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INTRODUCTION

Over the last decades, unemployment has been an important item on economists’
agendas, a fact which has manifested itself in a series of significant breakthroughs.
Coordination failures, efficiency wage, insider-outsider theories come to mind as ex-
amples. However, does unemployment in these theories really correspond to what
this term designates when speaking about real-world phenomena? The looming am-
biguity is as follows: whereas the efficiency wage and insider-outsider models are
able to demonstrate in a more or less robust way the possibility of excess supply of
labor at the equilibrium wage, they hardly broach the issue of what happens to the
rationed agents. It is taken for granted that they end up unemployed. But why should
this always be the case? Why could they not, for example, become self-employed, in
which case labor rationing and unemployment no longer go hand in hand?

In short, with a few exceptions, economic theory tends to assume that rationing
and unemployment are synonymous. In contrast, this paper rests on the premise that
these two concepts need to be disentangled. Labor rationing will refer to a specific
market outcome, namely excess supply in a given labor market. Unemployment will
be understood as pertaining to a typology of the active population, where people are
classified according to the sort of activity they are engaged in. The category of unem-
ployment then applies to those agents whose specific activity is job searching. They
have, it is supposed, experienced labor rationing in their preferred labor market and
are waiting with the hope of participating in it at a later trading round, instead of
engaging in non-wage activities or taking a job in some less-preferred labor market.
Obviously, labor rationing and unemployment are linked, as the former is a neces-
sary condition for the latter. Yet labor rationing is not a sufficient condition for unem-
ployment. Individuals who are rationed in their preferred labor market may well end
up other than unemployed.

The aim of this paper is twofold. First, it examines the elements intervening in
the transition from laber rationing to unemployment by assessing rationed agents’
possible post-rationing trajectories (including unemployment). Imagine a violonist
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who fails to be hired in an orchestra, e.g. because of insider-outsider factors. Which
paths are open to him—to go on the dole, to give private violin lessons (with the risk
of losing his chances of being hired later on), to drop the violin and start another
occupation, to emigrate? To raise comparative issues, would a low-skill manual worker
face the same choice set as the violonist? Or, take two violonists, both rationed in
their preferred job (to play in an orchestra). They are identically good as violonists
but one is wealthy and the other poor. How does this influence their lot? These are the
sorts of questions which the taxonomy I will construct addresses. Second, my paper
will discuss the issue of whether the inveluntary unemployment concept—the em-
phasis on involuntary—makes sense once unemployment is understood as a post-
rationing activity rather than as synonymous to rationing.! As a part of his broader
criticism of Keynesian theory, Lucas has claimed that it does not. In his view, people
who are observed as unemployed should be considered to have chosen this activity.
Since alternative job opportunities are always available, it must be the case that they
have refused these opportunities, hence the voluntary nature of their unemployment.
This article’s second aim is to challenge Lucas’ stance by deseribing conditions under
which the involuntary unemployment notion makes sense.

To achieve these two aims, I develop a series of concepts to assess the rationed
agents’ possible post-rationing trajectories. First, I present a general taxonomy of the
social forms in which economic activities can be embedded. The notion of economic
activity choice set (in short activity choice set) will be introduced to capture the idea
that distinct social forms are available to agents for exerting their economic activi-
ties. The old idea that some agents may have no alternative to wage labor to earn
their subsistence will be encapsulated in the notion of wage-dependency. Second, some
assumptions on the organization of trade will be spelled out. Third, the concepts of
labor-rationing, unemployment (in general), voluntary unemployment, involuntary
unemployment, and misemployment will be defined or re-defined.

The paper is organized as follows. I begin by expounding Lucas’ stance. I then
present my categories of post-rationing activity choice set followed by a presentation
of the labor market structure under which the phenomena I wish to bring to the fore
can become possible. My claim that involuntary unemployment can be a plausible
outcome is then supported. I continue by remarking on the social embedding of the
categories carved out in the earlier parts of the paper. Finally, at last I discuss the
issue of how New Keynesian economists fare with Lucas’s stance and show that, sur-
prisingly enough, they seem to have no objections to level against it.

