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L. Introduction’

Thus paper presenis evidence an the evolution of unemployment in Argentina for the period 1974-1993,
Argenting his been iradisienally a couniry with reluiively low unemployment rates: although the fear of incrensing
s of joblessness has been in tie mind of government and politiciam for very kong.

As in the US and mos: Enropean countries, the unemployment rate {U) hus risen steadily during the period,
being below 5% before 1985 on average, rising o 7% unill 1992 and surpassing 10% In the last three houschald
surveys taken in 1993 and 19949, Table | compares the rale to other countries showing that except for Japan whth
Hyee Jerwest rales of nnemployment, Argentina presents very low rates, that just star 1o rise stenificantly after 1984,

TABLE |
Unemployment rites fn eight countries
1974.78 1%78-33 198458 1989-93
Arpeni 7 32 4.1 6.9
Cinrucla 7.1 80 9.5
Fronce 4.3 7.2 151
Germany 32 4.8 6.6
Japan 1.9 23 iz
Spakn 4.6 13.3 0.3
United Kingdom 5.1 9.0 0.5
Uniced States 6.9 7.9 .6

Seurce: For Argentina the data refers to the unemplayment rate in Seplember of each year a5 reported in
Ihe Permanest Housshold Survey for Grester Buenos Aires, For the rest of te counirles the souree is OECD,

Ecenomic Curloak, several sssues,

Figure | presents the evolution of the unemployment rate during the period: it follows an increasing irend
as just oodiced, with several penks each suceessively greater than the previous one.  The M peak, with an
unemployment raie of &% in 1976, eoincided with 2 recession as zeen n Figure 2 that shows GDP per capita {or
Argentina during the same period. In the second peak, in 1981, U increases o more than 5% coinciding with a
recession thal hegan in 1980 and continued ontil 1982." The third peak in 1985 where U resched dgain 5%
coincided with anmber drop in GLDP per capita as did the fourth peak in 1989, wilh unemplayment surpassing 7%.
The last penk, In 1993 with unemployment o around 10'%, however, |s the first In this period of e that does
ot xcompany o recession.  To the contrary, it accompanies the highes: incrense in GOP per capita of the whole

period,

"'We thank Luis Andrés: for valuable assistarce in gathering and processing dota,  We are also grateful 1o
members of The Permanent Hougehold Survey from INDEC tn providing data and helpful comments. Al remadning
EFTOfS e Ours.

T Although we use the erm Argenting throughout the paper, the daia i3 from Captial Federal and Greater Buenos
Adres area, where the most complete st of daga is availoble, The excuse for using the term Argentina lies in the
fact that this area comprises 48% of the lotal population af e coondry, prchices more than 60% of Mational GDP
anek the available labor force statistica for the whole country match the evolution for Buenos Aires,

! I is difficull to take simply about “recessions” during ihe B¢ In Argentine. As can be seen from Figure 2,
the GDP per capita deorease since L9830, just began to recover since 1991,
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This article siudics the determinants of both secular and cyclical increase ih unemployment In Argentina
since 1974, The first objective is 10 documend the “stylized facts” aboul unemployment during thia pericd.  Much
of the work of 1his paper has been to gather almost in an economic history fashion data that was scaniered, almost
never used serfously, hidden by govermment officials and never nterpreted before.  The second objective is 1o
establish the imporiance of available theories of unemployment on the light of the Argentine svidence, [ does not
provide complete answers to the reasons for the inerease in unemployment but it does |dentily avenues for further
research.

The dain we wse come from multiple sources,  Firsd, we have microdasa tapes from the Permanent
Household Survey from 1985 antil 1993 (October each year) for the Greater Buenos Aires area (GBA), The data
containg information on lsbor foree stalus, wages, ineome and socindemagraphic characteristics of individuals and
fheir families, These dala i elaboraied by the Mational Instiiwe of Statistics in’ Argenting (INDEC) amd i s data
Uit has nover boen used a5 lime series cross-sections a5 in this arlicle. The drawback is that we do nod yet count
with the full cross-sections of data since 1974, but we were able (o count with some tabulations that permitied us
fo canduct part of the sy for the whole period 74-93, Second, we complement this household daa with vacancy
data eheainied from INDEC based on newspapers advertisings on jobs wanted. Lasily., we use duia from an
indlusirial survey, also claborated by INDEC, showing employrent shares and their vanishility in manulacturing.

The literalure on the determinans of unemployment s not well unified for the purposes of empirical
implementation.  On the: one hand, there are macroeconomic theories that shudy the cyelical behavior of
unemployment, within the framework of Phillips curve type of models (Locas (1973), Barro ( [978)), modeis with
stagpered contracts thal prevenl real wages (o mijust immedintely following a shock, and models with rend shocks.
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There iz an intermediate view that relates unemployment, not only o cyclical shifs, but 1o changes In sectoral
demand (Lillien {1962), The microeconomic literature emphasizes labor supply aspects of unemployment, being
i the form of changes in labor force participarion of individuals or search models that emphasize how changes in
wages and/or income affect optimal decisions by individuals w remain voluntanly onemployed,

In this paper, we do not take a position on the theory of unemployment 1o apply 1o uncover the reasons
fore T8 increase.  We rather-begin with a simple definition of unemployment changes as function of the different
labor market flows (see Marston 1976).  In this reduced form model we are trying o encompass the different
partial models available on the literature:

(AU =fp,. P, PP, P P

where P, = flow from state | into state §, and where & indexes employmeni. o unemployment, and n, oul of 1be
labor force. I merkets Function perfectly, withoul delays, wage rigidities or other imperfections, we will have no
change in unemployment. To generate changes in unemployment all the unemployment models assume thal these
flows will change {31 least temporarily) i thers is an increass in supply of labor that is nol immediastely secompanied
by an increase in demand or fall in wages. This dependence will depend on the model considered but are wsually
due 1o institutionnl factors in the fabor market that prevent real of nomibnal wages (o ndjust at all time periods 1o
expess Uemand or supply.

The necessitated increase in wages o ¢lose the gap between supply and demand of labor tajes time and
mayhe is pever fully achicved ziving the presence of unions, rigid labor legislation, minimum wages, or privaie
decigions of firms thal poy-above market-clearing wages fo mofivate the labor force, These lant considerations give
rise (o owhat Stglite {19860 and Yellen {1984) call “elficlency-wage™ models of unemployment.

Hesnice, the change in e unemployment sote is the result of adjustments 1o changes in demand andfor
supply of employment in the economy.  The toal fiow into uwemployment is P, = P 4+ P,. Thai is. this
irasisition increases either §f the inactive population decides to enter the labor foree amd docs not find employment
andlfar if the currem employed popolation is fired or quits its cmployer.

Thee measured unemplayment rale 2l a paint fn e however, measures the proportion of the labor force
hecaming unemploved per period times the average duration of an unemployment spell. In this sense, one can Tinvd
ihat the proportios becoming unemployed has not changed bul ihat the same people remain unemployed were time.

While o huitd 2 theoretical model one aeeds o simplify and concentrate on the key assumptiong thot lead
to o by poilsesis, when doing empirkcal work one keeps in mind all the possible determinants, wd hence theories that
could have contribuied 1o the observed changes in unemployment. There are only a handlul of studies that used
this approach, mayhe because of prior information that led tesearchers 1o use one maodel in favor of others or
because af the inhotent difficulty in building a complete model, At the end of the paper, we suggest possible
avenues 1o birild @ general equilibrium model that takes Into account how different types of shocks affect the derived
demanid for labor, lahor supply of individuals, and hence il some imperfections exist, also wnemployment will be
affevicd.

The paper will proceed as follows, Section 2 analyzes the evolution af unempldyment due to increases
in the rate af entey inie unemployment and to longer spells of unemployment, Sections 3, 4 and 5 siudy labor supply
explamations ol the increase in (he unemployment rate. Although there are no gond models that link changed labor
foree parlcipation Lo upemployment, we can describe the Tacts from the data, Section 3 examines compositional
of demographical shilts in labor force participation and unemployment, showing what unemployment weald have
been without demographical changes in labor force panticipation rafes,  Section 4 stedies the changes in the mte,
fews and duratlon of unemployment by age-sex, indusiry, occopation, education amd marital status.  Section 3
presents initial evidence to discriminale between added vs additional worker effects lo-cxplain the inerease in
participation and unemployment of women during the peried.  Seciion 6 elaborates on the possible changes in
demiand that comtribuied 10 unemployment during the peried, deating with Lillien (1982} and Abraham and Katz
{ 19RG) type of models and their empieleal implementation for Argentina. Section 7 deals with instiiijonal changes
{11 the fabor market occurting in Argentina during the period, Section § concludes reporting the main findings and
an agendn for further research,
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2. Evulution of incidence and duration of unemployment

Rising unemployment is wsually due o both increased ratgs of entry into unemployment and longer spells.
T bewtls, the Upited Siates and European countries, the secular morease in unemployment has been due more 1o
incecased eniry Tows: however much of the increase in unemployment Is accounied for by an increase In the
frequency of very long spells, (See Clark and Summers (1979) and Murphy and Topel (1987) among others. )

Argentina presents much the same evidence. Table 2 shows the decompositbon of the unemployment rale
imro i eniry of Now ino unemployment component (F) in column (2) and the mean doration of compleisd apells
in the seady state in column (3). In fact, column (3}, was estimated dividing column (1) by colump (23, It is
difficubt in Argenting (o choose a hase yesr for comparisan, since it had all types of shocks during the' last wo
decaies. In panticular, the hyperinflationary period of |988-1990 (peaking in 1989) was almost an island in between
the longer period 19B5-1993". [n fact, Table 2, reveals that 1987 and 1991 are quite similar in ems of
unempboyment, lows and duratiens. Consequenily, we begin with a comparison of 1993 with 1987, The
unempioy ment rie grew in 4,7 percentage points, that 592 %, while the inflow imo unemployment grew less than
that, 47%, the remaining being the increase in the mean duration of unemployment, that lneressed lrom an average
of 3.5 weeks 1o 4.5 weeks (29%). That is one thicd of the increase in unemployment is sributed (o increases in
the mean duration, while lwa thirds to an increase in the flow inte wnemployment.?

