How Unemployment Is Measured

The question of unemployment has the potential to make or break any govern
ment. In order to successfully tackle it, it’s important to understand how
it is defined and measured in a developing economy like India

When the Periodic Labour Force Survey (PLFS) was releasedin 2017, it
revealed the unemployment rate of India to be 6.1%, the highest ever recorded in
India. The PLFS of 2021-22 showed unemployment reducing to 4.1%, much lower
than before, but higherthan some developed economies. The U.S unemployment
rate fluctuated between 3.5% in July 2022 to 3.7% in July 2023.

However, the economies of the U.S and India are very different. The former is
more industrialised, while the latteris characterised by a large informal sector. As
such, the methods used to measure unemployment are very different.

Defining Unemployment

Unemployment is not synonymous with joblessness. The International
Labour Organization (ILO) defines
unemployment as being out of a job;
being available to take a job; and
actively engagedin searching for work.

Unemployment
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Therefore, an individual who has lost A situation where a
work but does not look for another job person actively searches
is not unemployed. for employment but
is unable to find work.
The labour force is defined as the Uner.zpl?;nt\et;te is
considered tobe a
sum of the employed a%’ld the {63 o of thebealth
unemployed. Those neither employed nor of the economy.

unemployed — such as students and
those engaged in unpaid domestic work
— are considered out of the labour force.
The unemployment rate is measured as the ratio of the unemployed to the labour
force. The unemployment rate could also fall if an economy is not generating
enough jobs, or if people decide not to search for work.
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In the U.S., the Employment-to-Population Ratio (EPR)in 2019 was 60.8,
while the unemploymentrate was 3.7%. In 2022, the EPR was 60, but the
unemploymentrate had fallento 3.6%. Even though there were fewer jobs (as a
proportion of the total population), the unemploymentrate was lower because
many individuals had exited the labour force.
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Measuring Unemployment In India

The situation is complicatedin a U n e m p | Oym e nt

developing economy, because decisions ° .
to search for work are constrained by ' n | n d ' a
social norms. Accordingto a 2009-10 :
survey undertaken by the National
Sample Survey Organisation (NSSO),
33.3% of rural women and 27.2% of
urban women aged 15 and above who
were engaged in domestic work reported
willingness to work if it were made
available within the premises of the household. This represents 18.8% of the rural
female population aged 15 and up; the Labour Force Participation Rate (LFPR)for
rural women that year was 26.5%. These women would not be counted among the
unemployed because they are not actively looking for work. A definition of
unemploymentthat focuses on actively searching for a job may underestimate the
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true picture in a developing economy.

Measuring unemployment in India is difficult due to the informal nature of
jobs. Unlike developed economies, individuals do not hold one job year-round. An
individual may be unemployed this week, but may have worked as a casual
labourer last month, and as a farmer for most of the year. Are they to be counted
as unemployed?

Table 1: The unemployment rates as per the Periodic Labour Force Survey

UPSS Ccws
Rural Urban Aggregate Rural Urban Aggregate
2017-18 5.3% 7.8% 6.1% 8.5% 9.6% 8.9%
2018-19 5% T7.7% 5.8% 8.4% 9.5% 8.8%
2019-20 4% 7% 4.8% 7.9% 11% 8.8%
2020-21 3.3% 6.7% 4.2% 6.5% 10% 7.5%
2021-22 3.3% 6.3% 4.1% 6% 8.3% 6.6%

The NSSO adopts two major measures for classifyingthe working status of
individuals in India — the Usual Principal and Subsidiary Status (UPSS)and the
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Current Weekly Status (CWS). An individual’s principal status, whether employed,
unemployed or out of the labour force, is based on the activity in which they
“...spentrelatively long time...” in the previous year. A person who is not a worker,
according to the principal status, would still be counted as employed according to
the UPSSiftheywere engaged in some economic activity in a subsidiary role for a
period “...notless than 30 days”. Thus, an individual unemployed for five months
and working for seven months in the previous year would be considered a worker
according to the principal status, while an individual unemployed for nine months
but working for three months would be counted as employed as per the UPSS.

The CWS adopts a shorter reference period of a week. An individual is
counted as being employed if they have worked for “...at leastone hour on at least
one day during the sevendays preceding the date of survey.” UPSS unemployment
rates will always be lower than CWSrates because there is a greater probability
that an individual would find work over a year as compared to a week.

The low bar for classifying an individual as employed explains why
unemploymentrates are lowerin rural areas than urban. In agrarian economies,
where individuals have access to family farms or some form of casual agrarian
work, there is greater probability of finding some kind of work when compared to
urban areas. These definitions may ‘underestimate’ unemployment, but they were
largely designed to capture the extent of the informal economy.

The Centre for Monitoring Indian Economy classifies individuals based on
their activity in the day preceding the interview. They, therefore, estimate a higher
unemploymentrate, but lower labour force participation rates. This is because in
an informal economy, there is a lower chance of an individual having work on any
given day as compared to longer periods of a week or a year.

One cannot say which of the above frameworks is “right” or “wrong” for this
represents an unavoidable trade-off in a developing economy. Adopt too short a
reference period, and one gets higher rates of the unemployed and lower of the
employed, and vice versa. This dilemma does not arise in developed nations where
work is largely regular over the

About 265 million people will 100-120 million tourism jobs
affected and $1.2 trillion lost
by the tourism sector globally

year. face acute food insecurity. Effects of the Global Lockdown

The Lockdown Effect

Worldwide recession, with
40-60 milion people in
extreme poverty.

The lockdown announced
in March 2020 was a profound

disruption to the Indian economy.
But this wasn’t reflected in the
PLFS unemploymentrates, which  Leckofaccessto W ——
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covers a period betweendJuly of one year toJune of the next. The lockdown would
have been covered in the last quarterof the 2019-20 PLFS, its after-effects seenin
the 2020-21 PLFS. However, unemployment rates — measured both by the UPSS
and CWS standards — fell in 2019-20 and 2020-21.

Consider an individual with regular employment who loses work in March
2020. According to the UPSS status, this individual would be considered employed,
since theyspent most of the previous year employed. If those individuals who lost
jobs during the lockdown find employment in a time less than six months, they
would never be counted as unemployed by the UPSS.

The CWS criterion, with a shorter reference period, would record higher
unemploymentrates. However, the measures presented in the PLFS report are an
aggregation of interviews conducted across the year. If those rendered jobless by
the lockdown were able to find employment relatively quickly, the CWS
unemploymentrate for
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This can be seen in Table 2, which shows urban CWS unemploymentrates
on a quarterly basis. Unemployment spiked during the lockdown quarter, but
reduced thereafter. The CWS unemploymentover the year would not show such a
highrise.
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