worth as much in a different firm or employment situation. For this
reason, workers who receive such investments are often thought to be less likely to
leave their present job to go to some other firm or employer. Such arguments may not
apply directly to women who might leave because of their home situations or their
preferences for home-oriented activities, however. Thus a firm or employer may be
reluctant to make human capital investments in a woman who is not thought to have a
long-term commitment to the firm or employer, and women with short-term work
objectives may also be unwilling to share such costs.

For statistical theories of discrimination which might, at least partially, explain the
reluctance of employers to make human capital investments in workers with less
formal education, or in women workers in general, see, for instance, Phelps (1972) and
Arrow (1973).

For references on the history and problem of organizing fragmented work forces see,
for instance, Sen (1984), White (1980) and Lowe (1978).

For theoretical arguments incorporating nonmonetary motivations for work, and for
supporting empirical evidence, see Juster and Stafford (1985).

For instance, Susan Fraker (1984, p. 44) writes in Fortune that: “Motherhood clearly
slows the progress of women who decided to take long maternity leave or who choose
to work part time. But even those committed to working full time on their return
believe they are sometimes held back. . ..”

For arguments concerning the effects of the crowding of women into the traditional

“women’s” occupations see, for instance, Bergmann and Adelman (1973).
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58. For Canadian references on the work behaviour of the young see, for instance, Sen
(1982) and Swidinsky (1980).

59. See, for instance, Robb (1978), Holmes (1976), Gunderson (1976, 1979, 1985), Boulet
and Rowley (1977), Masters (1977), Schrank (1977), Blackorby, Donaldson and
Auersperg (1981), and Shapiro and Stelcner (1981) for Canadian studies. U.S. refer-
ences on this topic, as well as on the impact of equal opportunity policy, include
Oaxaca (1971, 1973a, 1973b), Polacheck (1975a, 1975b, 1981), Beller (1980, 1982), Sim-
eral (1978), Osterman (1982), and Cabral, Ferber and Green (1981).

60. See Nakamura et al. (1979, pp. 59-77) for comparative information on this topic. See
also Beach and Kaliski (1982).

61. See Nakamura et al. (1979, p. 85) and Nakamura and Nakamura (1985b, sec. 7.2).

62. See, for instance, Menzies (1981, 1982).

63. See Nakamura and Nakamura (1985a, 1985b) for evidence concerning the gains in
forecasting ability which could result from the collection of various sorts of recall
information.

64. See, for instance, the information in note 15.
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5

Discrimination, Equal Pay, and Equal
Opportunities in the Labour Market

MORLEY GUNDERSON

The rapid adjustments of the Canadian labour force during the 1970s will
likely continue and possibly even accelerate in the future. These adjust-
ments have implications for, and are likely to be affected by, ‘issues
pertaining to discrimination in the labour market. Resolution of these
issues requires an understanding of the role of discrimination in the
labour market — why it occurs, its magnitude and form, and the ade-
quacy of policy initiatives designed to deal with it.

The purpose of this paper is to provide a summary picture of the
current situation in Canada. The paper begins with a discussion of a
number of perspectives on discrimination, emphasizing their implica-
tions for alternative policy initiatives. The magnitude of the problem of
discrimination is then discussed, with emphasis on alternative empirical
procedures, the existing Canadian evidence on the earnings gap and its
changes over time, the factors associated with the gap, and the implica-
tions for policy initiatives that deal with different aspects of pay and
employment discrimination. Equal pay policies in their different forms
are then documented and discussed, with particular emphasis on equal
value policies, since that tends to be the subject of most current contro-
versy and debate. Equal employment opportunities are subsequently
documented and discussed, with particular emphasis on affirmative
action, which is the source of much controversy in that area. Finally,
empirical evidence on the impact of the various legislative initiatives is
presented.

The paper deals mainly with discrimination on the basis of sex,
although many of the issues, especially theoretical ones, pertain to other
forms of discrimination. Moreover, discrimination in the labour market
is the main focus, although aspects of behaviour pertaining to such
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places as the household and educational institutions are discussed
because they are inextricably related to the labour market behaviour of
women. Lastly, while the emphasis of the paper is on discrimination as a
contributing factor to the unequal lifetime incomes of men and women,
other contributing factors are touched upon briefly since they, too, are
inextricably related to discrimination as a source of unequal incomes.

Alternative Perspectives on Discrimination

The effectiveness of various policy initiatives to deal with discrimination
that is reflected in unequal pay or employment opportunities depends, in
part, on the underlying causal mechanism that gives rise to such discrim-
ination. A number of underlying causal mechanisms have been identified
in the theoretical literature on discrimination, and an understanding of
them is important for policy purposes for a number of reasons: to
forecast changes in the extent of unequal pay and employment oppor-
tunities especially when their basic structural determinants change over
time; to shed light on the mechanisms through which discrimination may
be manifest and how these mechanisms may be affected by policy
initiatives; and to indicate the expected impact of policy initiatives and
the factors that may offset or complement their effectiveness.

There are a number of ways to categorize the various theoretical
approaches to the analysis of discrimination, but most can be cate-
gorized under the rubrics of neoclassical taste perspectives, non-com-
petitive theories (segmented labour markets, radical perspectives, sys-
temic discrimination, non-competitive sectors, monopsony), statistical
discrimination, and non-labour constraints.

Neoclassical Perspective

While there are numerous variants of neoclassical models of discrimina-
tion, they are all based on optimizing behaviour by the parties involved.

Discriminatory Preferences
Arrow (1972), for example, assumes that firms maximize utility, which is
a positive function not only of profits but also of the employment of the
preferred group (e.g., males) and a negative function of the employment
of the group discriminated against (e.g., females). In analogy to an
international trade model, Becker (1957) assumes that firms act as if they
are willing to pay a higher price to utilize preferred workers, just as
countries seem to be willing to pay a higher tariff-protected price to
consume domestic products.

The driving force behind models of these sorts is that there is a
discriminatory preference that is manifest in a preference for hiring,
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working with, or consuming from different types of labour. Whether the
preference emanates from customers, co-workers, or from firms them-
selves, it will ultimately be manifest in a reduced demand for workers
who are discriminated against, and this in turn will reduce their wages
and employment opportunities. There will also be a tendency for firms to
become segregated as minority workers gravitate toward firms that
discriminate the least.

Even if competitive forces are at work they may take an extremely
long time to dissipate discrimination. As Arrow (1973) points out, firms
are unlikely to substitute the cheaper labour of those discriminated
against for more expensive labour immediately, because firms want to
amortize the quasi-fixed hiring and training costs of their work force by
retaining them for as long as possible. It may even be difficult for firms to
replace workers lost by attrition with the cheaper workers because the
incumbent workers may practise discrimination, and hence such firms
may experience problems of morale or disruption. In such circum-
stances it is possible to imagine a firm retaining its discriminatory
practices for a long time even though, in the short run, it could replace
much of its work force with lower-wage workers capable of the same
productivity.

Specialization and Comparative Advantage

The neoclassical perspective also emphasizes the importance of spe-
cialization according to comparative advantage.! That is, a rational
division of labour (from an efficiency point of view) may involve one sex
specializing in household tasks and the other in labour market tasks, and
since women bear the children (so the argument goes) they may have the
comparative advantage in household tasks. This also means that since
their careers are likely to be shorter and interrupted, they are unlikely to
invest as much as males in human capital,? and they are likely to acquire
education and skills that are usable in both household and labour market
tasks.

While principles of specialization according to comparative advantage
can certainly be rational from the viewpoint of economics, it is also the
case that the initial basis for the comparative advantage — women
bearing the children — can involve only a brief interruption from labour
market work. The remaining aspects of the care and raising of children
can certainly involve shared responsibility. In addition, the process
becomes cumulative: since women specialize in household tasks they
earn less in the labour market; since they earn less in the labour market,
they specialize in household tasks. Lastly, even if it is efficient for
women to specialize in household tasks, it certainly may not be equita-
ble, and it is understandable that at least some may try to break what
could be considered a vicious circle of specialization.
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Neoclassical Policy Implications

A number of policy implications flow from this neoclassical perspective.
First, it implies that firms, co-workers or customers ultimately pay for
their discriminatory preferences by by-passing the opportunity to hire
equally productive workers who are discriminated against at a lower
wage. Second, this implies that firms that discriminate less should
expand relative to those that discriminate more; competitive cost pres-
sures should reduce the extent of discrimination. (Hence, the usual
neoclassical emphasis is on a hands-off policy, except for one that would
make markets work more effectively.) Third, while the neoclassical
perspective tends to emphasize a hands-off policy, there is nothing
inconsistent with public intervention to override tastes (or at least make
them more expensive); this is done with respect to preferences for
prostitution or for some occupational choices such as burglary. There
may be no accounting for tastes, but that does not mean that they are
socially acceptable or that they should be permitted through market
activities, even by those who are willing to pay.

Non-Competitive Perspectives

In part as a response to the anomaly that discrimination does not seem to
be consistent with competitive economic forces, a number of non-
competitive theories of discrimination have been advanced.

Segmented, Crowding Perspective
According to the segmented labour market perspective, the labour
market consists of a number of non-competing groups. While there are
numerous ways of classifying the various labour markets, the essence is
captured by the dual labour market perspective, whereby the labour
market is basically categorized into primary and secondary sectors. The
primary, or core, labour market consists of high-wage jobs with good
working conditions, fringe benefits, job security and chances for promo-
tion; the secondary labour market has the opposite characteristics.
Once in the secondary labour market,? workers become trapped in it,
not only because there is little mobility between the primary and second-
ary markets but also because they begin to acquire the characteristics of
workers in that market — the poor wages and working conditions
encourage turnover, absenteeism, and poor work habits, which in turn
encourage low wages. Wages within each of the sectors are determined
more by administrative procedures and traditional hierarchical relations
of the internal labour market of each firm than by forces of competition.*
According to this perspective, women tend to be segregated into the
secondary labour market with its attendant low wages, occupational
segregation, and few chances for advancement. This in turn sets in
motion the self-fulfilling vicious circle of entrapment as they acquire the
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characteristics that will keep them in that sector. In addition, as
Bergmann (1971) points out, the crowding implies a supply pressure that
will decrease the marginal productivity of such workers. Thus, occupa-
tional segregation leads to lower wages even if workers are paid a
competitive wage equal to the value of their marginal product; their
marginal product is reduced by the supply pressures resulting from the
overcrowding.

Radical Perspective

The radical perspective goes one step further and argues that the seg-
mentation is deliberately fostered by employers as part of a conscious
policy of divide and conquer (Reich, 1978; Roemer, 1979). In addition,
employers will pit workers, including minorities, against each other and
encourage policies to discipline the work force through maintenance of a
reserve of unemployed labour. All of this will be done to reduce working-
class power — power being more important than the forces of supply
and demand in determining income.’

Systemic Discrimination

The concept of systemic discrimination has recently been advanced to
deal with discrimination that appears to be unintended, resulting more
as a by-product of the system than as conscious acts. Systemic discrimi-
nation, for example, may result from word-of-mouth recruiting that
perpetuates the existing composition of the work force, or from job
requirements pertaining to height, strength, or training requirements, all
of which tend to exclude certain groups systematically (Canada, 1981,
p. 92; Phillips, 1981). Often the requirements are not completely neces-
sary for the job, but rather can be invoked because wages are institu-
tionally fixed above the competitive norm, and such requirements serve
as a way of rationing jobs. To the extent that the requirements tend to
exclude certain groups they may then be discriminatory, even if that was
not intended.