Finally, two warnings are in order. First, labor rationing is the topic which has
drawn, under the unemployment label, most economists’ attention. However, my pa-
per does not study its determinants, for my subject matter is the aftermath of labor
rationing. The existence of labor rationing is taken for granted and assumed to be
explainéd by efficiency wage, insider-outsider or search models. Henceforth, unem-
ployment will not refer to labor rationing but to joblessness as one of its possible
consequences. Likewise, involuntary unemployment will be understood in a sense
close to the vernacular, i.e. as an « nchosen” activity. Second, the paper is mainly
concerned with semantic and taxonomic questions. Many economists tend to side-
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step such issues and consider them unimportant. Clearly, this paper would not have
been written had I shared this belief.

LUCAS’ STANCE: THE EVER EXISTENCE OF JOB ALTERNATIVES

Lucas’ stanc.e can be characterized in a twofold way. First, he seems to accept the
Peed.to draw a distinction between rationing and unemployment — at least, he makes
it quite clear that to him unemployment is an activity:

Workers who lose jobs, for whatever reason, typically pass through a
period of unemployment instead of taking temporary work on the
‘spot’ iabor market jobs that are readily available in any economy. ...
To explain why people allocate time to a particular activity — like

unemployment — we need to know why they prefer it to all other
available activities {1987, 54].

3 Second, he views involuntary unemployment as a meaningless concept. To him,
mvol.untary unemployment is not a fact or a phenomenon which it is the task of
theorists to explain” [(1978) 1981, 243]. Put differently:

Nor is there any evident reason why one would want to draw this
distinction [between voluntary and involuntary unemployment]. Cer-
tainly, the more one thinks about the decision problem facing indi-
vidual workers and firms the less sense this distinction makes. ... The
unemployed worker at any time can always find some job at once,
and a firm can always fill a vacancy instantaneously. That neither
typically does so by choice is not difficult to understand given the
quality of the jobs and the employees which are easiest to find. There
is also a voluntary element in all unemployment, in the sense that
however miserable one’s current work options, one can always choose
to accept them [{1978) 1981, 242].

The above quotation is concerned with unemployment as understood in this pa-

per rather than with rationing.? Lucas’ point is neither that fired or rationed people
should take whatever job is available, nor that they should be blamed for choosing the
unemployed position, It is just that to him, for all its frustrating character, unemploy-
ment ought to be seen as an activity like others, to be analyzed in choice-theoretic
terms. An unemployed person must be considered as somebody who, for good reasons

has chosen the job-search activity over available alternatives. Hence, to him: ’

Tt does not appear possible, even in principle, to classify individual
unemployed people as either voluntarily or involuntarily unemployed
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TABLE 1
A Taxonomy of Social Forms of Economic Activities®
Participation in Goods Markets
Lack of Participation in demand Participation in supply
participation yet not in supply and demand
Participation| Lack of the autarkical the rentier the se]i'—el?al.nloyment
in the Participation activity activity activity
labor .
market Participation the wagz.a-..eammg
in supply activity
Participation the capitalist
in demand activity

because of their lack of plausibility. The first one is the case of
ed that in order to supply goods or services
int supply and demand

s, Some oceurrences have been discarded th
the exclusive supply participation in goods markets (it is assum ‘ '
inputs other than labor ought to be purchased). The second one is the case of jo

participation in the labor market.

depending on the characteristics of the decision problems they face

[(1978) 1981, 243].7
This is the view which my paper will challenge.

A TAXONOMY OF POST-RATIONING ACTIVITY POSSIBILITIES

In order to evaluate Lucas’ claim, it is necessary to investigate what t?lese glter—
native activities might be in more detail. will therefore propose a classification of
social forms of activities in this section. ' .