TASLE 2
UNERPLOVMENT , FLOW KNG DURKT DM
£ 2y h ey 15
Urmep | oymenit  Inflow per dvarage completed Avarmge weompleted X oof Workers
rate X month & duration of all sp=iis duration of current teking up pressnt
Stesdy State (moa.) wpelis (mos.) Jety in laat yesr
u F d d
a5 e.T 1.3 1.5 3.8 20.1
il LR 1.3 2.7 rA 21.0
war 5.1 .3 3.5 2.8 20.0
58 5.4 .7 3.3 2.3 .3
e ra 1.4 L 7 3.3
%00 b0 1.5 &0 3.8 251
LR | 5.3 1.5 3.6 3.3 6.2
wel b.d 2.0 L3 2.9 .2
(L ] LN 2.2 L 4.0 .7

Krte Unemployment rate (U3 for sge-grous 15 to &4, The mmber of unemployed who heve duratlons of less than
o monih Moo been galcwlated on the banis of 8 uniform distributton of durations of less than one month. This
resul ting mumber has been taken as the monthly inflow. This eacludes roughly pne half of those whose completed
unempidyment duration la less than beo sontha. Aversge duration of urempioment |s exeggerated in the sens
proportion me inflow is underateted.

eal, (3) = gol. (1)fcol. (23, all the dats tnken from EPM for Grester Busnos Alres, Octdber of esch year.

In spife of these findings, we cannot ascenain that most of current unemployment in Argenting is sccoumed
for many spells of short duration.  As has been noted o the lierature (Akerlol and Main (1980}, Clark and
Summers (1979 among others), the average duration of completed spells (Column (3) ealeulsled here as
eolumnd | Weolemn(2) assuming we are in the sieady state) is not @ good siatistic o analyze how longer spells account
for the incremend in unemployment.  In other words, eolumn (3) measures the average durstion of all spells
begimming in a given me period, while the measured rie of unemployment mkes into sccount every spell of
unemployment that is in progress al a point in time.  This stuiste, the avernge durstion of current spells |s
approximately (wice the number shows in column (4), assuming that on average uncompieted durations are hall of
ihie true completed durations of curcem spelis. On the basis of column (4). the average completed duration of a spell

* Ser Pessino (1993, 19942) for evidence that hyperinfation altered quite sensibly wage profiles, especially raies
of retimn 1o education, but that after hyperinflaton ended the profiles moved back o original,

P Comparing (fi¢ unemployment rates iking the average of [985-1987 1o the average of 1991 - 1993 we have an

increase in the unemployment rte of 53%, of which one third ls aiributed 10 a0 incremend in mean durstion and
one {hird te fhe increase in eniry into unemployment,
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in progress was 5.6 weeks in 987 and & weeka in 1993 (43% increase). On the basis of this data, one can
conclude thai the rise of unemployment in Argenting (s accounted for increasingly longer spells. Given that
ureompleted duration of current spells is the data directly available form the surveys, Table 3 reports ita distribution
Tunction lor the period 1985-1993, One can roughly calculate using these numbers, Lhe increase in the contribution
of longer spells 10 average unemplovment.  While in (987, 11% of spells longer than sin months accounted (or
mughly 20% of unemployment, in 1993, longer than six months spells accounted for more than 40% of
unempioy mend .

TARLE §
DISTRIBUT IO QF INCOMPLETE DURATION OF CLRRENT SPELLS

In montha
ud « 2 PR R b2 ud < 12 wi = 12 Tatal
15485 &1.9 15.8 18.% 3.4 1o0g
1984 .9 7.4 5.7 o.a 100
1987 o34 5.8 AR 2.0 1
1988 &3.2 8.8 T.& [ ] 100
1 &G0 a3 0.7 5.0 1m
hceln] 504 ir.3 18,4 3.4 100
%91 55.7 R 13.4 2.3 100
1092 &1.4 6.8 5.4 2.0 100
1773 k. . 7.2 4.5 1040

On the basis of this Table, we tan also calcuiate the contribution to average total months ynemploved in
cach year by persons reporting the indicated number of months. Taking our base year 1987, people with
uncomgleted duration of less than & months contribuled |68 months 1o the average of 1.8 months, the rest, 1.09
monihs being the contribution to incomplete duration of current spells, of spells of more than six months. In 1993,
the contribation of shoner spells is simitarty of 1.7 months, while the largest increase is for spells lasting more than
six months, contribuiing 2.3 months (o the averige of 4 months incomplete duration of unemployment, In sum,
thit increase in uncompleted ducations from 1987 uniil 1993 i due mainly o persons who were unemployed sis
mionihs or more,

3. Compositional shifts in the unemployment rate

Another explamation For changes in the natural rate of unemployment is simply that the composition of the
labar force has shified fowards groups with higher long-run unemployment rates, |1 faciors expluning volunlary
iimaver rares among employed worker, movements in and oul of the fabor force, and how long il kes for the
uneriiphayed o find asccepuible jobs. we will have thai the nateal rate of unemployment is influenced by the
demographic composition of the labor fore.

Table 4 shows the composition of uneniployment rates by age-sex for the peniod Getober 1974 10 Ociober
19493,

We mre specially interesied in finding iF the lorge increase in unemployment rates for 1593 can be explained
in part by demographical shifts, espechally the large increase experienced by female labor force during (he peried.

“This Table shows hat the unemployment rate for women has been consistently higher than that for men,
excepl for 1985 and 1992 when the mie of men b slighity higher than that of women. With respect 1o the age
compositlon of unemployment we can see that teenageres (aged 13-19) have also consisiently higher unemployment
rates than those aged 20-34 aed these in turn consistently lower rates than those aged 3549, The rale for older
warkers (aged $0-64) show relatively lvwer rates of unemployment than leenagers bul without a consistent patiem
with the middle groups, I terms of relative rales of unemployment over time, we see that comparing with 1974,
the unemployiment mie for males grew five times going from 1.6% 10 7.9%., while that for females grew a bit mare
{han three times, Moreover, altheugh there is 2 consisient hagher mie of unempioymen for females, this gap has
ienaberd 10 nasrow over the years,  However, a Figore 3 shows, there wia 3 convergence of sex unemijHoyment
rates from 1974 until 1981 when the unemployment rafe for women renched 5.3% and that for men 4.9%. From
(982 10 1992, we have 3 period of similar rates of unempioyment until 1993 when female mies seem 1o inerease
much more than those of men,
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TAHLE &
DUTOBER LMENMPLOTHENT RATES'