Non-Competitive Sectors and Constraints

While the forces of competition may serve to dissipate discrimination,
this need not be the case in non-competitive sectors. Monopoly profits
can be used for any purpose, including the indulgence of discriminatory
tastes (albeit there is some pressure to use them in ways that would
protect the excess profits or rents). The public sector can reflect the
prevailing political preferences of majority voters and this may not be
conducive to minority rights. Wages may be set above the competitive
norm® by unions or legislative means, and employers may ration scarce
jobs according to discriminatory preferences. Even policies that protect
the jobs of incumbent workers (e.g., tariffs, corporate bail outs) or that
make it more difficult to lay off such workers (e.g., notice requirements,
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termination pay) can reduce the competitive pressures that could dissi-
pate discrimination. In a rent-seeking and rent-protecting economy,
competitive forces obviously may be thwarted, and income allocations
may, in part, reflect voting mechanisms and power groups.

Monopsony

Non-competitive pressures may also work through employers’ monop-
sonistic power to influence discrimination.” Monopsony occurs when
the employer is so large relative to the size of the local labour market that
wages have to be raised to attract additional workers; conversely, when
employers lower their wage they lose some, but not all, of their work
force. However, employers are reluctant to raise their wage so as to hire
additional labour, because they will have to pay that higher wage to their
existing work force of the same quality. In such circumstances, employ-
ers pay wages that are lower than they would pay if they behaved
competitively.

Imperfectly discriminating monopsony (analogous to imperfectly dis-
criminating monopoly in the product market) may also prevail if the
monopsonist is able to segment its work force where there may be
competition within but not between pools of otherwise similar workers.
Under such circumstances the monopsonist would equate the marginal
costs of hiring from the different pools of labour; however, this would
imply a lower wage rate for the group with the more inelastic labour
supply to the firm.

Women may be subject to monopsonistic discrimination to the extent
that they are less mobile and are tied to places of employment near their
households. The interesting aspect of this type of discrimination is that it
is consistent with profit maximizing on the part of firms; firms cannot
increase their profit by hiring more of the lower-wage labour. (They are
already maximizing profit by equating the marginal cost of labour with
its marginal revenue product under simple monopsony, and with the
marginal costs of both male and female labour under imperfectly dis-
criminatory monopsony.) In addition, under monopsony, wage-fixing
legislation such as equal-pay laws could raise both the wages and
employment of those who would otherwise be subject to monopsonistic
discrimination. This paradoxical result occurs because, when faced with
the legislatively fixed wage, employers are no longer reluctant to hire
additional workers as under monopsony, when they also have to raise
the wages of their existing (inframarginal) workers. The legislative wage
fixing turns them into wage takers, not wage setters; hence, they lose
their power to influence the wage rate.
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Statistical Discrimination

Under statistical discrimination individual workers are judged on the
basis of the characteristics of their group.® This may well be efficient
from the employer’s perspective, from which it would be up to individual
workers who felt they had better-than-average characteristics relative to
their group to signal that information, a process that may be costly and
would hence have to be weighed against the benefits of providing the
information to employers.

While such statistical discrimination and the related signalling may be
efficient (and sustained in a competitive market), society may also deem
it unfair that people not be judged on their individual merit or that they
should have to engage in expensive signalling to differentiate themselves
from their group. In that vein it is not inconsistent for society to adopt
measures that require people to be judged on their own individual merit,
even if so doing involves a loss of efficiency.

Non-Labour Market Constraints

Given the importance of at least some competitive forces in the labour
market, it is unlikely that the labour market itself is the major source of
discrimination. It is almost inconceivable, for example, that the overall
earnings gap implied by the ratio of female to male earnings of .60
(discussed subsequently) could be attributed to discrimination in the
labour market. This would imply that at least some employers were by-
passing opportunities to increase their profits by replacing male workers
with equally productive female workers at 60 percent of the cost. Nev-
ertheless, some discrimination seems sustainable, given the non-com-
petitive factors discussed previously, and certainly some (perhaps the
majority) could originate outside the labour market, where competitive
cost pressures do not prevail.

Educational institutions, for example, may stream females into sub-
jects that are not labour market oriented, or into so-called “women’s
work” careers such as nursing or secretarial work. Sex stereotyping in
classrooms and textbooks may foster traits that carry over into labour
market behaviour: competitiveness and skills on the part of males,
passiveness and domesticity on the part of females.

The household may be an even more important factor influencing
women’s behaviour in the labour market.® To the extent that a woman
who works in the labour market still bears primary responsibility for
household tasks,!© especially the care of children, it should not be
surprising that carrying on two full-time jobs can lead to higher absen-
teeism,!! a reluctance to take on more responsibility, or reduced produc-
tivity in labour market work. In addition, household responsibilities
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account for much of the lower and more intermittent labour market
experience of women as opposed to men, and, as discussed subse-
quently, this can be an important determinant of the earnings differen-
tial. While such a division of labour may reflect some aspects of spe-
cialization resulting from comparative advantage, it is likely that in part
it also reflects a carry-over of traditional roles. And while such tradi-
tional roles may be changing (and many marriages may be dissolving
because they cannot change implicit contracts in response to the new
circumstances), the change is very slow, and is being inhibited by institu-
tional arrangements in the labour market that make part-time employ-
ment, job sharing or female work arrangements very difficult.'2 For
example, payroll taxes that require a fixed payment per employee or that
are not pro-rated on an hourly basis discourage employers from using
part-time workers. Ceilings on the unit of tax deductibility for daycare,
as well as overregulation of daycare facilities, and policies that dis-
courage part-time work by husbands may discourage the emergence of
private market daycare or shared responsibility in the household. Such
arrangements, along with daycare and other facilitating policies, will
certainly emerge increasingly in time; meanwhile, however, the house-
hold is likely to be an extremely important source of influences on the
work behaviour of many women.

An additional non-labour market constraint that can influence dis-
criminatory preference has been suggested by Arrow (1972). According
to conventional economic theory, when faced with a costly mistake
(such as by-passing the opportunity to hire workers who are discrimi-
nated against at a lower wage), rational parties will abandon their costly
behaviour. Firms that do not will decline in the long run; there is no
survival value in consistently making costly errors. In contrast, psychol-
ogy asserts that rather than abandon the mistake, through the process of
cognitive dissonance we may seek to rationalize the error by surround-
ing it with a set of elaborate rationalizations and justifications. Our
behaviour can become more, not less, discriminatory as in theories of
the super race or genetic or gender superiority. Such perspectives may in
fact have survival value in the sense of psychologically enabling us to
live with our mistakes (Akerlof and Dickens, 1982). The extent to which
this type of thinking can persist in the long run is open to question;
however, it can certainly postpone the long-run competitive adjustment
process.

Description of the Problem

In order to analyze the potential for different policy options to deal with
labour market discrimination it is necessary to have not only a theory of the
causal factors influencing discrimination, but also a picture of the magnitude
of the problem. In particular, it is necessary to know the magnitude of the
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differences in pay and employment opportunities that can be attributed to
discrimination in the labour market and hence that can be dealt with
potentially by equal pay and equal employment opportunities.

Alternative Empirical Procedures

The key problem in empirical work on discrimination is to control for the
influence of productivity-related characteristics that can give rise to
legitimate non-discriminatory earnings differentials and employment
opportunities. The problem is compounded by the fact that while data on
many wage-determining factors such as education and training exist,
they do not always exist for such factors as labour market experience (its
magnitude, relevance and continuity) and the type, as opposed to the
quantity, of education.

In general there have been four main ways to standardize or control for
the influence of productivity-related factors: adjusted ratios for sub-
groups; narrowly defined occupations; regression analysis; and job-
evaluation procedures. The adjusted ratio procedure simply involves a
comparison of the earnings ratio for all workers with one that emerges
when comparisons are made for subsets of workers that are more alike in
terms of their wage-determining characteristics (e.g., full-time, full-year
workers, workers of the same age or education group). The narrowly
defined occupation procedure involves a comparison of male and female
earnings in the same narrowly defined occupations, the rationale being
that the job requirements will be similar in such occupations and hence it
is not necessary to control for the influence of variables like education,
training, experience, or even unobservables like motivation or quality of
education. They are allowed to trade off against each other; what mat-
ters is the bottom line, that the person can do the job required of the
occupation.

Basically, the regression procedure involves estimating a separate
wage equation for males and females (based on microdata with the
individual as the unit of observation) with productivity-related charac-
teristics (e.g., human capital) as explanatory variables.!*> The overall
earnings differential can then be decomposed into two component parts:
a portion attributable to differences in the endowments (explanatory
variables) of productivity-related characteristics, and a portion attrib-
utable to differences in the pay (regression coefficients) received for the
same endowments of productivity-related characteristics. Differences in
pay for the same endowments are attributed to discrimination, while
differences in endowments are considered as legitimate reasons for pay
differentials, at least insofar as the labour market is considered, albeit
they may reflect discrimination in acquiring such endowments as educa-
tion, training or experience.

The regressions can focus on narrowly defined wage discrimination by
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including control variables for a person’s occupation and industry, or
they can estimate the extent of both wage discrimination and occupa-
tional and industrial segregation by not controlling for the latter vari-
ables but only controlling for the personal and human capital charac-
teristics. Unfortunately, the occupation and industry classifications that
are available in most microdata sets are so broad that even when these
variables are controlled for, a pure measure of wage discrimination
(independent of occupational segregation) does not result because there
can be so much intraoccupational segregation within those broad
groups.

The job evaluation procedure basically involves regressing an esti-
mate of pay in the job against a measure of a job evaluation point score.
The latter may be an amalgam of points received in the job evaluation for
inputs pertaining to skill, effort, responsibility and working conditions.
The factors can be weighted differently by allowing a different range of
numbers for each factor. The regression line of best fit (termed the pay
line) indicates the additional pay associated with an additional job
evaluation point score; it is the shadow price of a point score.

A measure of pay discrimination can be obtained by comparing the
pay in predominantly female jobs (which are likely “undervalued” and
hence lie below the pay line) with the pay in predominantly male jobs
(which are likely “overvalued” and hence lie above the pay line). This
pay difference would reflect unequal pay for work of equal value where
the latter is determined by a job evaluation procedure. It can reflect both
the overvaluation of male jobs and the undervaluation of female jobs.
This procedure has been used in a number of equal value assessments
(discussed subsequently).

Summary of Canadian Evidence

Variations of most of these different empirical procedures have been
followed in a number of Canadian empirical studies.!4 Table 5-1 gives the
ratio of female to male earnings both before and after the adjustments
were made (via the different procedures) for differences in productivity-
related factors. While the range of estimates is fairly substantial (reflect-
ing in part the different data sets and methodologies), a number of
generalizations can be made.