To make it simple, a series of restrictions should be made. First, certal,m fractions
of the population, namely the young, the old and the disablec?, are left aside. Second,
my typology refers to individuals rather than households. Third, ‘for all thi? boundary
difficulties involved, I want to draw a distinction between activities allowing zllormal
social integration and those expressing or prompting social ex?lu‘smn or
marginalization. I will thus oply consider activities allowing n?rmal social mtegrf?.-
tion. Finally, a semantic remark is in order. The notion of social form of econo'mic
activities ought to be separated out from that of occupation. For example, occupai:,mns
as different as engineer or a truck driver can be grouped in the same category, i as
far as théy are exercised in the same social form, i.e. as an employee. On the other
hand, two plumbers who technically speaking are doing the same wark, ought to !:)e
classified differently in social relationship terms if one of them is an employee while
the other is self-employed.

In Table 1, I give a general typology of conceiv
prior to auny rationing. It is built on very simple crite

able forms of economic activities
riz, as it follows from asking two
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questions: are agents participating in the product and/or labor markets? And second,
if they are, are they sellers, purchasers or both?

Five main categories of activities emerge.* The first one is the autarkical activity.
It pertains to agents engaged in self-production and consumption. They function en-
tirely outside the market sphere (or, to put it the other way, entirely within the do-
mestic sphere). Whenever this mode of subsistence is an effective possibility, it means
that agents are able to survive without trading. As this activity is borderline, it will
not be considered. For all their differences in terms of social relationships, the next
three categories — the wage-earner, the self-employed and the capitalist activities —
share the common feature of a twofold market participation. The last type, the rentier
activity, concerns individuals who live on unearned income. They act as purchasers
in the product market without participating in the labor market. They are full-time
“leisure choosers” and hold this activity either on a definitive or a temporary basis. In
order to belong to this category, an obvious condition is that agents are endowed with
enough non-labor resources to insure subsistence without working.

Let me call the set of activities open to a given individual his “activity choice set.”
Quite plausibly, agents will differ widely in this respect. The broadest conceivable set
will include all the different types of activities, the narrowest will include only the
wage-earning activity since any individual’s labor power is his smallest endowment.’
Agents whose activity choice set comprises only this activity will be dubbed as “wage-
dependent”.

Think of two individuals, alike in terms of occupation, skill as well as other pro-
fessional features and who are both in a wage position yet differ in terms of their
personal wealth. As a result, one of them is v;rage—dependent while the other has an
extended activity choice set and could have taken up a non-wage activity had he
wanted to. The wealthier agent enjoys a wider scope of freedom and is less vulnerable
to economic adversities than the wage-dependent one; were both of them to become
rationed, their prospects would be different. In the same vein, take the case of wage-
dependent agents belonging to the same occupation but at different levels of skill.
One can argue that the higher skilled have a broader scope of freedom than the lower
skilled. Were they rationed in their own market, i.e. the market corresponding to
their skill, they would still have the possibility of participating in lower-skill markets.
Such a recourse is normally lacking for those whose own market corresponds to the
lowest skill.

THE LABOR MARKET STRUCTURE

For the purpose of my argument, a unique labor market cannot be assumed. The
point becomes how to spell out the relationship among markets in a simplified way.
Some assumptions ought to be made about agents’ mobility possibilities across labor
markets; it is also necessary to be more specific about the organization of trade.

To begin, I assume that the number of labor markets depends on the occupation-
skill structure. Assume thatm different occupationsi (i.e.,i =1...m ) exist, each sub-
divided into the same amount n of skill-levels j ( = 1...n ). Moreover, assume there
exists one further category, 2, the unskilled type, to which no specific occupation is
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attached. The occupation-Skill structure is the array consisting of (m X n) + 1 ele-
ments. Supposing that one specific labor market is attached to each of them, we thus

have (m X n ) + 1 different labor markets.

The Structure of Marketis
skills
x xY x= .
occupations xi xi x® .
xm x4 X .
. x?

