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rigidity and disincentives for active job search, but also the deterioration of
the skills of those out of work for long periods. For these reasons, in this
account the unemployment problem should be concentrated among the least

skilled. This section addresses three dimensions of this part of the Unified
Theory.

Unemployment Rates by Skill

If an important part of the unemployment problem is skill-biased demand
shifts in rigid labor markets, we should see at least two empirical patterns,
Across countries, unemployment among the least skilled should be greatest
relative to those with higher skills in those countries with the most rigid labor
markets. After all, workers in countries like the US have, supposedly,
adjusted to the new economy with wage cuts. Within countries, if skill-biased
technological change is the fundamental problem, we should observe a rising
ratio of low-skilled to high-skilled unemployment over time, caused by rising
low-skill rates and stable or declining high-skill rates.’

Evidence pertaining to the first of these predictions has already been
presented. Figures 7.4 and 7.5 show that the probability of being unemployed
for low-skilled workers relative to their high-skilled counterparts is greatest
in the US, widely regarded as the country with the most flexible labor
markets. This result appears to directly contradict the demand shift/rigid
labor markets prediction. Other data confirm this result. For example, the
OECD Jobs Study, perhaps the most authoritative voice of the conventional
wisdom, compares white-collar and blue-collar unemployment rates from the
mid-1970s through the early 1990s for eight nations (OECD, 1994). The
report finds that lower skilled workers in the US have consistently had far
higher unemployment rates relative to skilled workers than has been the case
in France or most other northern European nations. The blue- to white-collar
ratio remained unchanged from 1982 to 1991 in France (at 1.51) while
increasing slightly from 1979 to 1990 i the US (2.08 to 2.28). Given the
growth in US earnings inequality by skill group over this period, the
unemployment ratio should have declined rather than increasing, according to
conventional wisdom.

Like the resuits for blue- and white-collar workers, the unemployment rate
for poorly educated workers was far higher relative to that for highly
educated workers in the US than in any other OECD nation examined save
the UK, whose labor market is on the US side of the flexibility spectrum.
Despite substantial downward adjustments in wages, low-skilled US workers
appear worse off in unemployment relative to high-skilled workers than in

most other major OECD natjons. Depending on the measure, this unskilled-
skilled ratio was either stable or worsened in the US over the [980s, (ibid.,

The Micro-Foundations of High Unemployment 135

he conventional view; in contrast
1.16). These data offer no support for t .
:ca)b}surope) wage flexibility should have protected low-skilled US workers
tively high unemployment. o
frogorre 1adl(‘;esy thi evidence support the related pr(?dlc';llon,OEt(l;]e;[ Jtl;i
is driven by the less skilled. While the o
unemployment problem is driven less S el al
¢ ket situation for low-skille .
Study concludes that ‘the labour mar i A
i i declined over the 1980s relativ
measured by educational attainment, el o
i > (ibi . 41), the same data show that hig
of more skilled workers’ (ibid., p ) o iy
i d over the 1980s for every na
unemployment rates also increase bttt e
onsider except Japan, for both men an - F ’ ‘
fmemployment rate for high-skilled (‘upper secondgry or hlig.herG ) wo;rl:ervst 1:2
France increased from 2.6 in 1979 to 4.1 per ce?nt in 1990; 1(1)1 elr;r;;7 {ﬁ, o
increase in this rate was even sharper, from 1.8 in 1978 to 5.0 in "
1.16). _
tab}l?here )is even less support in the more com}})lrehfen;tlve tfiatasl fiorrWr}rlli':lcl:l
i Seven of the eight nation:
kers assembled by Nickell and Bell.. ; . f nich
: ::12; ;sesent data do not even show an increase in the ratio of low lto hli?u
skilled unemployment over the 1979-93 period, and Whireil (:gl-}; <
unemployment increased, so did high-skill unemploymehnt (Eﬁ: etioathrougﬁ
d trajectory in the skill ra
1996, table 1). France shows an upwar ’ Seaug!
’ i i te over the entire period.

d in the low-skilled unemployment ra od.
ézzr? ﬁrelre in the rigid labor markets of France, the level of low ;kl%{)elg
unemploy;rlent is comparable to or below the rates of Ehhe rr}llc?r; oev):ra“

d the United States (the hig
markets of Canada, the UK, an ' _ B oo
i is due to exceptionally high rates for ;
unemployment rate in France is ) : s
hasize, low-skilled worke
Of course, as Glyn and Salverda emph, )
undoubtedly made worse off relative to hlgh-skllllled ‘}Zo;l‘(ﬁ:; :;lg::ttilrn‘gtl;
i i i loyment rates, since the probabili
experience increasing unemp : ok e e
= low-skilled workers becomes much' ower (Gly :
g:t fi:(})xl;s()fact does not support the conventional view that tli(e unergploy::ie‘:\;
i igidities i -skilled labor markets. Comp
s due to rigidities in low-skille : pari
ﬁgztr)rllzrlr:)y;nent rates by education level, an International Labor Organization

(ILO) report concluded that

While it is true that unemploymm}t affcc;ts the least ts(l)qgeghi f‘t)v?r:kt]:z
disproportionately, it is difficult to attrll?ute this phertllqmeno?e > & Shifl In e
demand for labour towards higher skills, for if this W% vl e i

loyment of the unskilled should have been accompanied by horlige
g?:ﬁlljledy labour. But this has not been in evidence, slllncz the rise g} urrlxstmfp;)e/ar ot
-of-ski rkers has also been observed . . . Skill shortages do P
hgjl( lcl:loendtr\;t/v(z)lted significantly to the rise in unemployment (ILO, 1997, pp. 52-3,

- emphasis added).

it i |