ALL WCHEN HEH
Tear {13 (21 (33 f&} (T {1y (2Y (3 ) 4T N {2 (M) (&} (T}
wrs A1 23 1.4 1.3 L4 135 1.4 1.2 1% (] 5.2 1.5 7 1.1 1.4
Wwrs 1L LT 14k 09 28 155 1.4 Lr 1.2 L.k E 2.3 L3 08 20
W NM.T &6 2.1 2.0 40 WP B k4 2.5 7.3 B.F 23 1.1 1.8 2.5
LLCCAE B R 5 R . S S U B S | 5T 48 1.2 L) a4 L2 8.2 11 14
1em &6 1T .2 A8 LR B 1.8 51 L la 5.4 1.4 03 0 13
e LT 22 10 e 2 | S . T | .2 A7 &2F %% 1.9 04 20 1T
1780 &8 23 L5 1.2 ) 5.% 4.1 .1 1.4 3.4 T.& 1.3 1.2 %1 1.8
o1 1.2 50 RS MR 5.0 e 42 &3 & 3.3 121 S8 35 30 4w
A2 0.7 3P X0 25 LT 94 50 T 24 5 N4 Iy 27 24 33
1l 12,2 3.8 14 L6 3 14.% .4 2.9 .9 4.0 .56 X4 1.8 11 AT
wee 1.5 34 24 Lé B4 T k.0 2.2 20 A4 0.8 33 2.5 L6 N2
e 179 A8 246 L9 47 1584 5.2 2.8 1.6 LB TRZ 48 24 4B 5.0
1eEs 134 43 )OS 45 W) 5.5 14 29 S50 152 36 2.9 3A 42
1987 Ti.2 5.4 R13 34 5.2 T T.0 .1 33 6.3 W WY 29 ORT bk
e 1T.F 83 34 X3 5T MY T4 ia 30 44 15.4 S.4 35 14 5
Rae 21.% 8.3 4.3 k& PO 21T 8.2 .7 & F.2 174 Bk AT A0 A
190 17 83 £ 3T A0 2.5 4.7 40 2.8 49 .0 4.1 L2 48 AT
o oaTar 5.3 LT %2 %3 NS 6.7 3.7 28 5.9 149 AT 35 MY A9
992, 16,3 AT A4 AT AT W3 T2 42 5.8 A3 WY A4 &k T AW
1w W0 9.9 T8 3.9 %4 04 126 WS S4 128 TP OB &Y 62 O T9
Age Groups
iy 15 [a 1@
(21 20 to 34
(3 35 o &9
(&) 50 ro &%
{71 Toral
" source: all data taken from EPH for Greoter Buencs Alres.
FIGURE 3
LINEWIPL OV MENT
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To decompose otal unemployment rate into changes in fabor force weighis and changes atributable o the
uncmployment raes Tor the diflerent groups al Tixed weights, we use the uwsual decomposition (Thiz same
methedology was applied Tor different clossificationa of workers in the US by Johnson and Layard (1986) and
Summers | [986)):

1) In a lime series-cross section group of data, choose a base year where you fiz the weights =, for aggregaie

unemployment:
2} U =L=u,

where u, = is the unemployment rale of group § in year t.
x, = is ihe share in the labor force of group i in year |
2) Use (hiz weights » =, for hase year | 1o construct 8 “net of compositional shifts® measure of unemployment,
using the u, for each period.
Table 3 reporta the resulis on the adjusted onemplovment e Tor the eight age-sex groups conmtncted in
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he atssve Toshion, Two bage years were used, 1974 and 1985, to avoid having resulis that depend on the particular
year chosen and hecause os noted earlier there was a shifl in relative unemployment rates during the first part of
the 80, Given that the decomposed data is available only for the groups aged |5-64 (younger than 15 and older
than 6d are oot inciuded), the overnl] unemployment rate differs slightly from that in Figure | Using fixed labor
foree welglis Toe 1974, the unemployment e would have been even higher, instead of 2.8% in 1993, 10.1%.
Uning the fixed weights of 1985 (see Table 6), the adjusted rate for 1993 ia 9.5%, only siightly lower than the
unpdjusted onemployment rale, Similar resulis hold iF one compares the unemployment rate for §993 with base year
in 1993, 1aking into sccount that there was o substamial increase in the labor force participation of wamen.
Qwverall, the rate of unemployment increased in 4,9 percentage points from 1985 until 1993, of which one fifth of
a perceninge point can be auributed (o changes in the composition of the labor force, most of the change, J.7
percentage points (o an Incrgase in the unemploynient rate for each group, od the rest io interactions between these
two measures: The change in the unemployment rale due to changes in the composition of the labor force is very
somall, Female lobor force weights increased from 32.7 in 1974, 10341 in 1985 and 38,5 in 1993, However, the
incresse has been greater in age categorica that had lower unemployment rates while categories. with higher
uneinpoyment mies changed skightly their participation (leenage women had a share of 3.6% in (974, 2.5% |n 1985
awd 2.9%. In 1993},

TABLE 3
ADJUSTED UNEMPLOYMENT RATES (October)
[ 5ot Base "74 Base "85

1974 24 24 1.3

14975 2.7 2.8 25

1976 1.8 .0 1.7

1977 .2 2 .2

|74 1.8 1.8 1.7

1979 .0 2.0 1.0

1 2R 73 .3 1.1

1981 5.1 12 5.0

1982 a7 4.0 38

1983 3.1 14 11

|2 15 18 34

145 4.7 5.1 a4

1986 4.4 4.6 44

198y 5.l 53 5.0

10RA 5.6 b B 55

198Y 7.1 7.5 7.0

| 500 6.0 6.5 f. |

193 53 5.3 52

1902 6.6 6.8 fi. b

1593 9.8 (/N 9.5

TABLE &
WEIGHTS (Ocinber)

Ape Group 1974 1985 1947 1982 1993
Women
1510 19 3.58 3.52 .74 2.80 .80
20w M 16.88 14.14 15.08 14, 10 15,06
35 10 49 182 1141 12,14 13.73 13.57
S0 1o el 434 575 617 643 7.02
15100 64 JX.aT .07 36,10 .07 3852
Men
151019 5.4 431 4,78 517 4,65
1010 M 24,60 14,29 23.44 23.23 X7
35 0 49 13,32 2307 21,79 21.79 21,29
S0 1o el 13.97 14,99 13.89 13.54 12.37
15 10 el 67,13 f5.93 63.90 61.93 6l 4R
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Summarizing, Uk inceease o the rate of unemploynwent in Argenting is explained by the overnll increase in
group unemployment roies, especially in the last two years,

4. Heterogeneity in incidence and duration

Our previcus results show that most of the increase in unemployment in Argenting is due to a higher overall
duration of unemployment (even though the incidence of shon spells hod also increased substanifally since [987).
We alao showed that changes in labor force shares of different demographic groups, eapecially the higher share of
women in the labor force and the fower share of teenagers, did not contribute o increments in the unemployment
e, However, we have ol yet shown how bath durntions and flows differ among these groups and how (hey differ
among oiher decompositions of the labor force.  In particolar, we are interested in differences indurations and fows
by - age-sex, seclor, occupotional calegory, educational auainment and marital stolus.

Table 7 presents unemployment rates, duralions and Mlows for various subgroops of the population in 1987
anct 14993

W will first refer fo the duia in 1987 to see how it compares to stylized facts on wemployment for other
countries thal have been widely siudied as the US and Great Britain, since we do nol count with any other
uneneploymend study in Argentina.

First af ail, young people are much more Hkely o be unemployed than older people. In panticular, ieenage
unenyployment riles are more ihan (owr times higher than unemphoyment cates for both prime age males and prime
age females (13-49 years of age), This data in comparable to the US in terms of higher teenage unemployment;
however such a dilference with prime-age persons is shared mainly with couniries |ike laly and Spain with regulaed
labor markets oz Arpending (see Layard, Mickel]l and Jackman (1991), Table 2). Younger people have higher rates
of unemployment malnly because of higher inflow rates and sol s much dee to higher durations of unemploymeni.
Mate (hat in general, column (2) of the (able showing the inflow into unemployment fend (o vary directly with
mumbers i column (4) that show 1he percentage of the respective: group having fess than ope year of lenure on the
juaky,

With respect o overall sex dilferences, in 1987 uncmployment rples for female workers were 30°% higher
than the corresponding rates for males, befng the main difference the higher incidence of uemployment for Temales
{with the same durgtion a2 madesd. Females have moch lower labor Torce attachment than makbes in Argendina. This
(ot i shared also by the US amd Britnin: however ibe higher Nlow tends (o be compensated with lower durations
imaking both raes of wnemployment strikingly simifar,

Unemplovment ratea by Sector show mso- the ustal patiern: higher rates in Construction mainly beciuse
of higher turmover and not so different unemploym: ¢ rales for Service and Manufacturing Sectors.  Node this
dilfecences in industrial unemployment rates are lews clear than other concepts sined unemployed people are
attribited to the indusiry in which they were fast unemployed, and many evenually find employmem elsewhere,

Creeuputional mates of unemployment show in 1987 also the uswal patlem, being highest for (he less skilled
worker sinee they have a higher incidence of wnemployment than other groups,  The siriking fesure of ihis
breakebown s thar the unemployment raie of blue-collar workers s nearly nine Umes: higher than the rate of
unemployment of professionals, fact that il is nol shared by the US or Great Britain (in 1987 prolessionaly had
uneEmplovment raies four times higher than those for blue-coilar workers).

Clnsely reladed o differences in occupational unemploymeni rales are differences in unemployment rates
by edlucatinnal attninment, Since educadbon (unlike cceupation) is a relatively stable personal characteristic, these
rales arc in many ways more meaningful, We confirm the fact that edueation is Inversely related (o (he probability
af unemployient and thal differences are more fmportant o terms of inflews @iher than durations of
unemploymenl.

Unemployment rates by marital staits show also the usunl pritern of being higher for single people,
intermediate for wilowed or divorced and lower for married people.  For women we see differeices in (hat the
unemploy ment e for married women is higher than i Tor wigowers or diverced; this refleeting the more volaile
attachment of married women 1o the labor force.