In most studies that look at the full-time, full-year earnings of individ-
uals, across different establishments, occupations, industries and
regions, the ratio of female to male earnings is about .60 (e.g., Ostry,
1968; Robb, 1978; Gunderson, 1979, 1980b; Stelcner and Shapiro, 1980;
Kapsalis, 1980). Adjusting for differences in such measured productivity-
related factors as education, experience, and broad occupation groups
tends to raise the adjusted ratio to approximately .80. By necessity,
however, the adjustments in these studies are often crude since data
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TABLE 5-1 Female-Male Earnings Ratio, Unadjusted and Adjusted for

Various Productivity-Related Factors,

Various Canadian Studies

Gross Net
Unadjusted Adjusted
Study Year and Data Ratio Ratio
Ostry (1968) 1961 census .59 .81
Robson & Lapointe University faculty .80 .90
(1971) 1965-66
Gunderson (1975) Narrowly defined .82 .93
occupations, same
establishment,
1968-69
Schrank (1977) University faculty .83 .95
1973-74
Robb (1978) 1971 census, Ontario: .60 .76
males vs. single n.a. .94
females over 30
Gunderson (1979) 1971 census .60 77
Stelcner (1979) University faculty 91 .94
1976-77
Walmsley et al. Saskatchewan .80 .87
(1980) organization, 1980
Gunderson (1980) 1971 census, Ontario .60 .76
Shapiro & Stelcner 1971 census:
(1980) Canada, public .65 .83
Canada, private 57 72
Quebec, public .66 .87
Quebec, private .56 .74
Stelcner & Shapiro 1971 census, Quebec: .60 .82
(1980) single over 30 .83 .82
Kapsalis (1980) 1975 Survey of .61 .87

Consumer Finance

Source: M. Gunderson, The Male-Female Earnings Gap: A Current Assessment
(Toronto: Ontario Ministry of Labour, Research Branch, 1980), p. 5.20.

limitations preclude controlling for differences in the detailed industrial
or occupational distribution. In contrast, studies based on hourly wages
in narrowly defined occupations in the same establishment or based on
case studies (which therefore automatically control for establishment,
region, industry and sometimes occupation) have unadjusted ratios of
around .80 or higher and productivity adjusted ratios of .90 to .95 (e.g.,
Robson and Lapointe, 1971; Gunderson, 1975; Schrank, 1977; Stelcner,
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1979; Walmsley et al., 1980). Thus, adjusting for differences in productiv-
ity-related factors tends to raise the ratio of female to male earnings, but
a wage gap of 5 to 10 percent still seems to prevail within the same
establishment. This can be thought of as narrowly defined wage discrimi-
nation involving comparisons within the same establishment and
occupation. It does not include the portion of the earnings difference
that can be attributed to occupational segregation, since such differ-
ences were controlled for in the analysis.

The component of the .40 overall earnings gap that can be attributed to
occupational segregation is more difficult to establish, as is the extent to
which it reflects discrimination in the labour market as opposed to
discrimination outside the labour market or choices that may or may not
reflect discrimination. There appears to be a consensus in the literature
that occupational segregation is a more important channel of discrimina-
tion than is narrowly defined wage discrimination, suggesting that
occupational segregation would account for more than the .05 to .10 of
the .40 gap that can be attributed to narrowly defined wage discrimina-
tion. But how much larger is difficult to determine.

Empirical studies that decompose the overall earnings differential into
its component parts do not help much because they are limited to
utilizing only broad occupations and industry groupings, and hence they
cannot capture the occupational segregation within such groupings. The
studies based on job evaluation point scores can provide some informa-
tion since they can assign point scores across different occupations.
Differences in pay between predominantly male jobs and predominantly
female jobs for the same productivity, as measured by a job evaluation
score, can be taken as a measure of the extent of pay differences arising
out of the occupational segregation of females into predominantly
female, low-paid jobs. Within the predominantly male or female jobs
women may also receive lower pay, but such a practice would be
categorized as narrowly defined wage discriminations since it is within
the same job.

Of course, with respect to occupational segregation, the job evalua-
tion procedures do not enable the relative importance of labour market
discrimination to be determined, as opposed to pre-labour market dis-
crimination or occupational “choices” that may or may not reflect
discrimination. Women may be assigned to low-paid, predominantly
female, jobs by their employer; they may apply for them dispropor-
tionately because they were streamed into such jobs by their education
and training; or they may apply for them disproportionately because
they have little choice given their household responsibilities, or because
such jobs are compatible with a preferred lifestyle. In all likelihood there
is a combination of all of these factors, and the readily available supply of
women to do these jobs means that employers are not under competitive
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pressure to raise wages in the predominantly female jobs. In the job
evaluation procedures such supply factors are not considered in the
determination of the point scores; they are determined administratively
while the wages may well be market determined, influenced by supply
and demand.

The job evaluation studies (discussed subsequently) tend to find that
females are paid approximately 80 percent of what males are paid for the
same productivity as measured by a job evaluation point score, implying
a gap of .20 reflecting the occupational segregation of females into the
lower-paid jobs. This is consistent with the earlier statement that
occupational segregation is likely to be more important than wage dis-
crimination as a source of discriminatory earnings differentials.

This portion of .20 of the gap attributable to discriminatory occupa-
tional segregation (i.e., about half of the overall gap of .40) is likely to be
an upper bound for three reasons. First, as discussed previously, not all
of the differences in the occupational distribution are likely to reflect
discrimination. Second, a large gap of .20 is difficult to explain as
sustainable under the forces of competition, since employers would be
under profit-maximizing cost pressures to hire mainly into the low-paid
occupations (assuming that the functions are at least somewhat inter-
changeable across the segregated occupations) and this demand pres-
sure should serve to dissipate the discriminatory gap. Third, a pay gap of
.20 for equal productivity as measured by equal job evaluation point
scores reflects not only the undervaluation of predominantly female jobs
(i.e., systematically falling below the pay line) but also the overvaluation
of male jobs (falling above the pay line). To the extent that the redress of
discrimination focusses on raising the pay of the undervalued and not
lowering the pay of the overvalued (and this seems to be the practice
where equal value policies have been instituted, as discussed subse-
quently), then about half (i.e., .10) of the gap of .20 could be attributed to
wage differentials arising out of occupational segregation.!

In summary, the amount of the overall male-female earnings gap of .40
that can be attributed to discriminatory occupational segregation is
likely to be larger than the .05 to .10 attributable to wage discrimination
within the same occupation, but smaller than the .20 attributed to wage
differences between predominantly male and predominantly female jobs
of the same job evaluation point score. A magnitude of .10 was suggested
as plausibly attributable to discriminatory occupational segregation, in
part because this was consistent with the magnitude of wage adjustments
that actually occurred when equal value was implemented through job
evaluation procedures that made comparisons across occupations. This
suggests that of the overall earnings gap of .40, approximately .05 to .10
can be attributed to wage discrimination within the same establishment
and occupation, .10 to earnings differences arising out of occupation
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segregation across occupations, and the remaining .20 to .25 to differ-
ences in other productivity-related characteristics, an indeterminant
amount of which may reflect discrimination outside the labour market.

To some, this assessment (and it is only an assessment, subject to
considerable variability) of slightly less than half of the overall earnings
gap of .40 reflecting discrimination in the labour market will be an
insultingly low estimate of a phenomenon that they see as manifestly
larger in magnitude. To others, especially neoclassical economists, it
will be a gross overestimate, failing to account properly for unmeasura-
ble characteristics, choices that reflect the comparative advantage of the
different groups, and entirely inconsistent with competitive economic
forces in the long run.

Neither of these perspectives can or should be dismissed (as is so
often done by each side in the debate). A large discriminatory gap is
unlikely to prevail, given the forces of competition; however, a gap of
something like .15 to .20 reflecting both wage discrimination and occupa-
tional segregation does seem to be believable in a labour market riddled
by market imperfections and non-economic constraints. And such a
magnitude is not inconsequential when we consider that it is only one of
many possible problems faced by women in engaging in labour market
activities.

Factors Associated with the Earnings Gap

Just as decomposing the overall earnings gap into components attribut-
able to wage discrimination and occupational segregation is extremely
difficult, so is determining the importance of other factors influencing
the gap.'® The problem is compounded by the fact that in the con-
ventional regression technique for decomposing the overall gap, the
portion attributable to wage discrimination cannot be further decom-
posed because the effect of each variable depends upon the magnitude of
the constant term, which in turn depends upon the arbitrary coding of
the units for the different explanatory variables (Jones, 1983). Thus, it is
not possible to say, for example, that .05 of the overall wage gap could be
attributed to the fact that males get a higher return on their education or
training than do females. In spite of these problems, some generaliza-
tions can be drawn from the data, although for almost any of them there
are exceptions in the empirical literature.

The earnings gap tends to be smaller in the public than in the private
sector, and when payment is made through incentive pay schemes. While
females are disproportionately less unionized than males, the male-female
earnings gap tends to be smaller in unionized than non-unionized establish-
ments, at least based on limited Canadian evidence.!”

Differences in labour market experience — in its dimensions of quantity,
quality and continuity — are important in explaining part of the overall
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earnings differential. Being married has dramatically opposite effects,
increasing the earnings of males and decreasing those of females.!® The
importance of continuous labour market experience as well as marriage
highlights the importance of differential household responsibilities in deter-
mining labour market behaviour and remuneration.

The economic return on education tends to be positive and higher for
females than males at more advanced levels of education, but not at early
levels, suggesting that females can improve their position both abso-
lutely and relative to males by acquiring more advanced education.!®

Implications for Policy Initiatives

The previous discussion of the magnitude of the overall earnings gap
attributable to various forms of discrimination can shed light on the
potential effects that various policy initiatives may have on the overall
earnings gap. The mechanisms through which policies would affect
earnings, together with their likely impact, will be discussed in subse-
quent sections; in this section only their potential in terms of the earn-
ings gap is discussed.

Conventional equal pay legislation dealing with substantially similar
work, basically involving the same occupation, has some potential role.
However, that role is limited by the fact that its maximum potential
impact is likely to be on the .05 to .10 of the gap that can be attributed to
narrowly defined wage discrimination within the same occupation and
establishment.

Equal employment opportunity policies dealing with recruiting and
promotion have a larger potential role since they can affect occupational
segregation, which is generally believed to be quantitatively more
important, possibly accounting for .10 or more of the overall earnings
gap. Equal pay for work of equal value, even though it deals with pay and
not employment opportunities, also has a larger potential role since it,
too, can deal directly with earnings differentials arising out of occupa-
tional segregation.?? In fact, equal value policies have been advocated
specifically to enable comparisons across occupations and thereby to
overcome the limitations of conventional equal pay policies, which are
designed for comparisons between substantially similar jobs. The scope
for equal value legislation is likely to be around .10 of the gap (a figure
that is consistent with cases of the actual implementation of equal value,
to be subsequently discussed)?!; however, it could also range as high as
.20 if it ultimately involved pay increases up to those of overvalued male
jobs.

Given that the greater part of the gap can be attributed to factors other
than discrimination as it occurs in the labour market, policies must deal
with factors outside the labour market. Education policies, as well as
those affecting the household division of labour (e.g., daycare and family
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law) are obvious examples, especially given the importance of educa-
tion, experience and marriage, as documented previously. While they
have greater potential for affecting the earnings gap, they are also ones
for which there is greater political sensitivity, in part because of their
potential real resource cost (e.g., daycare) and potential encroachment
on family decisions (e.g., family law).