Mow we will analyze T there was o changing pattern between 1987 and (993 in the stucture of
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anemplayment, ard ask thi question: whose unemployment rale was hit the hardest?*

TROLE ¥
LMEHPLOYSENT AWD FLOMS BY [NDUSTEY, DOCUPATION AGE AMD SEX, 1987 Aup 1993
wasr 1993
i (2) (e} [£3] (&1 3] in [£.1] (331 RLiL]
X Sired X Wired
F | ude  Laat year w F d wic  lost year
Age and tex
Malm
15-19 163 LB ] .5 2.9 a3.7 21.8 4.8 LB 4.0 5o.r
20-54 4.2 1.1 3.n 2.3 3.8 8.1 2.0 &0 1.7 34
35-49 2.7 1.8 2.8 2.4 3.0 &1 1.8 3.4 3:3 18.7
F0-84 3.B 1.2 3.z .7 6.3 6.2 1.0 4.2 5.3 12.8
1564 LR 1.3 3.5 2.8 1r.a 5.0 e b2 39 .k
Fonple
15-1% .3 5.3 3. 2T 52,1 &n.3 s L3 5.8 0.2
2034 73 1.8 6.0 3.1 .2 12.8 2.2 5.8 L ELTS
X5-aw k.2 To 2.8 1.2 1.0 m.s 2.5 .3 19 20.2
50tk 5.0 2.4 w8 &5 0.9 5.4 1.2 4% 5.1 15.5
15-64 6.3 1.4 13 2.9 k.0 12.4 2.4 .8 4.2 26.3
ALl 3.1 1.5 1.5 2.8 0.0 7.4 2.2 4.5 &.0 3.7
Ik fry
Manufactur fng .3 2.1 2.4 2.0 £2.2 Q.0 2.2 &1 3.8 Fa
Services &5 1.3 I 3.0 24 4 a.4 1.9 4.5 4.0 8.0
Construction 1.o &0 .7 .2 283 T 5.2 3.2 2.8 ir.h
Public Bector 1.1 0.2 [-N.1 4.0 8.7 &1 0.6 p &0 158.2
Infarmal |ty
Self-empl oyed &4 1.7 2.4 2.2 19.0 T.A 2.8 341 3.0 9.1
Wage- omp | oyed L9 1.4 1.2 2.8 5.1 A% 1.9 &7 w1 8.8
Dooupat | on
Profedsional 0.8 0.3 T 1.8 3.0 1.1 a.3 &3 57 153
Wite-Collar i 1.3 2.9 2.4 9.9 8.0 1.9 4.2 4.0 .8
Blus-Callar T 2.2 3.2 2.8 n.a 2.1 3.1 &.0 33 3.9
Education
Primary 1 .6 2.3 L8} 2.4 3.4 7.3 L 3o 2.2 2T
Primary © duk 2k 2.6 r| 23.2 1.4 2.2 e AT 5.4
Secondary | 4.3 1.9 3.2 2.4 26.1 2.2 2.7 4.5 1.9 M.T
Secondary € 4.0 a.7 5.8 LI 21.% 8.2 1.4 5.7 5.0 5.3
Tartiary | 3.4 0.4 L5 4.0 26,1 L 1.2 r.a 5.3 ir.a
Tertiary £ 2.2 0.4 I L5 15.9 1.4 .8 b.b ) Ir.a
Marital status
Malw
Single B4 23 3.8 T 8.4 14,3 3.3 &3 L] 1.0
Marr led 2.8 L 33 2.4 e 5.4 1.4 (3%} 3.8 0.3
Widobed/Divarced 4.4 2.2 2.0 1.0 12.7 11 0.4 5.7 At w1
Feinle
Simgle B.& 2.0 5.2 3 30.3 8.4 3.2 5.4 R 3.e
Rarrind 5.3 1.4 .9 .7 0.9 2.5 £.2 L2 3.8 n.r
Widowed/Divorced &.0 1.0 .0 2.9 1.4 9.4 Toh 3.4 3.7 21.4

Source: Oun olaboration using microdate topes from thoe Permenent Household Survey for the Greater Buonos Aires
area, See Table 2 for methodalogy

* Mite that we choose |387, with results similar if we had chosen (991, As scen in Figore 1, 1987 i3 the
through of a cycle of unemployment ending in 1991, Simifarly, if we had chosen 1985 as the base year of
comparison, this year shares some characreristics of (he high unemployment years, showing as a peak in Figure 1,
although being in terms of unemployment rates lower than the level of unemplovment in 1991
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[n tertns of age-sex differcnces, we see that the male rae increased in 81 % while the female rate in 100%;
thia difference heing more pronounced hoth for ieenage women and prime-age somen (mainly married women).
In Maei, uncinplayment rate for prime-age male increased almost in the same proportion as that of prime-age women
{more than [M1%). in fact the higher increase in female unemployment is more due (o the reladvely higher increase
i leenage unemployment for lemales and this in turm i explained oy a much higher incidence of unemployment,
It secms that unemployment rates for women 1n (amily contests: (feenage and prime age woinen) respand strongly
o Muetgations in famiky Income, a fat thal we will esploce later. It 8 also striking that mole teennge
unemployment does wor increase nearly as much s tesnage women tnemployment; 8 faet that might be due to
teenagers entering school when the labor marker is loose, Alihough in Argenting, women share the same rotes of
education as males, it is also true thay a large shore of them can be employed as domestics and do not go to school
as males in given families.

The change in unemployment raes by sector shows that they tend 1o increase in differest proponiions;
Consiruction unemployment ries do not double”. In fact, there is a switch in terms of sectoral unemployment
rates: 1he service sector including construction now has an overall lower unemployment mie than manufacturing.
In this sector, higher durntions of unemployment seem to be the main cause of the differential increase in
unenployment.

By occupatlons, we see that white-collar workers were the hardest hit and professionals the less hil
comparing (o other groups,  Again, most of the differences are due to increases in the aversge duration of
unemployment,  Note the while durations moved directly with the skill level in 1967, they moved in opposite
directbons in (993, This fact s not comparable with the wsually known unemploymend soylized facts; In fact, n
Argeniing we have in this period higher rofes of unemployment conpled with 3 high increase in real GDP and low
relntive price in the manufaciunng secior. This shock of "competitiveness”™ has increased thie relative wage of more
skilled workers (see Pessing (1993, 19944)) and might help explain their increased Intensity of search. On the sther
hand, it might also be due o ebsolence in human copital cocurring thiough restruciuring of sectors o deal more |
efficiesly with competivion.

The change in unempboyment by educational atiainment eems 1o go in the direction of our fast statement.
Firsi, the dia tn 1993 does not show the uniform pattern of lower rates of unemployment for each successive
educathomal group. i Tact the uniformity breaks for those thsl did not complete their secondary or tentiary degree:
their mie of unemployment increases proportionately more than for those that compléted their degrees, 0t s
naticeable thit unemployment rales for those with incomplete teriary degrees almast tripled and that for those with
less than primary school (overrepresented by Blue-collar workers) the unemployment rate increased less than for
the rest of the groups, having in 1993 lower duragion but higher incidence of unemploymend than in 1967, Sccomd,
excopt for those wihil iertiary complete, the increase in unemployment during these years is inversely related 1o
education: uncmploymen: for those with lower education {primary incomplete) increases In22%, and then, increases
in R, M4, 1055, and 176% Tor those with primary complete, sccondary incompiete, stcondary complete and
tertinry incomplete, respectively,

ity marital sidus, married males had the larges ncrease among males in unemployment rates.  For
females, (hie highest increase is for the single or widiwed/divoreed caregory due to (he fact of higher increase in
the nflow imo wnemployment.  Though married women showed the Towest increase in unemployment among
females, they show in this group the highest increase In average duration of spells.

I conclusion, we have thot the increase in recent unemploymens is due 1o proportional increases in the
unemployment rates for prime-age moles and femalies; higher rates for enage women than tcenage men, and is nod

TPl et this Corstruction unemployment rales grow kess than unemployment in the rest of the Sectors might
e due to @5 sianting (in 1987) from o much kigher level. Tt might also be due o the fact that business cycles in
Argenting are quite diflerent Trom those that most researchees are familiar i the US with lower mies of growih of |
GNP coupled with higher wnemployment mies and coundercyelleal labor force panticipation rates. In Argentina, |
small‘apen economy, cycles in unemployment do ot always correspond 1o cycles in GNP growth; thers are other
macrpeconomic shocks that make the story of sectoral shifts appenfing.  We explore this issue later when we
congitler aggregate versus sectoral shifts, in terms of not only changing labor demand by Rrems (as in Lillien (1982)
story, but also changing later supply decisiens.

¥ “Thin fac) will also be liter sddressed, not only in terns of sectoral shifls affecting demand and supply of labor;
bt in terms of instiutional changes in the labor market since 1992: the introduction of unemployment insurance.
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as usually biosed towards the less skilled or less educated but it hit those with incomplete degrees the hardest'.
What fs an imponant feature of this data is that unemployment did pot increase in proportion o the lack of skills
or education. The widely held view thal increases in unemployment are simply due to a lack of skills does not seom
1o lodd Tor par data.

Finally, the incredse in the labor force participation of wemen, especially in 1993, increased significantly
the overnl| rate of unemployment, To see their contribution to toral unemployment in these years we multiplied their
fabor force share by their unemployment rate, ‘Women contributed 2. 1 perceninge points 1o the 5.1 unemplovment
rate in [9B7 and 4.9 percentage poinis to the 9.8 unemployment rate for 1993, That is in 1987, female share of
unemployment was 42 %, while in 1993 increased 1o 50%.

To understand il quit/layolfs contribuied more 1o unemployment than entry into the labor force, we study
also the reason for unemployment during the period (983-1993. Lamentably, our date does not have the usual
breakdown in reasons for unemployment. Basically, we ean distinguish between unemployment for new entrants
into the labor force and the rest: quits, layolTs and reentrants (See Table B)

TABLEH

Year  Unemploymenl Rate New Entrants  With previous occupalion

85 4.7 0.6 4.1
1] 4.4 0.3 4.1
a7 3.1 0.6 4.5
88 5.6 0.7 4.9
LA 7.1 1.0 fi.l
o0 .0 0.9 5.1
21 53 0.9 4.4
92 fi.fi 0.7 .0
93 9.8 1.4 B4

Mote that undil 1988 most of the lncrease in unemployment (s explained by the increxse in unemployment
for thoxe with previous secupation. Since 1989, we have a sharp increase in unemployment for both reasons.  Thia
in in fact due io the increase in labor force participation and wnemployment of women {of the |2.6% uncmployment
for wormen in (993, 2.5 percentnge points cormeaponded to new entrants, while in 1987 with 6.3% (emale
unemployment mie, |.| percentage poins corresponded to new entrants)., OF course, the increase in new enirant
unemployment is mostly concentratesd also on the ages 15-19 and 20-34.

5, Added worker vs. discouraged worker effects

The Mow frem ourgide the tnbor force (o unempioyment or employment (P, or P) has mainfy 1o do with
participation decisions of different demographic groups. In particular, with higher partbcipation of the young,
women and the oid, wually showing more erratic labor supply behavior than prime age males, we might abserve
higher pates of unemploynwnt, Also, in a small apen econoiny like Argenting, a model with single-factor shocks
might be misleading (o inerpred the data, as we have menttoned before,  Some shocks or combinations of different
shocks might produce differential effects on varigbles that affect groups' paricipation and labor supply.

This changed participation rates of the labor force can arise either by a prevalence of income effects (the
“adied worker effect™) or the substitution effect (the “discouraged worker effect™, Il we ohserve a higher
participation of those demographic groups, in @ macroecenomic setting, we should observe the firgt one i there is
a decrease n the real income of the houschold while we should ohserve a prevalence of higher participation rates
through the “discouwrnged worker effect™ if there is now a higher expegted real wage (than some previous period
where these workers become discouraged) for this demographic group.  The only way we can observe both al the

! We need to explore if this is due to the foct that the samples include everybody (including stisdents) in the
ages |5-6d. However they were included in both samples.  Their differential inerease might be induced by
specificity in human capital. Those with less specific human capital will tend 1o be Iaid off Tirst in 2 recession.
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same fime s then if (a) income and substitution effects differ significantly among howseholds, andfor (b) the size
of the change in read income of primary warkers and the change in real wages for secondary workers have moved
differently for different type of houscholds,

As an initial rough estimation for participation and unemployment rates we follow the methodology used
by Pencovel | 1480), Killingswurth and Heckman (15%66), Clark and Sununers (156 1) and others. 'We postulaie thal
participation rtes are functions of the “cycle” and time for each demograghic group, The time trend is included
o reflect ihe impact of slowly changing social factors and odher gradually moving variables omitied from the
eqiation. We est introduce the "cycle” measore used by the above authors, namely, the prime-age male rate of
unemplovment, UF. 11 we encounter that the labor force participation of 2 group moves in the same direction an
thut of UF will be evidence of “added worker™ effects, if it moves inversely, thal is a “discouraged worker®, the
higher rute of upemployment of males drives or discourages workers out of the labor force,

Table 9 presents the results on the regressions of labor force panicipation on trend and UF:

(3 L, = + 4 LUF+ yi+0,

where, L, iz the labor force partichpation of group i in year |, expressed 22 3 percentage of wital population in group
j. UF is the unemployment rate of moles aged 35-49 vears in year t. The superscript "p” on U designates this o
the “prime-aged” reference group. The responsiveness of the participation raie to the business cycle iy measured
by 8 while | tellects the linear time trend. The equation error |s represenied by g and the index j runs over eight
sex-age proups.  The consequences of estimating (hose equations: by Maximum Likelihood with an AR(L)
apecification are shown in Table 9.

TAOLE ¥

Begresalon of LMP on U and Trend, 19761993, Manimm ikl ihood method with correction for serlel corenlation.
M observatiom

Fenales i | 8 ¥ 0

15 to 19 34,800 D872 0, 3737 p.ym’
§1.000) o0, 4047 {0.04%) 10.154)

20 to 34 &b, 304" b.51%2 0.2m59" 0, 1998
10,781} (0.358) (0,058} {0.161)

35 1o &% 32908 o B5Te 0.4538" 051158
(1,25 (0.368) (0,075 (0, 1613

53 1o b4 18.05%" . 1556 a,391%" 0, 4869
(1,620) (0,436 {0,084) (0. 164}

Hgles

15 ta 19 TNy -, 1704 g, 1w 04593
C V. anl) 10445 {0,088 (0,143

W ote M F3.648" 0.3882" -0y’ 00730
(0. 323 [0 T84) {0,026 (0. 1843

LE Y or. 118 0. 17k -0,0017 0.4mr
{0,347} 0.114) {0,072) (0. 144)

50 ta &4 T M348 -0, 130 0.07sT 0,550
(1.352) 0.380) £0,077) (0. 1393

Srandard grrors in parenthesis,  Significent at 5% Level.
According to these estiimates, over the past |9 years thefe has been 3 declining trend in the participation
fule [or jeenage males of about 3 and a hall tenths of one percent per year and a decline in the participation rate

" We control for serial correlation sinee the DW satistic thowed terial comelation, We lesied for other types
of serial correlation but they were rejected by our daal

I We use May wd Oclober dma for ench year, so the iniempretation of the trend & the change in the

paricipation for ope semester.  Daota for May 1986 i missing, we decided (o skip tha observation since there are
no reasons (o believe that there was a4 bias in it pon-availability -
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for 2038 aged mabes in one and a balf tenth of one percent.  The estimates of T for males present negative values
for teenage and older men and positive values for groups 20-M and 3549, Only-the positive valee for the growp
H)-34 i sraviarieally signifieant at the 5% level, This means that the behavior of this group is countercyelical, the
higher the unemployment rale for prime age-male, the higher the paricipation rate for this group.” We can gain
more insight hy looking at participation rie by femaleés during the period.  Except for teenasgers, all the other ape
calggories present a strong. positive tremd during this period,  Prime-aged women aged 35-49 increase their Labar
foree participmion each year in nine tenths of 1% o year followed by older women in gight wenths of one percent,
and lazily those aged M0-J increasing participation in four tenths of one percent a year.. Teenage labor force
participation by women decrenses in seven and 3 hull tenths of one percenl per year, Table Y also suggests that
lemmle participation rates are countereyclical, ar leas: if one messures the cyele by the unemployment rale of prime
aged-males’.  However, resulls are more than iwice the standard error only for teenagers and prime-aged
women". Contrasting these results with US fiicraiure {see Pencavel {1986) and Killingsworth and Heckman
(1986)). we find that our results differ mainly in that they found evidencs of no eyclical effects for men but
procyclical labor force of women, ‘That is, it seems that fn the US and Britain, there was in the analyzed period
1 prevakence of “discouraged women workers” during 2 recession, and in Argentinag a prevalence of "added women
workees®. O in other words, the income effect (of lower expected mcome lor males) tends i predominate in
Argentina, making women o enier the labor force, espechally married women (most of 3549 are married}, and
leenage women that still leave in their parents: household. We are nol really surprised by the difference in
participation changes by women among Argentina and more developed countries such as US and Britain, This is
because, first, women have on average bower participation mics in Argentina than in those couniries, so there i
niarger pool that can enter the fabor market on the face of gher unemployment ries for males. Second, and most
Imporiantly . Argenting does nol yet have a widely avallable capital imarket where (amilies can tum and borrow in
the Face of o recession, Tt is oot surpriging that they wem o the wamen of the household 1o support the family if
ihe hushamd encountered unemployment.  In fact, Lundberg (1985} found that wsing emplovment rrangirion
probaiilities ftom houschotd daa here is a small bud significant sdded worker effect Tor the US and sribuies this
fimding mainly 1o the existence of credil consicainis for some hoaseholds.