Changes Over Time

One of the most controversial aspects in documenting the extent of the
discrimination problem pertains to changes in the earnings gap that have
occurred over time. This is important not only to see if the problem is
growing over time but also to determine if competitive and other forces
are dissipating the extent of discrimination.?2 In spite of the obvious
importance of this issue, surprisingly little empirical work has been done
on the topic, in part because of the lack of consistent time series data on
the unadjusted and productivity-adjusted earnings gap.

Based on time series regressions on narrowly defined occupational
wage rate data for Ontario, Gunderson (1976, forthcoming) found that
the gap tended to widen over the 1950s and 1960s; however, it narrowed
somewhat over the 1970s (even after controlling for the impact of equal
pay policies). Based on 1981 census data, Boulet and Lavallée (1984) also
document that the wage and earnings gap has been narrowing
throughout Canada over the 1970s, in part because of the predominance
of younger workers where the gap is smallest. The narrowing of the gap
in recent years also has been documented in a number of international
studies.??

A rigorous analysis of the extent to which the discriminatory wage gap
is changing is complicated by the variety of other factors that are
changing over time. We may have expected the gap to widen over time as
the exogenous supply influx of women, associated with their dramatic
increase in labour force participation, could depress their wages, espe-
cially as the new entrants are likely to be less skilled than average and as
they are compelled to enter firms where discrimination is greater, the
incumbent females having already entered firms that discriminate least.
This may be augmented by the increased competition from the influx of
baby-boom youth and by the possibility that people may “‘purchase”
more discrimination as their wealth increases over time.

In contrast, the gap may narrow for a number of reasons: competitive
forces may dissipate discrimination and monopsonistic influences; the
increased female labour force participation may lead to the accumula-
tion of work experience as well as the dissipation of sex stereotyping and
misinformation; the increased proportion of youth in the labour force
may reduce the average gap, since the gap is smaller for youth; the
increased demand for white-collar workers and their increased unioniza-
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tion may have helped women disproportionately; and policy initiatives
may make discrimination more costly. The fact that many of these
factors were operative in the 1970s, and many of the factors giving rise to
a widening of the gap were more prominent in the 1960s, may account for
the possibility that the gap widened in the 1960s but narrowed in the
1970s. However, in the absence of more empirical analysis of the trends,
and of the relative importance of the myriad offsetting factors that are at
work at this stage, it is only possible to speculate on what is happening to
the gap and why. It is possible, for example, that policy initiatives and
competitive pressures are at work narrowing the gap; however, they have
barely been able to offset the widening pressure associated with the
dramatic influx of women into the labour force.

Expected Future Patterns

The future is even more cloudy. Technological change may create a
bimodal skill distribution with heavy demands for high-tech skills and
for routine and service skills, in contrast to the more unimodal skill
distribution associated with the old smokestack industries. This may
help women, to the extent that they are not as affected by dein-
dustrialization and the decline of the smokestack industries. However,
they may also be adversely affected by office automation and be “ghetto-
ized” into the routine and service jobs associated with the technological
change.

Deregulation, if it occurs in any substantial scale, is likely to benefit
minorities by opening up new jobs (albeit at lower pay) associated with
the new entramts. Trade liberalization is likely to affect women adversely
given their prédominance in textiles and light manufacturing; however, if
accompanied by positive adjustment assistance it will provide the
opportunity to leave declining sectors for expanding ones. Public sector
retrenchment is likely to fall disproportionately on women, both because
of their predominance in public sector jobs and because the extent of
discrimination tends to be less in the public than in the private sector
(discussed previously). In contrast, an expanding overall economy is
likely to help break down discriminatory behaviour and provide dis-
proportionate job opportunities for women and other minorities.

In summary, future labour market developments are likely to have
substantial although contrasting implications for the future of women in
the labour market. The changing circumstances of the labour market
may open up new opportunities; however, there is a strong possibility of
resistance from incumbent workers, whose own jobs and pay may be
threatened.

This suggests the relative importance of developing policies aimed at
employment opportunities to ensure that women have at least equal
access to new jobs. Such policies are likely to be more important than
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those that promote equal pay, at least to the extent that blatant wage
discrimination is less likely in new jobs where traditional hierarchies are
not as established, and to the extent that equal pay policies may make it
more difficult for minorities to accept lower wages in return for the
training and experience opportunities that are the concomitants of the
new jobs. Of course, the same factors that caused discrimination in the
past may be as operative in the new and changing circumstances.
However, firms may be able to substitute female labour for the more
expensive male labour without having to worry about amortizing the
quasi-fixed hiring and training costs of the existing male work force, or
worrying as much about morale problems amongst its male work force,
since traditional hierarchies are not yet established. This proposition —
that discrimination is less in new firms or new working situations — can
be tested empirically. The results would be informative in ascertaining
the extent to which we may expect discrimination to dissipate over time
or with the creation of new jobs.

Boulet and Lavallée (1984, p. 3) also emphasize that future progress in
reducing the earnings gap and occupational segregation should occur as
those younger women, who in the 1970s broke conventional education
and employment patterns, progress through the labour force. In their
words: “Over the next few years, it will be mainly the young women
who, between 1971 and 1981, succeeded in changing female labour pat-
terns who will be able to move up the promotional ladders in their places
of work.” Whether this optimistic scenario will occur or be frustrated by
conventional discriminatory barriers, remains an open question. At
least it can be said that some groundwork for change has been laid.

Equal Pay Policies

Of the two main policy initiatives to deal with discrimination in the
labour market — equal pay and equal employment opportunity legisla-
tion — equal pay has been given the most emphasis in Canada. This
initiative has evolved through a variety of forms, each with a different
potential impact.

Forms of Policy Initiative

Equal Work

Equal pay policies have undergone an interesting evolution in Canada.
The earliest legislative initiatives (e.g., by Ontario in 1951) required equal
pay for equal work, a requirement that significantly hampered the appli-
cation of the equal pay principle, since minor job differences were used
to preclude comparisons on an equal work basis. Comparisons were also
restricted to the same company.
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Substantially Similar Work

The legislation was then broadened to allow comparisons when there
were minor differences, as long as the work was “substantially similar.”
Substantially similar was often defined in terms of the inputs of skill,
effort, responsibility, and working conditions, usually assessed indepen-
dently of each other. That is, the work had to be substantially similar in
each and every component of skill, effort, responsibility, and working
conditions. It was not possible to compensate for a slight shortcoming in
one by applying a greater amount of some other component.

Composite Approach

The “composite” approach requires only that the work be substantially
similar in the composite of skill, effort, responsibility, and working
conditions. This allows a shortcoming in one component to be compen-
sated for by a greater amount of another; as long as they are similar in the
composite they do not have to be similar in each component. This
procedure makes the assessment of comparability more difficult because
it is necessary to have an implicit “shadow price” of the trade-off
amongst the components (e.g., to know if a bit more responsibility
exactly offsets having a bit less skill). This same problem is faced by
interest arbitrators when they have to make wage awards based on
comparability with groups that deviate slightly in terms of some compo-
nents of their work. However, the problem is compounded in equal pay
comparisons, since there is often a rejection of the market-determined
shadow price as reflecting discrimination.*

The composite approach is consistent with basic principles of eco-
nomics, since it allows the components of a job to trade off against each
other. In this perspective, the concept of equal work would pertain to
equality in the total job, not in each and every component of it. This is
consistent, for example, with the way economic principles determine
the valuation of a job. For example, two jobs that pay the same are not
required, through market forces, to require identical amounts of skill,
effort, responsibility, and working conditions, only that the market
evaluations, of each of these components add up to the same total.

While the composite approach is consistent with basic principles of
economics, it does add the additional administrative requirement that
somehow the values of these components have to be traded off against
each other. The market, of course, would be the natural mechanism for
assessing these trade-offs, since that is what markets do all the time as
the supply and demand of each characteristic determines its market
value and these in turn are totalled to get the market value of the
commodity (in this case, the job) in question. Unfortunately, the market
mechanism cannot be used to the extent that the market reflects discrim-
ination; if the market outcome were socially acceptable then there would
be no need for an equal pay assessment in the first place.
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This leaves the composite approach with the added administrative
burden of having to determine, through some non-market mechanism,
the way in which the components of a job can trade off against each
other. In practice, this may not be a great burden since the comparisons
are likely to involve such decisions as whether a small amount of
additional responsibility means that the job cannot be compared to an
otherwise similar job involving less responsibility but more skill require-
ments. This is certainly more manageable than a decision that requires
that a job with, for example, no responsibility but considerable skill
requirements be compared to one with the opposite characteristics.

The composite approach begins to approach the equal value or com-
parable-worth way of assessing equal work, except that the composite
approach conventionally requires that comparisons be limited to jobs
involving substantially the same kind of work. If dissimilar jobs could be
compared, the composite approach would be an equal value approach.

Equal Value

The concept of equal pay for work of equal value basically allows
dissimilar jobs to be compared and considered equal as long as the value
of the job, as determined by a job evaluation scheme, for example, is the
same (or sufficiently close to be considered the same). The procedure
allows comparisons across dissimilar occupations, and is often sup-
ported on the grounds that this broadened scope enables it to deal with
wage differences arising from occupational segregation as well as un-
equal pay within the same occupation. In this way its scope is much
broader than conventional equal pay legislation. While comparisons
across quite dissimilar jobs are possible in theory, in practice the com-
parisons usually have not involved very dissimilar jobs, in part because
the results of evaluation procedures become more tenuous the more
dissimilar the jobs.

Equal value comparisons tend to be regarded as the most extreme
form of intervention on the equal-pay side, in part because they give the
broadest interpretation to the types of work that can be compared since
they are not confined to comparisons involving equal work, or substan-
tially similar work, or work in the same type of job, as long as the
composite of inputs is the same.

Proportionate Value

However, if there is a logic to using the administrative concept of value as
determined by a job evaluation scheme, it would seem illogical (except
on grounds of expediency) to allow comparisons only when the jobs are
of equal value. This would preclude any adjustment, for example, if a job
evaluation scheme found that a female-dominated job had a job evalua-
tion score of 90 percent compared to a male-dominated job, and yet the
pay ratio was only 80 percent. It would appear that, if the job evaluation
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procedure were deemed appropriate for determining the relative valua-
tions of jobs, female pay should be 90 percent of male pay under such
circumstances.

Proportionate pay for work of proportionate value seems to be a
logical extension of equal pay for work of equal value, assuming that the
principle of equal value is appropriate. Even if equal value is not a
correct principle, (e.g., it entails excessive allocative or administrative
costs), political pressures are likely to push in the direction of
proportionate pay if equal value becomes the established norm.

Legislation in Various Jurisdictions

Table 5-2 summarizes the legislation adopted federally and in each
province. All Canadian jurisdictions have some form of equal pay legis-
lation, usually established during the 1950s following the International
Labour Organization’s Equal Remuneration Convention No. 100,
adopted in 1951. Most jurisdictions require substantially similar work for
comparisons, and most allow the composite approach, enabling trade-
offs to be made among the components of skill, effort, responsibility and
working conditions. Five jurisdictions allow for some groups to be
exempt; seven allow comparisons to be made across different locations
but always require that the comparisons be made within the same
company. Most jurisdictions require individuals to make a complaint
before equal pay violations are investigated, with only three having the
legislative agency initiate some investigations; of these only Ontario
and, to a lesser extent, Saskatchewan seem to follow such a practice.
The number of investigations is extremely small in many jurisdictions,
with Ontario and, to a lesser extent, Saskatchewan being by far the most
active. The equal value initiatives, applying only in the federal jurisdic-
tion and Quebec, appear to be applied in a cautious fashion.