Further evidence on the existence of an added worker effect In Argenting will be carried out in future work,
But we cap show in Tabie 10, the unemployment eate of married men by the employment status of the wile, We
expect 1o foumd that women employed tend 10 have on average male unemployment rates higher than those that do
not prricipale or are unempioyed.

This Table reveals that wivea that are employed tend to have hushands with highae unemploy ment rates than
wives that we ool emploved.  Another interesting Tfesure of this Table & that yewrs coinciding with @ theough in
unemployment, such as the case with the year 1987 and 199§, unempioyment rates for males tend to be similar for
both males: with working and non-working wives.  When the unemployment rate is growing or i in a pesk,
utiemploymen raes for males with working wives tend m fncrease more (han those witlou working wives | 19835,
14989 and 1993}, Murphy and Topel {1987) interpreted 2 similar Toble for the US in a different wy.

" Note that the for men aged 35-44 we cin have spurious correlation between LFP and UP, amd given the
correlation between U” and the unemployment for mates aged 20-3d, that resule should be interpreted with care.

e will fter conlront this resulis with a inore elaberated setting for the Argentine case, where not always
eyvele as memsueed by changes in industrial production |s sccompanied by inverse changes in prime-aged
unempioyinent rmies. Preliminary results show that |sbor {eroe participation of women older than 34 are procyclical
in lerms of industriab production indeses, while cominue to belng countercyclical in terms of male onemployment
rilles

" We alse analyze the sensithvity of the resulis 4o the exclusion of ebservations in 1993 that shawed a high
fncrease ko both LEP and unemployment of women, especially leenagers and prime-aged. Az expected, the
emtimates of 3 loose significance but do not swiich signa. Thig evidently shows that ihe laiter pericd is infuencing
{he pasults and thal it was a period of strong countercyelicality in womens' labor force participation,
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TABLE 0
UNEMPLOYMENT RATE OF MARRIED MEN BY WIFE EMPLOYMENT STATUS

Male unemploymeni Mude Unemployment Married Women
with Employed Wife with Mo-Working Wife  Unemployment Raie

1935 3.3 2.7 3z
14980 3.1 1.8 3.7
1987 1.8 19 53
15938 3a 24 58
195D 55 4.1 4.7
15 5.1 33 31
991 13 39 4.1
19492 4.8 3.0 4.9
1993 6.5 4.0 9.5

They mention that with greater levels of female participation, increasing numbers of unemployed men are
in households with working wives, The presence of an employed spouse imay lesd (o longer-spell durations, since
the wife's income may moderate the liquidity ellects of long stretches of unemployment, Computing similar
tubulations for the US as those in Table 10, they found po evidence thai wives participation decisions increase
unemployment of husbands (the first two columns show very similar unemploymend raten for husbands), Notice
it thess numbers show PriMale Unemployment/Working status of Wile)™, while s more correct imerpresation
worsld be Pr{Working Staiua of WiferWorking Smatus of Husband) and see Il the difTerence belween PIWile is
Employed/Hushand is Unempioyed) differs from P{Wile is Employed/Husband is Employed) over time and il the
difference peaks whih upensployment.  This is shown in Table L1, We see that inmost years the difference between
colimng {1y and (33 s positive (or iF ong compares in-terms of overall labor force partcipation should compare (1)
+ [2) with (3) + (£)), The exception being the years 1986 and 1987, that were years of relatively low male
wiseinploymend.,

In year 1991 we expected (o hove alzo 3 small difference between these probabilities but we have a large
drop in the absolute number of husbands unemployed (from G3800 0 427000 and the relatively lower mamber
uneinployed might have decp reasons 10 be unemployed, such as general disadvantages or sickness thal make the
wife (he sole provider of the home. These data show signs of a sirong added worker effect for married women,

TARLE 11
Huisoand Linemg| oyed Wusband Employed Wusheand Dut OF Lobor Force
BiW Empluyed)  POM Uneepl oyed) PiW Ervployed]  POU Unemployed) PO Employed) POW Unemployed)
(R 21 33 i) {53 161
19485 3T.4 6.4 2.8 a.% 21.3 0.A
1788 3.2 1.2 LT ] 1.3 Fi ] 0.5
1987 n.r 2.3 1.2 1.8 .9 1.4
19488 36,1 4.0 15,2 2.3 3.5 0.5
1789 &a.7 3.2 38.2 1.7 4.5 0.9
1590 5.1 1.5 .8 1.1 3. 0.4
1591 b1 1 Do 36.8 1:3 FAR ) 3.3
1992 “1.8 L] ja.0 1.9 M. 0.9
1993 £5.% 5.4 w1 4.1 LE 0.0

It secms that wives respond 1o higher unemployment by hushands by increasing their labor force

™ The correct expression for column (1) of Table is "Unemployment Rate of Hustand given that Wife is
employed” that equals the PriHusband is Unemployed/Wile 15 Employed}) times a correction factor thad is the inverse
of labor force participation of husbands with emploved wives, The Pr{Wife = Employed/Husband s Unemployed)
= PriHusband is Unemployed™Wile i Employed). Pe(Wile s Employed)/PriHusband 13 Unemployed)
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parbcipation (both employment and unemployment) and (his trend ends to increase even more the overall
unemployment rate. [n other words, il there is an exogenous increase in overall unemployment caused for example
by sectoral variability In the demand for labor, the effect will be magnifisd by the accompanying rising
unempioyment of women thal “adied” to the labor force (o help overcome this fucmation in family income (See
the years with peak unemplovment such as 1985, 1989 and 1993).

Argentina had during this period cycles of high inflation that tended 1o be followed by stabilization plans
that tended 1o open the economy Both (o intematicnal capital movements and trade in goods, with the resull of not
only lower inflation rates but also lower real pxchange rafes, The real exchange raie, being ihe relative price of
tradead poods with respect to non-tradesd goods couses sectoral reallneations of resources and people’, In panicular,
low real exchange raes correspond o a relaive rise in wages where women work more intensively, that is the
service seetar, Al the same (ime, the change in this important relative price while creating sectoral realiocation of
workers, might in itsell increase unemployiment. As a result of these forces, periods of subilizaion with “opening
af the economy® (what might be called 2 competitive shock through also lower real exchange rates) might be
producing lirst, mataly, an increase in male unemployment, which through the sbded worker effect is followed by
an increise in women labor force and enemployment.  To pot matiers worse; the increase in women's relative wage
causes 3 substitution effect (a discournged worker effect in reverse) that also works 0 Increase labor force
panicipation of women, This analysis s premalure since it does not explain why real wages did not adjust o
prevent increasing unemployment.

In nmext section we elaborale on whether sectornl reallocations or secioral shocks have an effect on
unenployment in Argenting.

6. Sectoral Shifts vs. Aggregate Demand Explanations

W will assumic in this section that all unemployment is demand driven, We consider both aggregate shifis
in demind {of the Phillips curve type) and compositional changes in demamd as has been the emphasis in the
literature since Liltien (1982), Demand changes will couse P, to change either in an aggregate or sectoral way,
with some [irms coniributing 10 an increass in P, (through layoffs) and other firms contributing 10 an increass in
F_ or P (through hires),

Thee aggregate demand effect has 1o do with the "island model "o Lucas mnd Barro, that produces confusions
between real and monedary shocks aml causing shilis fn cyclical unemployment (The Phillips Curve), while ihe
sertoral shift change in demanid can produce both shifia in cyclical or in iiself the natural rate of unemployment,

The wsual model produced by Lillien assumptions is figst the definiion of the increase in unemployment
that iz mainky deflined in tenns of fows into and ot of anemployment from (e employment stale:

M Albe= P, -F.,

Given the assumption of sectoral shifts that couse some firms to hire workers and others 1o layofl workers,
P, will be a function essentially of o, the dispersion of employment growth across sectors. P is sen under (he
msumption of o fixed voluntary duration of unemploymend, a fixed probability of fast period unemployment and
tiking into account the vanalion in duration of unempleyment as o function of urandlcipsled monetary growth as
Bareor (1977}, Iv tsen tums out that the unemployment in it reduced form will be:

(5) U, = a+ 2 b DMR, +co, +dU, +¢

(1

This equstion captures the idea of structural or sectoral shifis: shifts of product demand or labor

' A lower real exchange raie also means thal imported goods are cheaper, In panicular Argendina imports
among other goods, capital goods, This implics a lower price of capital goods with respect 1 the higher price of
labar, fimplying a substitution effect towards capital and against labor, The term “labor"should be qualified in the
sunze of skills or uman capiial 10 captore the full effects of this substitution. Pessino (1994hb) in 2 companion paper
shorwes that since 1991 (here has been a substitution of new human capital for the old, which cannot ali be atiributed
lo ihe fpwer real exchange rete,-since the country initiated in this period a process of privatization, deregilation,
anidl also opening of the economy that is tending to change the struciure of production,
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preductivity bead some firms 10 expand employment while other firms layofl workers.  Unemployment results
because it ke lime for workers displaced from shrinking Nems to find jobs in expanding firma,

The foct that we have ircluded only the transitions P,, and P_ is a simplification of the Lillien model, since
i very roughly accounis for transitions in amd out the labor force by including a time-trend in the above eqpuakicn,
not wery well justified and for cur purposes be just concenitraied on the factors spelled in equation {53

This equation wes estimaled for Argentina using similar measures of DMR, as thoss used by Barro and
Lillien.  For Argentina, the equation of DMR, Mis much betier than those for other countries, which it i ot
surprising given the strong relationship between budget deficiis sither financed with money or Interest bearing debi.