Additional Issues Pertaining to Equal Value Policies

Since equal value legislation is likely to be the wave of the future with
respect to initiatives on the equal pay front, it is worth expanding upon
some of the main issues that are pertinent to that policy. The emphasis
here is on trying to clarify some of the issues to reduce the scope of the
debate, and to suggest what the basic principles of economics have to
say about some of these issues.

Job Evaluation Procedures

Equal value assessments are invariably based on job evaluation pro-
cedures,?’ basically involving an assessment of the job in terms of its
components: skill, effort, responsibility, and working conditions. (The
application of this procedure in actual equal value cases was discussed
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previously in the context of the regression procedure for estimating the
“pay line” showing the relationship between pay and point scores.)

Economists, and those opposed to the equal value principle, have
mustered a number of arguments against job evaluation procedures.
While many of these arguments have an element of truth, they also
sometimes overstate the case against job evaluation procedures. It is
true that job evaluation procedures may try to compare dissimilar fac-
tors; however, this is done all the time (e.g., through the market) and
comparisons become more difficult, although not necessarily impossi-
ble, when disparate jobs are compared. It is true that job evaluation
procedures are better able to give relative rankings than cardinal evalua-
tions of worth; however, in equal value comparisons the cardinal value of
female jobs is established relative to another norm, i.e., the value of male
jobs of the same point score. It is true that job evaluation procedures that
simply add up scores across components of skill, effort, responsibility,
and working conditions implicitly weight a point as the same for each
component; however, different weights are attached to components by
specifying different ranges.2¢ It is also true that if the wages of under-
valued female jobs are raised to the equal pay line, then a new estimated
equal pay line would still leave the female jobs somewhat undervalued;
however, this occurs only to the extent that wages in the overvalued male
jobs are not reduced to the equal pay line. In addition, such an iterative
procedure may be an effective way of phasing in the adjustment pro-
cess.?7 Finally, it is true that it is difficult to attach an objective notion of
value to a job (independent of the market valuation); however, the equal
value principle refers to the value of the inputs of skill, effort, responsi-
bility, and working conditions, and not to the value of the outputs, which
can still be determined by market forces.

Economic versus Administrative Concepts of Value

The point about inputs versus outputs highlights what should be, as
opposed to what often is, the focus of the economic debate over equal
value. The equal-value principle focusses on the valuation of inputs of
skill, effort, responsibility, and working conditions. The efficient alloca-
tion of labour resources, however, requires wages to be equal to the value
of an additional unit of output (i.e., the value of the marginal product of
labour). The two may be very similar if essentially all of the inputs in the
production process are included, since the demand for inputs is derived
from the demand for outputs. However, market value is determined at
the margin (i.e., pertaining to incremental units of the input), whereas an
administrative concept of value as determined by a job evaluation pro-
cedure pertains to the average valuation of a job. The administrative
concept is akin to the notion of “value in use” (i.e., a notion of objective
value reflecting the average utility from a service), whereas the economic
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concept of value refers to “value in exchange” (i.e., what we have to give
up to obtain incremental units of the service).

In essence, job evaluation schemes attempt to measure the average
value of the inputs that go into a job, whereas economic efficiency
requires wages to be equal to the marginal value of the output of an
individual. For a given level of production technology and other inputs
(e.g., capital and entrepreneurship), inputs of skill, effort, responsibility,
and working conditions should be a reasonable proxy for expected
output. However, the distinction between marginal and average is cru-
cial, and this lies at the heart of the economist’s concern over equal value
assessments.

Job assessments are done by evaluators who need not take supply and
demand conditions into account directly in assigning point scores to
each job. An assessment will be based on their perception of the objec-
tive worth of the various tasks required to perform a job, and it is likely to
be more indicative of the performance of the average worker rather than
that of the marginal worker, whose preferences are dominant when
forces are set up purely by supply and demand. That is, supply condi-
tions (reflecting the willingness of workers to work in certain jobs) do not
enter directly into the job evaluator’s assessment of the point score to
assign to each job. They may enter in an indirect fashion in that, for
example, certain tasks may be assigned a high point score because few
people want them. Nevertheless, the point score evaluations of each job
are in general based on an administrative (i.e., job evaluator’s) concept
of the average value of a job.

While supply and demand conditions do not enter into establishing the
point score for each job, they do influence the establishment of pay for
the jobs. For example, females may on average be willing to supply their
services to certain jobs because of a preference for the working condi-
tions associated with them, or because of constraints elsewhere, such as
family commitments. If the working conditions for such jobs are given
low point scores by the job evaluators, then, on average, female wages
may be low simply because females are concentrated in jobs with low
point scores. Equal value assessments would do nothing to change the
wages as long as male wages of the same point score were the same.
Similarly, if there were little demand on the part of employers for some of
the skills in predominantly female jobs, then their wages might be low
and equal value would do nothing to change their wages, again as long as
male wages of the same point score were the same. That is, supply and
demand conditions would be allowed to determine wages, and equal
value assessments would not have an effect as long as male and female
wages were the same in jobs with equal point scores.

In the context of the pay line discussed previously, as long as all jobs
were paid according to the pay line (i.e., male jobs were not typically
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above the line and female jobs not typically below the line), then supply
and demand conditions could legitimately determine the distribution of
males and females along the pay line. To the extent that females were
clustered at the low point—low pay end of the line (because of their own
preferences or other constraints such as family commitments), equal
value legislation would not alter their pay.

However, if for the same job evaluation point score, wages were lower
in the predominantly female jobs than in the predominantly male jobs,
equal value legislation would mandate an adjustment, even if the pre-
dominantly female jobs were occupied by persons who willingly sup-
plied their services at the lower wage. It is such disregard of supply
factors that might reflect legitimate preferences that give rise to much of
the concern voiced by economists with regard to the use of administra-
tive, rather than market, procedures for determining pay. The adminis-
trative procedures, being based on a job evaluator’s assessment of the
average worth of job, may ignore the preferences of the marginal worker,
and it is following these preferences that ensures the efficient allocation
of labour. In addition, an administrative cost will be associated with the
job evaluation procedure itself.

This discussion also highlights the fact that the debate over the
viability of equal value legislation has to come to grips with the issue of
having wages determined by the economic forces of supply and demand
(which can certainly reflect discriminatory forces) or by administrative
procedures pertaining to job evaluation. The issue is not unique to equal
pay issues; it also applies to the relative importance of market forces in
the criteria used by interest arbitrators in making wage awards.

The choices need not be mutually exclusive. That is, the use of equal
value job evaluation procedures in select cases may supplement the
market forces by providing information to the parties and perhaps by
dissipating unintended discrimination. After all, job evaluation pro-
cedures are used extensively in private industry (hence they must have
some economic survival value in terms of the information they provide,
and the preservation of such valued functions as internal equity). Con-
versely, the broad application of equal value based on administrative job
evaluation schemes without any attention to market forces is likely to
create significant allocation problems as well as engender subtle market
adjustments that may offset the intended effects, at least partially.

Theoretically Expected Impact

In response to the imposition of anti-discrimination policy (as with any
legislative initiative), firms are likely to trade off the cost of complying
with the legislation against the expected cost of not complying. The cost
of non-compliance in turn depends upon the probability of being evalu-
ated, multiplied by the probability of being caught if evaluated, multi-
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plied by the expected fine (including any image cost) if caught. These
different components of the expected penalty function remind us that the
legal authorities can affect the behaviour of the firm by changing the
components as well as the overall magnitude of the penalty function, and
that the cost of alternative procedures as well as their effectiveness
should be considered in designing an optimal enforcement procedure.

According to basic economic theory, any policy (including an equal
pay policy) that fixes wages above the competitive norm will engender
an adverse employment effect as firms move away from the now more
expensive input and as they reduce their output in response to the cost
increase.28 The magnitude of this adverse employment effect depends
on the elasticity of the derived demand for labour.

In the case of female labour subject to equal pay, the demand elasticity
is likely to be fairly substantial (and hence the adverse employment
effect will be large, at least in the long run) because there is likely to be a
fairly abundant and elastic supply of available substitute inputs, and the
ratio of female labour cost relative to total cost can be high in a number of
female-dominated labour markets. This may be offset, however, by the
fact that many of these jobs are in the public and quasi-public sector, and
hence the cost increase can be passed on to consumers (taxpayers)
without a large reduction in the inelastic demand for the output (and
hence the derived demand for labour). In addition, the substitution of
cheaper inputs can be made more difficult, at least in the short run, by
equal employment opportunity policies.

Raising the wages of females who receive an equal pay adjustment can
also have a number of indirect effects. The opportunities to obtain
training and experience (in return for the lower wages) may be reduced,
and this may inhibit wage growth in the long run. The requirements of a
job may increase and the working conditions may deteriorate because a
higher compensating wage is now paid. (Recipients of equal pay, how-
ever, may welcome the increased requirements and the additional
responsibilities, especially if they expand future opportunities.)

Other wages in the wage hierarchy may also adjust. Obviously, the old
male-female wage differential cannot be restored since this would simply
set off further equal pay adjustments. While there may be some institu-
tional pressure to restore other traditional wage hierarchies, these hier-
archies will likely change somewhat, reflecting the indirect effects of
supply and demand on the related markets. There may be a supply influx
of those who cannot get jobs in the now higher-wage, equal pay jobs, and
this may depress wages in the other sectors. In contrast, the associated
increase in the demand for substitute labour may increase wages in the
other jobs. Hence, equal pay in some sectors is likely to affect the overall
wage hierarchy in an indeterminant fashion.

Equal pay laws usually have a qualifier that the wages of other workers
are not to be adjusted downwards as a result of the legislation. This
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constraint is likely to be particularly relevant to equal value cases where,
as discussed previously, the job evaluation procedures typically found
predominantly female jobs to be undervalued by 10 percent and predomi-
nantly male jobs overvalued by 10 percent (with an overall gap, there-
fore, of about 20 percent for jobs of the same point score). Correcting for
the undervaluation of the predominantly female jobs by raising their pay
to the equal value pay line (which is the typical adjustment that occurred
in the U.S. case) would seem to suggest that the pay in overvalued male
jobs would be adjusted downwards. While the legislation may forbid
such an absolute downward adjustment in the short run, it is likely to
occur, at least in part, in the long run through lower rates of increase in
the predominantly male jobs.

Other subtle adjustments are also likely to occur in response to equal
pay legislation. Firms may engage in subcontracting, especially for
those functions where they are most susceptible to charges of unequal
pay and where the firms or individuals receiving the contracts are not as
amenable to legislative initiatives. Certain product lines may become
segregated and tasks differentiated somewhat so as not to give the
appearance of being substantially similar, and to avoid equal pay com-
parisons. In addition, in their hiring decisions, firms may try to avoid
hiring individuals who they feel may later pressure them for equal pay for
large groups of workers. Firms may also avoid internal evaluations of
their own wage structures (especially job evaluations and equal value
comparisons) for fear that these could be used against them if they did
not rectify any wage imbalances in full. The foregoing are only meant to
be illustrative of some of the subtle adjustments that can occur in
response to legislative initiatives such as equal pay.