The measure for o used in the paper s laken from an independent indusirial survey showing manual
workers vecipled by sector, 1t does pot cover all the possible seciors of employment, nor it docs cover all the
categories of workers.  Moreover, there is not available data for this measure afler 1990, Figure 4 plots the
buannuad timwe series of wnemployment and o Crom the first semester of 1974 until the second semester of 1990 and
Table 12 summarizes the results obained ozing the data for Argentina:

FIGURE 4

UMEMPLOT WENT BATH ANG DRPEASION OF ERPLOYWEST

noan
L] = b= o n (L] w3
—_muus 0
TABLE 12
UNEMPLOYMENT EQUATIONS
YARIABLE {1 (¢ (3 {4y 5y
COMSTANT 0. 744 .27 0.779 | 460 0.029
(097} (2.31 {0,904 {1.37) (0.0
a 1418 s |.693 0,463 3.5
(084 (0.88) (0.25) (2.20)
of-1} 1,461 0151
(-.23) {0.08)
DMR 1.043 0.5996 0.776 1.539 0,248
{0.5% (0.57) {0.39) (0.77) .13
DMRy-1) 1.173 1.063 1,305 [:457 0.749
(0.53) {1h.62) (067 0,73 (.39}
BMR(-1) LRI Ly 40,708 0. 101 i
{-.36) (0.05)
-1 0318 0.270 0,355 RN {1.696
(1.76) (.58 {1.65) (5.57)
TREND [ERHE 0109 L0883 INETLT o
(2.68) (3.53) (200 (5:37)
Al R? (3608 0,612 0558 0527 0.52%
5.E. | 03 1.077 1145 1.183 L. 196
D-W 2075 2060 2128 |.428 2360

(=totisties in parenihesis.
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The resulis show that the Phillips curve story is not sarprisingly. not relovant for Argentina during this
pertod. The seceoral shilt hypodesis is consistent if one excludes the time-irend from the regressions. In such case,
column (55, wie get that a | point ingrease in the dispersion increases unemployment in 3.6 percentage paints,  The
average valise of « during this period is 0.3658 with a minimum of 0. 167 and a maximum of 0.3667, These values
imply a range in the steady-state unemployment rate of 8.3 percentage points. [7 one takes the more conservative
measires of equation (1) thas includes the trend but where the effect ol the dispersion measure s nol statkstically
significant, will imply 1.5 percentage points. Etther measure implies that policies designed 1w facilitate the
adjustment of the labor force between indusirtes might have a lfarge payoll. The resulis are nol very robust 1o the
inclusion of the tme trend, nor are they robust fo several criticisms that have besn pul forward In the liermiure.

O ol the miost cited objections 1o the use of o in the onemploy ment equation was put forward by Abraham
and Kz {1984} who claimed that aggregate shocks produce variations in o and, therefore, it cannot be claimed that
the Lillien equasion b separaiely identilying sectoral ve. aggregate shifts. Il some sectors are more cyclically
sensitive than others we might expect dispersion in growth raics o resull from movements of aggregale demand.
Abraham aml Katz (1984 ponled out that if the sectoral shift-structural unemployment model is correct, vacancies
a5 well as unemployment should be increasing functions of o, when the level of agerepate demand is controlled for.

Table 13 shows the resules of the estimation of the unemployment and vacancies equation incorporating the
Abraham aml Kz criticism, We uwse the same proay for vacancies, namely, the help-wanted index for Greater
Bucnos Aircs area that is published by INDEC on-a monthly basis, The use of this index as a proxy for vacancies
b known to have ases gven thay some occupations dnd sectors tend (o advenise more than others, so the index
looses soine of s relevapce for proxying vacancies.

TABLE 13
UNEMPLOYMENT AND YACANCIES EQUATIONS
VARIABLE U VAC
CONSTANT 0.029 52,145
10.04) (2.14)
L] 3,594 -32.930
(2.20) {-0.69)
DMR 0,248 43,985
(0,13) {-0.75)
DMR(-1) 0.749 64,785
i0,39) i1.14)
Vi1 0696 .
{557
VAC(-1) e 0.597
(3700
Adj, R* D311 0.297
3B 1196 35.112
D-W 1360 1.312

t-statistics in parenthesis

Column {1} reproduces column (5} of last Table and column (23 shows the results of the estimation of he
vacancy cquation. Although the dispersion measure has a negative effect and therefore convalidating the view that
mavenents in o might be capiuring bath aggregaie and secioral shifis, it ks not statistically stgnificam'”,

If the aggregate shock in demand is predominating, we will expeet thal 38 @ cormelsies positively with U
it will correlate negatively with ¥, Consequenily, under the aggregaie demond shock: scemario, we will expect 1
negative relatianship berwesn U and V. This relationship is known in the lilerature as the Beveridge curve ar U-Y
carve.

Motice that an improvement in the matching process in ihe economy can fead wo a shift tnward of the
Beveridge curve aml o worsening 10 3 shift cutward, Therefore, the relevant guestion 1o ask is il unemiployment

" We tried other specifications, with irend, lagged values of o and logarithmic specifications and the results
were not altered.  We also adjusted the vacancies indes by the employed population of Greater Buenos: Aires that
jusi caune 3 change in constants and trend when included.
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has increased for a given level of vacancies. To investigae this poini, Figore § presents the Beveridge curve for
Argendting, where we plot a5 useal the unemployment rate in an nnoal basis against the help-wanted index.

FIGURE §

Help-Wanted Index and Unemployment

2

Hedp-wanted indaz

As Figure 5 shows, the curve while showing a negative relationship for some periods, it also shified out
ifi the beginning of the Bla and again at the beginming of the 90, We estimated this relationship (using the full
Biarnual data since 1974 until 1993) obtaming the Tollowing results:

Ue = 3.00 4 009 U, - 0017V, 4 0,151 R? = 0.82
. 14) {00,004 {0.02) Starlard errors in parcnihesia

This confirms the fzct tha unemployment has trended upward for a given level of vacancies, in ihree fenths
of a percentage point per year during the period and that controlling for trend, there is a negative and statistically
significant relationship hetween unemployment amd vacancies,

The reason for the shift in the curve can be due 1o several factors such as the unemployed being less willing
to take availabie jobs, instiutional and legal factors in the labor markes such as employment protecting legislation
ihat made employers more choosy on whom 1o appolni or a structural mismaich between the patiern of vacancies
and unemployment by imdustry or occupation, It can also be due o the properties of ihe lime series for vacancies
ot capiuring the real change in vacancies over time. With respect o the first iwo reasons we provide some initisl
analysis in pexi section,

The structural mismaich analysis is in some sense compatible with the Lillien model of mismatch under
the occurrence of & sectoral shock, The variance of relative unemployment rates can be used ax a measure of
mismatch as in Layard el al (1991). The indes is var{u/u), where U, is the i-group unempioyment rale amd u is the
mean unemployment rate. One can show if the var{u/u) changed significantly over lime as a proay of mismaich.
The calculation of this index for 1987 and 1993 was done for three different classiffcations: by occupation, by
industry and by education; the data ased is in Tabies T and 8.

The mistmarch index by eccupation had linle variation from 1987 (33%) 0 1993 (29%). However. the
change was large when the classification is by education, 14% in 1987 and 8% in 1993, or by indusiry, 62% in
1987 and 38% in 1993; we see thal the increase in unemployment from (987 1o 1993 in 87 % ocourred of the same
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time that this mismatch index declined.

The literature on sectorsl shocks and mismatch are very atiractive and "intultive® to explain changes in
unempboyment. However, they still lack some consistency in explaining different types of shocks. As an cxample,
whille some suthors refer 1o aggregate demand shocks as referring 1o misiaken perceplions (Lillien, ete.), others
refer (o agpregute shocks in terms of real business cycles. On the other hand, the movements embodied in changes
in « are different types of shocks that can affect differentially lnbor markets, Do they refer to productivity shocks,
inflationary shoeks, aggregate ouipul of mistiken percepiions? We leave these imporiant questions for future work.

7. lnstitutional changes in the labor market

The shifting of the U.V curve over time and the longer durations of unemployment experienced in
Argeniing take us 1o the guestion of why available vacancies are not filled more quickly? Have the unemployed
become less willing o 1ake jobs or are employers more cautious on hiring than they are oo layolfs?