Equal Employment Opportunity Legislation

While equal pay policies work on the pay side, equal employment
opportunity policies are designed to prevent discrimination pertaining to
the various dimensions of employment opportunities relating to such
factors as recruiting, hiring, training, promotions, transfers, and termi-
nation.

Existence in Various Jurisdictions

All Canadian jurisdictions?® have such equal employment opportunity
policies, usually embodied in a human rights code, and part of a broader
policy restricting discrimination on the basis of such factors as race, age,
religion, and national origin. In most jurisdictions the prohibition based
on sex was added during the 1960s and 1970s following the International
Labour Organization Discrimination (Employment and Occupation)
Convention No. 111 in 1958.
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The process usually requires that an individual party complain to a
human rights commission. If the complaint is acted upon, the result is
often a lengthy procedure involving investigation, conciliation, and
ultimately a trial-type hearing, with possible appeals to the courts. This
lengthy procedure and the requirement for an individual complaint to set
it in motion can obviously be an inhibiting factor. The fact that the
complaint procedure can generate external benefits to other parties
whose discrimination may also be rectified as a result (and the market
does not require the recipients of the benefits to compensate those who
bear the cost through the complaint procedure) suggests that a less than
socially optimal number of such complaints may prevail. This situation
argues for policies that would enable the authorities to initiate investiga-
tions and apply an award across all relevant employees.

Affirmative Action

Just as equal value legislation is the most extreme form of intervention
on the equal pay side, affirmative action is the most extreme form of
intervention on the employment opportunity side.3® As the name
implies, affirmative action implies more than the removal of barriers and
obstacles; it involves more positive steps, focussing on results, not just
opportunities. It usually involves targets and possibly even quotas, and
can involve reverse discrimination in the sense of favouring minorities
(especially if other things are equal). In practice, affirmative action
involves a number of implementation procedures: the establishment of a
data base on such factors as the sex, occupational distribution, and pay
in the work force, both within the firm and in the relevant surrounding
labour market; the specification of internal targets relative to the exter-
nal comparisons; and the establishment of a schedule and a plan for
achieving the targets.

Affirmative action seems to rest on a number of possible rationales.
First, it may compensate for the cumulative effects of the past history of
discrimination; in such circumstances, equal opportunity may imply a
preferential handicapping to compensate for unequal starting positions.
Second, it may be necessary to break a vicious circle of entrapment
which, when broken, will enable women to acquire the experience,
training, confidence, and responsibilities that will ultimately make affir-
mative action unnecessary. Third, affirmative action may be needed to
combat systemic discrimination which, as discussed previously, was
often the unintended by-product of other activities. Fourth, affirmative
action may be particularly appealing to break down segmentation barri-
ers since it creates an incentive for firms to reach down into the job
ghettos. Lastly, affirmative action may simply echo a policy that reflects
the political pressure of a group that is trying to get its share of the spoils
of the system; in a rent-seeking society such action may be regarded as
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necessary to offset the favouritism that is conventionally granted to
others.

As pointed out in Jain (1983, Sec. 50, ss. 045), all provinces in Canada
except for Quebec and Newfoundland (and Alberta unless there is
cabinet approval) allow the existence of voluntary affirmative action
programs, and do not consider them to be in contravention of the
relevant anti-discrimination legislation. In addition, both the federal
jurisdiction and Saskatchewan can require affirmative action as a
remedy upon finding of discrimination, and Saskatchewan can order
such programs on its own initiative. With respect to native Canadians,
compulsory affirmative action through contract compliance has also
been required in a number of joint public-private megaprojects. Volun-
tary affirmative action programs, often worked out with the assistance of
the government, also exist in a number of large private-sector organiza-
tions, as well as in various elements of the public sector.

Expected Impact of Equal Pay Laws

Equal employment opportunity policies can be expected to increase the
demand for females (and hence their employment opportunities and,
indirectly, their wages). This is in marked contrast to equal pay policies
which, by fixing wages above the competitive norm, can decrease the
employment opportunities of minorities. In that sense, equal pay pol-
icies would be less necessary with effective equal employment oppor-
tunity policies. This implication of basic economic principles is at odds
with the notion that equal pay is a necessary complement to equal
employment opportunity legislation, a notion based on the view that the
latter alone would simply lead to females being hired at unequal wages.
This notion ignores the demand pressures emanating from equal employ-
ment opportunity policies, which can serve to increase both wages and
employment opportunities.

The impact of equal employment opportunity legislation may be off-
set, in part at least, by the fact that the cost increases may lead to
reduced output and some firms going out of business. This, in turn, may
reduce the employment opportunities and hence the wages of the groups
that the legislation was intended to assist. With equal employment
opportunity policies, however, unlike equal pay policies, it is difficult to
avoid the legislation by not hiring the minorities in question, since this
would be interpreted as the very type of discrimination that the legisla-
tion is designed to combat.

The various adjustments in the labour market discussed here are
based on the presumption of profit-maximizing firms responding
rationally to the economic cost associated with the legislative initiative.
It'is possible that such adjustments may not be necessary if the legisla-
tion corrects misinformation problems or sets in motion other forces
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(e.g., improved morale, cost saving elsewhere) that may offset some of
the adjustments. However, it is probably more realistic to assume that
such opportunities were exploited fully prior to the legislation, and that
the normal economic adjustments will ensue, albeit in subtle forms, and
not for some time.

Evidence on the Impact of Legislation

Econometric studies of the impact of anti-discrimination legislation are
replete with the usual array of problems that plague most empirical
studies. There is always the need to control for the effect of crucial
intervening variables. For example, Butler and Heckman (1977) find that
much of the effect of equal employment opportunity (EEO) legislation
tends to disappear when one controls for the reduced minority labour
force participation that occurs at the same time. This reduced participa-
tion raises wages both because workers are in more scarce supply and
because those who remain are the more select group of skilled workers.
Other confounding influences include the large supply influx of women
and youth and the fact that equal pay initiatives may be creating an
adverse employment effect that offsets any employment expanding
effect of equal employment opportunity initiatives. Also, the introduc-
tion of legislative initiatives may be picking up the effect of unobservable
variables that are causing the true change. Lastly, successful legislative
initiatives may lead to influxes of groups who feel their problems can
now be redressed, giving the appearance of more discrimination,
whereas in actual fact it is simply no longer hidden.

While these problems plague any empirical assessment of the impact
of equal pay and equal employment opportunity initiatives, they do not
seem any more severe than those that plague empirical analysis of other
policies. Thus it seems reasonable to conclude that we should put no
less — and no more — faith in these results than in most other empirical
assessments.

Evidence on the Impact of Equal Pay in Canada

Based on pooled-time series and cross-section data for Ontario, Gunder-
son (1975) found that the transferral of equal pay legislation in 1969 from
the Human Rights Code to the Employment Standards Act, which was
done to enhance effectiveness, had no statistically significant impact on
narrowing the male-female wage gap. Any change may not have been
picked up, however, since the data were limited to simply one year before
and after the legislation. Based on a time series analysis of another data
set (albeit limited to Ontario occupations), Gunderson (1976) did not find
any significant change in the time pattern of male-female wages in
response to the legislative change, as reflected by a simple dummy
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variable-shift parameter. This conclusion is reinforced by the use of
a spline function to test for the impact of the legislation over a longer
time period (1946-79) and with a slightly different set of occupations
(Gunderson, forthcoming).

While the extent to which these conclusions can be generalized
remains open to question, it seems safe to say that the empirical analysis
has not shown conventional equal pay legislation to have had a signifi-
cant impact in narrowing the male-female earnings gap. This, of course,
does not imply that the legislation has not had an impact on some groups,
but rather that its impact does not seem to have had any appreciable
effect on narrowing the overall male-female earnings gap.

Evidence on Equal Value Initiatives

The effect on specific groups can be illustrated by a number of equal
value cases that have occurred.3! A job evaluation study for the State of
Washington (Willis, 1974, 1976), for example, found that the pay in
predominantly female occupations was approximately 80 percent of the
pay in predominantly male occupations with the same job evaluation
point score. Subsequent analysis suggested that the cost of raising the
pay of the predominantly female undervalued jobs to the pay line would
be $37.9 million, and a subsequent court decision indicated that approxi-
mately 15,500 employees were involved (United States, Bureau of
National Affairs, 1983) for an average adjustment of approximately
$2,445.

A job evaluation of municipal workers in San José, California, also
found that female jobs were paid 2 to 10 percent below the comparable
worth line and predominantly male jobs were paid 8 to 15 percent above
comparable worth, implying an overall gap of 10 to 25 percent between
jobs of the same point score. The actual settlement to bring the pay of
750 women in undervalued female-dominated jobs to the pay line was
$1.4 million, implying an average adjustment of $1,867 (Bunzel, 1982,
pp. 77-79). A job evaluation of Minnesota state employees3? also led to a
budgetary appropriation of approximately $21.7 million to raise the pay
of its 8,225 employees in undervalued female jobs, implying an average
adjustment of $2,638.

In the federal jurisdictions in Canada, most equal value cases involved
only a small number of persons or dealt with discriminatory classifica-
tion systems, or they could have been handled under conventional equal
pay legislation. However, in 1980, 475 librarians received a settlement
that involved an annual ongoing adjustment of approximately $1 million,
or $2,105 per person, when their jobs were compared to predominantly
male historical researchers. In 1982, 3,300 general service workers
received a settlement that involved an annual ongoing adjustment of
approximately $8 million, or an average of $2,424 per person. This
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represented a 20 percent increase in the wages of the female-dominated
subgroups, an increase that was larger than in most U.S. equal value
adjustments, because the Canadian adjustments involved raising the
female pay line to the male pay line rather than to the average line (of
both sexes).33

These figures are only meant to illustrate the magnitude of the adjust-
ments involved in the actual implementation of equal pay for work of
equal value for workers whose jobs have been assessed by a job evalua-
tion scheme. The adjustments typically involve raising the pay of under-
valued female jobs by about 10 percent or $2,000-$3,000. What this has
done to the overall earnings gap in each of the relevant jurisdictions
remains an empirical unknown.

In summary, while conventional equal pay assessments have involved
adjustments in individual cases, aggregate analysis does not indicate any
narrowing of the overall male-female earnings gap in response to equal
pay legislation. This is based on a limited number of studies and on
Ontario data only. Equal value assessments through job evaluation
procedures have involved adjustments typically in the neighbourhood of
$2,000-$3,000 per person for sizeable groups; however, aggregate stud-
ies have not analyzed the impact of equal value assessments on the
overall earnings gap. Overall, then, we really do not have sufficient
empirical evidence to determine whether or not equal pay legislation has
had any impact on the overall earnings gap, except perhaps that the few
studies that have been done do not reveal any such impact.34

Evidence in the United States

The actual impact of various forms of equal employment opportunity
legislation have been extensively analyzed in the United States with
respect to both Title VII (the Equal Employment Opportunity (EEO)
title) of the Civil Rights Act of 1964 and Executive Order 11246 and its
amendments, which require affirmative action on the part of the employ-
ers involved in federal contracts. The EEO legislation forbids both wage
and employment discrimination, while the federal contract compliance
requires affirmative action with respect to employment and upgrading
opportunities in those firms that have federal contracts.