First of all, employment proteciion legisiation ks imponant ln Argentina, since il is not only difficalt to
justify fuyoffs, but If they arc, there are mandatory severance payments that sccompany those layoffs. The
legistation moderated the severance payments and sugmented the reasons for layoll for cause. but the change was
not very significant. There are still discussing in Congress changes o this legistation.  Likewise, collective
bargaining ngrecmesnds between Firms and Unions contlnue to rule the seiting of wages for most workers, with just
a bit more feaibility than in the past.  Therefore, o doubt, that there are rigidilies in Argentina’s {abor market,
bul it has not changed significantly during (he peried. Motwithstanding this, given these rigidities, any kind of shock
that aliers (he labor market, will have differenl consequences on the aggregaie rate of unemployment. As @
example, il sectoral shocks require reallocation of workers aoross sectors and/or wage movementy between them,
the process will be much slower, cousing a longer duration of anemployment, than if the legisiaton were Neible
encugh to permit these reaccomodations rapldly .

The mosi important change n labor legistation during the period was the introduction of unemplayment
compensation,  Argenting did not have until 1992 unemployment compensation, However, there were stringent
riles Tor layolT, with virually all layoffs resulting in severance paymenis that were quile substantial, Since 1991,
a new employment |w have relaxed and diminished the bayolTs without couse, and al the same time, the governminl
instituted unemployment insurance that began formally to operate in March 1992

A brroad outling of the unemployment compensation system is 23 follows. Virually all workers are covered
exgept (hose that Jost their job in Construction, Agriculture or Domesiic Service, ‘When such workers beoome
unemployed, their cligibility for and amount of unemployment insuranee benefits are based upon their previous labor
markel experience and reoson for unemployment, To be etigible for benefits, it is required that the individual
hecome unemploved since 1992, Only faid off workers without cause whih the teceipt of the last six manths of
salury available sre coverad. Persons that participmed in voluniery retirement prograns are not eligible and the
minimum labor market experience to apply is one year in ihe last job, Benefits are related 1o an individual’s
previous eaming level, It has a minimum of 120 pesos and a maximum of 400 peaos, covering 80% of provious
earnings in that range.  The duration of the compensation Is for four momths for those having between 12 and 24
months of previous tenure, for cight months for those having between 24 and 36 months of previcus tenure and for
one year for those having more than 36 months of tenuce in the previous job. It also provides dependenis”
allewances for unemployed workers, The benefit poid out by the UL system are financed by a 1.5% payroll 1ax on
employers,

Given thal the average wage rte for Oclober 1993 was of B40 pesos (for individuals working more than
thirty howrs 3 week) with at least 30'% of this sample caming less than 4020 pesos, it would not be surprizing to Tind
that (he covernge of the system will tend 1o be wide over time.

The number of peopie covered bave been increasing over time since April 1992 with 1495 unemployed
covered @ that time, 18298 covered in September 1992, 20988 covered |n January 1993, and reaching %9301 in
September 1993, Overall for the whole country covered 2 bil less than 10% of the unemployed. OF the 99301
covered unemployed, 47,6% corresponded o Greater Buenos Aires aren, with unemployment of nearly 500, 000
penple, so that for GBA we also have 10% of the anemployed covered under the system. While Argentina has siill
o low coverage of the uncmployed populmion, maybe because for lack of information and restrictions applying to
some groups, part of the increase in unemployment rates during 1993 can cordespoid (o higher duraiion of
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unemployment smong this 10% of the unemployed."

8. Conclusions and lurther research

This paper his presented basic facis on the evolution of and different explanations Tor the increase in
unemploymend in Argentina in the period 1974-1991,

Among the uncoversd facts an this paper we encountered:

(i) The rise in uncmployment is more due to U rise in rates for all age-sex groups racher than a foct of
changing compositional shifts,

(ki) The increased labor force panicipation of women in Argenting does ot by itsell explain the incroase
Iy ey mend

(iii} The averall unemployment rate is betier explained by e secular increase in both prime-age male and
prime-age women unemployment rales.

{iv) Longer spells, of more than six months account for mast of the increase in unemployment during 1he
period,  However, the increase in onemployment was due 1o both higher incidence and duration, in an accounting

BRiESC .

(%) Increased unemployment tends 1o occur in different ways than that expenienced in other couniries,
particular the growth in unemployment Trom 1983 until 1993 hit more the beter educated and highly skilled
{excluding respectively, those with tertiary incomplete and professionais).

{vi} There is partial evidence that sectoral shifts can explain a portion of increased unemplovment in
Argenting, |1 we add (o this, the relatively regulated labor market in Argenting, we should expeet longer durations
of unemployment gemming rom scioral reallocation,

{wii} However, cycles in Argeming cannot be undersiood wsing the single-factor modeds of cycles.  The
derived demand for fabor is guite scnsibie to Muctuations in the real exchange rale, price of other factors of
profuction such as capitol, technologioal change. I particular, the “stop and go” cycles that occurred in Argenting
during ihe peried analyzed provoked sharp changes in variables that alfect bl demand and supply of labor,

What theorics 1end 1o contribute 1o the explanation of higher unemployment in Argentina?  Although we
hove presented in some cases only pantial evidence, we can build a model that incorporstes ihese issies:

fa) Labor demand m Argenting is influenced not just by monetary shocks, or what is termed aggregate
shocks without referencing it onigin: price of capital, real inlerest rates, real exchange rates and 50 on. Soe Phelps
{1992} for a discussion on sme of these issues.

(b} There is strong evidence that the “asdded worker effect” predominated In Argenting during the Intter
episoade of increasel unemployment, especially for married women, and (his ended to magnify the “bad” cycles,
Lutor supply, then, isand can alzo be influerced by the different shocks that aflfect the soonomy,

" An example can help, if in 1992, there wis o cbverage, with an unemployment rate of 6.6%, being
approximately 3.3 moaths the average durmtion ol unemployment and ihe Now rate of unemployment per month of
2%, i duration doublex for 0% of the snemployed, we will have an unemployment rate of 7.2%, 20 that without
inercasing the ingidence of unemployment, we can account for ot least 0.6 poinis of the increase in unemypboy ment
e 1o the increase in the average durntion for the groups thal are covered. [T the coverage increase to 30% of the
unemployved g5 in several countries, this caleulation would yield 10.6%., that is an ncrease in the unemploy ment
rte 4% poims or more than 50% with ceapect o the case of no unemployment insurance.
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(e} For the shocks o have effécts on unempioyment, one néeds o study the imperfection i real wages
adjusiment 1o changed demnnd or supply, For examiple, 8 lower real sxchange rate makes the iraded sector less
competitive internationally lemling o increase the dollar value of wages. If there are no excgenous changes in labor
productivity, firms will try to increase it by either purchasing imponed capital goods or throogh direct incentives
mechanisms, The ose of this latler incentives might prodoce involuntary unemployment, even with the existence
of an informal sector (elficiency wage models with these type of ¢iTects have been considersd by, among olhers,
by Bulow and Summers (19861,  This unemployment created through pressures of increasing competitiveness
coexisis nlay with adiditional effects such as the lower price of capital goods that can produce a higher demand for
uman capitnl (usoally eomplimentary with physical capstal) causing layo(ls of less-skilled workers il their refaive
wage is not fully Aexible.'®

While the possible reasons of increasing unemployment in Argenting are yet to be discovered, this paper
dheseribed bty experience of unemployment during 1974- 1993, on the Tight of some widely available models, We
think, given the preliminary resulis obained, that to understand the uncmployment growth in this couniry, one has
to account for o varsety of shicks that affect both demand and sopply of labor in 2 general squilibrium framework,
To sccount for rigidities and imperfoctions in artiving a0 a marker clearing wage, Bt is necessary (o introduce
distonions such as those caused by government regulations and wnions and optimal behavior of firms that might pay
wages above marginal prosfuctivity o incentiveie workers.  Trying (o uncover the ultimate reason of these fgidities
will be very imponant for policy purposes. 17 b0 is Found that real wages do not respond fully to 3 lower demond
for labor becouse of an overly regulated Tabor market, the answer will be in correcting the legistation. However,
il it s the optimal bebavier of Mims that pay a high relative wage 10 a shrunk labor force, the relaxation of
regulations in the labor market are necessary but net crough @ offsed 0 pan this unesploymen

Comcerning the lnter increase in unemploymet, with the introduction of unemployment insurance in 1992,
a long eycle with low real exchange rmies, rising relative wages in the services sector and higher unemployment
rmes for prime-aged males due in part (o (e restrocturing of e Argentine economy, have all iended 1o increase
the unemployment rate in 1993, 7 one adds 1o this (), we have that the trend towards higher unemployment will
not be dampened in the short mun,

" Mitice thi Fact (¥) showd that, unemployment growth in the last seven years did not hit more the less skilied
or the hetter educated, but it did hit more those whth fncomplete degrees (see Table 7). One possible by pothests
1o test s whether the layoll policy of Nrms was geared towards not 10 the less skifled, bt 10 the less productive
and less capabie of profin from trunig.
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