Any summary of such an array of econometric studies involving
different data, methodologies, and presentation of results is of necessity
going to miss some of the detail and qualifications. However, some
generalizations do emerge from the studies.

As Table 5-3 indicates, the impact of equal employment opportunity
legislation on the earnings of minorities (usually relative to their major
group counterparts) has been mixed; certainly no clear consensus emer-
ges. With respect to women — the focus of our analysis — the results
are also mixed, with significant gains found in Beller (1976) and insignifi-
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cant or small gains found in Beller (1979 and 1980) and Leonard (1984c).
Leonard (1984a, p. 151) also states:

Title vi1I litigation leads to sometimes negative but generally insignificant
changes for white females, but to a moderate and significant improvement in
the employment of blacks. . . . The demand shifts for females may simply
be swamped by the ongoing massive increase in labour supply. In addition,
many of the early Title viI cases focussed on racial rather than gender
discrimination. The apparent ineffectiveness of anti-discrimination policy
in providing female employment remains an interesting question for
research.

As Table 5-4 indicates, with respect to affirmative action under the
federal contract compliance program, the results are more in agreement.
The legislation has had a significant impact in improving the position of
black males, although the results for black females are mixed. White
females, however, appear to have suffered losses as a result of the
affirmative action initiatives, at least in the early years, presumably
because the programs concentrated on black males.

Leonard’s (1984c) study also indicates that affirmative action has been
helpful in improving not only the employment opportunities of minor-
ities, but also their occupational upgrading. This latter conclusion on
upgrading is in contrast to the earlier studies, which indicated that while
affirmative action usually improved the employment opportunities of
minorities, such gains were concentrated in low-skilled positions
(Ashenfelter and Heckman, 1976; Goldstein and Smith, 1976; Heckman
and Wolpin, 1976). Leonard attributes the difference to more aggressive
enforcement procedures in recent years and to the increasing supply of
highly educated blacks by the late 1970s.

Although not shown in the summary tables, the empirical studies
often provide other information relevant to the effectiveness of the
legislation. The legislation tends to be more effective in an expanding,
growing economy than in a recession (Beller, 1982; Leonard, 1984d). The
legislation is also more effective when it is aggressively enforced (Beller,
1982; Leonard, 1984c, d). With respect to enforcement procedures them-
selves, increasing the probability of paying a penalty if found in violation
had a stronger effect on reducing discrimination than did increasing the
probability of being charged (Beller, 1979, 1982). Negotiated goals in an
affirmative action procedure also seem to have an independent impact
on subsequent results; higher goals, although not usually attained, do
lead to greater employment opportunities, suggesting that this costly
negotiation process yields some results (Leonard, 1985). Beller (1978)
also found that the employment provisions of EEO increased both wages
and employment opportunities while the wage provisions reduced
employment opportunities. The legislative initiatives also appear to have
had a differential impact within minority groups, usually benefiting black
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males, possibly at the expense of females (Goldstein and Smith, 1976;
Heckman and Wolpin, 1976; Leonard, 1984a, c, d). Leonard (1984b),
however, indicates that affirmative action has benefited both the lower-
and higher-educated black males, so it has not led to an economic
bifurcation of that minority community, at least on those grounds.

Discussion

The previous discussion suggests that there is both a scope and a role for
equal pay and equal employment opportunity policy initiatives. Both
theoretical reasoning and empirical evidence suggests the possibility of
at least some discrimination in the labour market, although the magni-
tude of the extent of discrimination emanating solely from the labour
market is subject to considerable controversy.

In both theory and practice, policy initiatives were shown to entail
certain unintended effects as subtle market adjustments occurred, espe-
cially in the long run. In many instances, however, the initiatives did
have their intended effects and these positive benefits have to be
weighed against the costs of the policies, including possible adverse
effects on other employees.

Equal employment opportunity policies were seen to have a number of
possible advantages over conventional equal pay policies. The scope of
the former is likely to be larger than the scope of conventional equal pay
since occupational segregation is more important than narrowly defined
wage discrimination. Equal employment opportunities can also increase
both the wages and the employment opportunities of minorities, while
equal pay is likely to decrease their employment and training oppor-
tunities. Equal employment opportunity legislation cannot be avoided
by simply not hiring minorities, while this is more feasible under equal
pay. In its stronger form of affirmative action, equal employment oppor-
tunity legislation can also break down barriers and job ghettos and it may
set in motion its own forces (e.g., accumulation of experience, correc-
tion of misinformation, rationalization emanating from cognitive disso-
nance working in favour of the new employment decision) that can have
cumulative effects favouring minorities, once their position is better
established. In addition, equal employment opportunities can facilitate
the acceptance of women in the new jobs that are likely to emerge in
association with the changing structure of the economy.3>

To a certain extent this predisposition toward equal employment
opportunity policies over equal pay policies reflects economists’ prefer-
ences for initiatives that expand choices and opportunities, that mini-
mize distortions of market prices, and that facilitate market adjustments
and the matching of the right people to the right job. However, it is also
based on the realities of how markets adjust, often in subtle fashions, to
policy initiatives.
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While the analysis in this paper leans toward equal employment
opportunity policies over equal pay policies, it does not suggest the
abandonment of equal pay policies. In fact, it suggests that those juris-
dictions that do not allow a composite comparison in equal pay should
adopt a composite approach to allow differences in skill, effort, respon-
sibility, and working conditions to trade off against each other so that
only similarity in the composite of these factors (not in each and every
one of them) be required for jobs to be considered similar. In addition to
being more consistent with economic principles, the composite
approach is a step in the direction of equal value legislation and would
help test the waters in this relatively uncharted terrain.

Equal value legislation itself is a quantum, not a qualitative, change in
policy orientation, not so much for the reasons commonly thought by
economists, but because it involves administratively determined con-
cepts of value (that can be quite independent of market forces) as well as
administrative costs associated with job evaluation. In part for this
reason its current application has been restricted largely to the public
sector, where the impact of market forces has already been blunted.
Extending the concept in a large way to the private sector would be a
dramatic move.

Before such a move is taken, it would seem to make sense to have
more information on a number of factors, such as its impact in those few
places where it has been applied and the impact of moving to the
composite, which is a step in the direction toward equal pay. In addition,
it is important to have a more reasoned debate over the pros and cons of
administrative versus market procedures for wage determination. Cur-
rently, the debate seems to be at the level of polemics, with rejection of
equal value by economists (because it seems to reject the market) and
acceptance by supporters (because it advances the cause of women).
The discussion would be related to the current debate over how
arbitrators should try to set wages in the public sector. Lastly, equal
value has to be assessed according to a broad set of program-evaluation
criteria: the control of administrative costs; the attainment of target
efficiency (helping the target group without having the benefits spill over
into the hands of the non-target group); the attainment of allocative
efficiency; the provision of non-demeaning benefits; and the attainment
of flexibility over time.

While equal value legislation, effectively applied to the private sector,
would be a quantum change in policy, affirmative action (even though it
is the more extreme form of intervention on the equal employment
opportunity side) is amenable to a staged approach where its effects
could be monitored. In addition, it has the advantages of working
through the employment opportunity side of the picture (as previously
discussed) and we have considerable experience from the American
scene from which to utilize its best features and abandon its worst.
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As a minimum, more experimentation with variants of affirmative
action in different sectors of the economy would seem appropriate.
Affirmative action is not a new phenomenon on the Canadian scene,
already existing in the hiring of Canadians in universities and bilingual
personnel in the federal civil service. It could be extended somewhat, for
example, to the federal civil service or even to Crown corporations, the
latter providing a good experimental bridge between the public and
private sectors.3¢

With respect to labour market policy options, more attention should
also be paid to the effectiveness of the different components of the
penalties firms face if they ignore the legislation (i.e., the probability of
being evaluated, or caught if evaluated, or fined if caught). This analysis
would assist in developing an optimal enforcement policy for those
programs that are pursued.

Obviously a more complete assessment of the pros and cons of these
and other policy initiatives in the discrimination arena would entail other
considerations such as administrative costs (particularly important for
affirmative action and equal value options), the flexibility of the policies
over time, and the extent to which the benefits to recipients may be
demeaning. In addition, discrimination in the labour market must be
viewed in the larger context of decisions outside of the labour market
(e.g., in households and educational institutions) which affect, and are
affected by, labour market behaviour. This is especially important so as
to avoid exclusive or even primary reliance on the labour market to deal
with what may be the symptoms as much as, or more than, the causes of
a deeper malaise. This suggests that an arsenal-of-weapons approach is
likely to be more effective and less disruptive than reliance on any single
policy initiative or on policy initiatives exclusively in the labour market.

Notes

This paper was completed in July 1984, although a few factors were updated in December
1984.

For helpful comments and discussions I am indebted to John Campbell (manager, Equal
Pay Policy, Labour Canada), Victor Fuchs (Stanford and National Bureau of Economic
Research), Jonathan Leonard (Berkeley and National Bureau of Economic Research),
Frank Reid (University of Toronto), Craig Riddell (University of British Columbia),
Roberta Robb (Brock University), other members of the Research Advisory Group of the
Royal Commission on the Economic Union and Development Prospects for Canada, and
three anonymous referees. I am also indebted to Gerlinde Horak for helpful research
assistance.

1. This is emphasized in Johnson and Stafford (1974); McDowell (1982); Mincer and Ofek
(1982); Mincer and Polacheck (1974); Sandell and Shapiro (1980); and Polacheck
(1975a, 1975b, 1978, 1979).

2. The longer expected tenure of males with a given firm also implies that males may
accumulate more firm-specific skills and that firms may pay males a wage premium to
reduce turnover and hence the loss of such firm-specific skills. In other words, some of
the male-female wage differential may reflect rents that males can obtain for their firm-
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10.

12.
13.

14.

15.

specific skills even though their productivity in the next-best alternative activity may
be equal to that of females (Handa, 1984).

. The reasons for the initial segregation are not always clear. It may reflect, for example,

a perception of women'’s work or of their career potential, or their expected labour
market performance.

. Foradiscussion of the relevance of the dual and internal labour market perspectives to

the issue of discrimination, especially with respect to the personnel policies used by
employers, see Jain (1982) and Jain and Sloane (1981). Robb (1984b) discusses the
importance of internal labour markets in equal value assessments, pointing out that
job evaluation procedures may be used to assess value when there is no well-devel-
oped external market (e.g., for firm-specific training).

. A neoclassical economic critique of the argument is that it requires cartel-like

behaviour on the part of employers, and that this is not reasonable in an economy of so
many employers.

. This may reflect, for example, wage-fixing legislation, union wage fixing, or a con-

scious policy on the part of the firm to reduce turnover (so as to reduce the loss of firm-
specific human capital) or to have a mailing list of applicants from which to choose.

. Monopsony models of discrimination are discussed in Gordon and Morton (1974);

Gunderson (1980a); and Madden (1972).

. Statistical and signalling models of discrimination are given in Aigner and Cain (1972);

Lundberg and Startz (1983); Phelps (1972); and Stiglitz (1973), with an excellent
summary in Cain (1983).

. The various mechanisms through which marriage has a differential impact on male and

female labour market behaviour is discussed, for example, in Block (1982, p. 108) and
Breton (1984).

Meis and Scheu (1973), for example, cite Canadian evidence indicating that when
women engage in labour market work they retain most of their household respon-
sibilities, while husbands increase their household activity by about one hour per
week when their wives are in the labour force. Fuchs (1984) indicates that the sharp
increase in market hours of work of women in the United States has not been offset by
a comparable decrease in non-market work and this is one of the reasons for the
decline of women’s access to goods and services and leisure, relative to men, between
1959 and 1979. The importance of household responsibilities in affecting the labour
market behaviour of women also is emphasized in Cain (1983).

. Boulet and Lavallée (1984, p. 67), for example, provide evidence from the May 1981

Canadian Labour Force Survey, indicating that while total absenteeism was slightly
higher for females than males without children or with school-age children only, it was
approximately seven times higher for females than males with pre-school children.
These and other factors are discussed in Gunderson (1985).

The technique, and a version involving an interaction component, is discussed in
Boulet and Rowley (1977). Recently, a number of studies have also proposed reverse
regression as a technique for measuring the extent of discrimination, e.g., Kapsalis
(1982) and Roberts (1980) and the references cited therein. Basically, the argument is
that discrimination exists when persons of the same earnings have different endow-
ments of productivity-related factors. Goldberger (1984) provides a formal critique of
these models and Cain (1984) a non-technical discussion.

A more detailed assessment of each of these studies, from which this section draws, is
given in Gunderson (1980b). This source also contains an analysis of a number of other
Canadian studies whose methodologies did not enable the calculation of comparable
unadjusted and adjusted earnings ratios. Gunderson (1980a, Appendix A ; and Gunder-
son and Reid, 1981) also discusses the pros and cons of various Canadian data sets that
could be and have been used to analyze male-female earnings differentials. Because of
data limitations, the various studies focus on measures of income or earnings and do
not deal with fringe benefits. The theoretical importance of fringe benefits in the area of
discrimination is discussed in Gunderson and Reid (1981), as are the data limitations.

It can be argued that redress of discrimination involves closing the full gap of .20 since
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16.

18.

that is in fact the male-female wage gap for the same job evaluation score. That is a
valid interpretation that would involve using the upper bound of .20 as the measure of
the wage gap attributable to occupational segregation. However, that gap would reflect
both nepotism (i.e., the overvaluation of male jobs by about .10) and discrimination
(i.e., the underevaluation of female jobs by about .10). To the extent that the legislation
deals with the elimination of discrimination through providing equal pay for work of
equal value (defined as being on the equal pay line), then the gap of .10 could be taken
as a valid measure of discriminatory occupational segregation. It would involve paying
females their competitive wage as reflected by the equal pay line, but not the over-
valued male wage. In addition, presumably, the overvalued male wage was sustained,
in part, because of the underpayment of females. If females are now paid the competi-
tive wage (i.e., the pay line), then there would be cost pressures to reduce the
overvalued male wage (dynamically through lower wage increases) to the competitive
norm. Thus, elimination of the .10 portion attributable to discrimination in the long run
would put pressure to reduce the .10 portion of nepotism, albeit other adjustments
(such as the reduced hiring of females) may offset some of the pressure. In essence, the
.10 figure can be taken as a rough measure of the gap attributable to discriminatory
occupational segregation, although the figure would be larger (up to .20) if com-
parisons with the favoured occupational position of males were made.

These generalizations, their exceptions, and the empirical studies from which they are
made are discussed in more detail in Gunderson (1980b).

. A more thorough assessment of the potential and actual impact of unions in this area is

contained in Gunderson (1985) and Jain and Sloane (1981, chap. 6). The latter study
outlines a number of restrictive practices of unions that have worked against minor-
ities; however, after reviewing the empirical evidence, they conclude that Canadian
and British unions seem to have narrowed the male-female earnings gap, but this was
not true for American unions, in part because they have recently concentrated on
improving the position of blacks relative to whites. However, they indicate that in the
United States, the effects are relatively small, they differ considerably by union and
region, and the results are not robust across studies. Clearly, this is an area in need of
additional research, especially in Canada, where, because of data limitations, there
has been so little empirical research on the impact of unions in general. While not
controlling for possible impact of other factors, gross data on the average hourly
earnings of females relative to males in Canada in 1981 indicates a ratio of .86 in the
unions sector and .75 in the non-union sector (Statistics Canada, 1984, p. 10).

A number of empirical studies have tried to control for the effect of marital status by
running separate male-female wage regressions on subsamples of workers for whom
the effect of marital status is minimized (e.g., single females 30 years of age and over
versus all males in Robb, 1978, and single males and females 30 years of age and over in
Stelcner and Shapiro, 1980). Block (1982, p. 111) also makes some gross-earnings
comparisons indicating that the average earnings of never-married males and females
is virtually identical, suggesting that it is marital status and not labour market discrimi-
nation that gives rise to sex differences in earnings. However, Block did not control for
age and experience and an examination of the original data source indicates that the
average age of women was higher than that of men, suggesting that women of the same
age and experience are paid less than men (Alexander, 1984, p. 27). Also, while such
comparisons are informative in indicating the differential effect of marital status, they
suffer from a potentially severe sample selection bias, in that never-married males and
females differ in some important unobservable characteristic that affects their marital
status. For example, never married females may be a select group of career-oriented
females, whereas such a characteristic may be a negative signal with respect to males.
Econometrically, such a bias could be corrected for by estimating a probit function for
the probability of being in the particular marital status and using this information to
derive a correction term (inverse Millis ratio) that is used as a separate variable in the
wage equations.

. It could be, however, that the higher returns to females at higher levels of education

simply reflects a selectivity bias in that those who do acquire the higher education are
different from males in some unobservable characteristic that is positively correlated

Gunderson 259



20.

21.

22.

23,

24.

25,

26.

27.

28.

with their earnings as well as education. They may, for example, have more per-
severance as evidenced by their overcoming obstacles to their acquiring higher educa-
tion.

As pointed out in Robb (1984b, p. 21), equal value legislation may not deal with wage
differentials arising out of occupational segregation whereby women are simply segre-
gated at the low productivity jobs or if there are no predominantly male jobs for
comparisons.

The Aiken Plan job evaluation procedures used in the federal public sector also tended
to find that about .10 of the .40 gap could be represented by sex discrimination in pay
for work of equal value (Campbell, 1984, p. 6).

To argue that competitive forces should lead to the elimination of discrimination over
time is to beg the question of why discrimination could have arisen in the first place,
given that the forces of competition have presumably existed for some time. To a
certain extent, the labour market may be more competitive now than, say, in the 1950s
because of improved communications and mobility. In addition, the growing numbers
of women in the labour force may make it more profitable for firms to utilize women in
place of comparable but more expensive males. Nevertheless, it is important to
recognize that a change in discrimination emanating from competition requires a
change in the level of competition, and it is not obvious that this has occurred.

These studies are discussed in Gunderson (1980b). Evidence from the United States
does not point to an improvement in the earnings of women. Fuchs (1984) indicates that
the average hourly earnings of women relative to men fell slightly between 1959 and
1969 and Cain (1984, pp. 23 and 130) cites similar evidence for full-time annual earnings
from 1939 to 1982 and for wages from 1975 to 1980.

In theory, the shadow price for each characteristic could be estimated by the hedonic
technique used in econometrics. Basically, the technique involves regressing the price
of a commodity on measures of its characteristics. The resulting regression coeffi-
cients are interpreted as the shadow price of the characteristic because they indicate
the change in the price associated with a united change in the characteristic. Thus, if
we regressed the wage in a job against various measures of the characteristics required
to do the job (e.g., skills, effort, responsibility, and working conditions) the resulting
regression coefficient would give the market evaluation or shadow price of changes in
each of the characteristics.

The use of job evaluation procedures to determine equal value is discussed in a number
of sources including Jain and Sloane (1981); Livernash (1980); Treiman (1979); and
Gunderson (1984).

Also, Ehrenberg and Smith (1984) find that the estimates of comparable worth gaps are
relatively insensitive to the functional form of the earnings equation and to whether
total job points are broken down into individual factor point scores. Their analysis is
based on their own estimates of earnings equations relating pay to point scores based
on the original data of a number of comparable worth studies in Connecticut,
Minnesota, and Washington.

Of course, if the adjustment involves eliminating discrimination defined as the gap
between the male and female pay lines (rather than simply raising female wages to the
average pay line), this issue would not occur. Also, phasing-in obviously could be
accomplished by other methods such as dividing the correction from the female to
male line into segments applied on an annual or other suitable basis.

If male and female workers are in fact perfect substitutes in those particular jobs where
equal pay is applied, then the application of full equal pay theoretically would result in
the demand for females disappearing completely. Realistically, the degree of sub-
stitutability would be inhibited somewhat by such factors as equal employment
opportunity policies, by the employers desire to retain their work force to spread
quasi-fixed hiring and recruiting costs, and by the fact that they may not be perfect
substitutes in production. Nevertheless, the fact that equal pay legislation, where it is
applied, is designed to deal with cases where males and females presumably do the
same work suggests that the degree of substitutability can be substantial, especially in
the long run. As pointed out by Robb (1984a), an adverse employment effect is likely to
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occur whether the wage differentials are correctly or incorrectly diagnosed as being
discriminatory. The latter could occur, for example, if the wage differential reflected
short-run rents, compensating differentials, or pre-labour market discrimination. A
more complicated set of adjustments for public sector labour is outlined in Ehrenberg
and Smith (1984).

29. Details of the Canadian legislation, including its history, current practice, and judicial
and administrative interpretation, are provided in Cook and Eberts (1976); Jain (1982
and 1983); and Tarnopolsky (1982).

30. These policies are analyzed in more detail in Gunderson (1985), especially in the
context of their application to Crown corporations.

31. These cases are discussed in more detail in Gunderson (1984). Unfortunately, the cases
do not provide systematic information on such factors as situations brought before
authorities when no wage adjustments were made or when cases did not warrant
remedial action.

32. This information is contained in a memorandum from the Minnesota Council on the
Economic Status of Women, Update-Pay Equity for State Employees, 1983, which is
an update of their earlier report Pay Equity and Public Employment, (Minnesota,
1982). The number of women involved was obtained by personal communication with
the council.

33. Correspondence from John Campbell, manager, Equal Pay Policy, Labour Canada,
August 1984.

34. A recent empirical study (Ehrenberg and Smith 1984) has simulated the expected
employment effect of a 20.0 percent comparable worth wage adjustment for all state
and local government female employees in the United States. They find an expected
2.0-3.0 percent decline in female employment, a result they consider surprisingly
small according to their own prior expectations. As they point out, further empirical
work basedon better data sources may refute their estimates; nevertheless, in the
absence of such information, it seems reasonable to take their finding at face value.

35. As Robb (1984b, p. 22) points out, however, while equal employment opportunity
policies are likely to be helpful for new entrants, they may do little to improve the
position of the existing female work force who are unable or unwilling to change
occupations.

36. The characteristics of Crown corporations and their relevance as a laboratory for
implementing and evaluating labour market policies is discussed in Gunderson (1985).
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