Mobility assumptions can be spelled out in the following way: marke_ts are 0r-
dered according to skill.® They are described in the table above in descz_andmg or.der,
(i.e. x is a market with a higher skill than x%). The market corre:spondm‘g to a given
agent’s skill-occupation will be calied his normal market, which is also his preferred
market for labor participation. Occupations and skills are given. 1% is further assumgd
that mobility across occupations is impossible, even from a higher to-a lo.wer .skl_ll
level (e.g. from x' to x??), and that people cannot be employed above the1_r skill within
their occupation. As a result, the only form of mobility is dowfzvnward lntri?-{}f:(‘,"lpi.i.-
tional mobility.” Take the case of agent k¥ whose skill-oecupation chara_cterzstw is g
If he is rationed in his normal market x¥, all lower-skill markets in h1§ f)ccu.pa’slon
plus the unskilled market remain feasible. Thus, his labor market participation op-
portunities amount to (n — Y+ 1L o -

Finally, some additional assumptions about the organization of tradfa must be
made. Let us assume that the economy consists of a sequence of self—contamc.ad trad_e
rounds. My interest here is in what arises in one of them rat‘her tha_n-m tl}eir
intertemporal dynamics. Assume that each self-contained round is sub—d1v1dt.ad into
two phases, input markets taking place in advance of goods markets (the only input 1
am actually concerned with is labor). Wages are set instantaneously. Assume more-
over that there is a sequential order within the operation of labor markets: they open
in decreasing order of skill. As each occupation is sub-divided into the'same number
of skill levels, trade occurs in parallel across occupations down the skill 1a(.ide1j. Th.e
first decision an individual therefore has to make concerns his participation in ]1.15
normal labor market. Labor rationing is considered to be a possible outcome within
each labor market and rationed agents are allowed to participate in lower markets
within their occupation. As a result, two types of labor suppliers can be en‘countered

in each labor market (excluding the highest skill ones): downwardly mobile agents,
(i.e., people rationed in higher markets), as well as those agents for which the market

in question is their normal market.
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UNEMPLOYMENT AS AN ELEMENT OF THE POST-RATIONING
ACTIVITY CHOICE SET

Let me now sketch out the possible trajectory of a skilled agent who hag experi-
enced rationing in his normal market. The activity choice set, as depicted above, needs
to be modified and replaced by a post-rationing activity choice set. The very fact that
the agent made a trade offer in the market from which he has been excluded means
that the different elements comprising this new choice set are all second-best out-
comes. The post-rationing activity choice set contains two additional differences from
the first-best activity choice set: first, participation in other labor markets may still
be possible; second, a new activity enters the picture, namely unemployment.

More precisely, the agent in question potentially faces a threefold choice (its ef-
fectiveness depending on the content of his activity choice set): first, accepting the
downward-mobility solution, (i.e. supplying his labor service in a lower-skill market),
second, dropping his labor participation and engaging in one of the non-wage activi-
ties referred to in Table 1 and, third, opting for the unemployment solution.? I suggest
subsuming the first two alternatives under the new term “misemployment”. The pre-
fix indicates the second-best character of such an outcome, whereas the suffix ‘em-
ployment’ is meant to indicate that they have chosen whatever activity except unem-
ployment.® The upshot of rationing is then either misemployment of different forms
or unemployment. To illustrate, let me go back to the violinist example. Assume there
is a correspondence between the ranking of the orchestra and the musicians’ skill.
Were the violinist not to be hired by an orchestra corresponding to his skill, he might
(a) apply to a lower-ranking orchestra, (b) become a self-employed violin teacher or,
were he wealthy, commence living as a rentier or, finally, (c) prefer to be registered as
unemployed thereby declaring his aim to apply to orchestras corresponding to his
skill-level at the next trade round.

Whenever the agent chooses either unemployment or the non-wage activity, the
course of his post-rationing trajectory ends. However, if the downward mobility solu-
tion is taken, the trajectory continues. In the lower market he may either be em-
ployed or encounter rationing again. Possibly, he may spill down the skill iadder and
end up in the unskilled labor market, while at each step retaining the possibility of

foregoing labor market participation. Assume that eventually he ends up in the un-
skilled market in which he is again amongst the rationed. Even now, selection is still
available as the agent may either register as unemployed or decide to take up another
social form of activity, other than the wage-earning activity. The choice concept re-
mains relevant as there is still more than one element in his choice set. This reason-
ing is illustrated in Figure 1 which, for the sake of simplicity, considers one specific
occupationi and assumes there is just one skill level, j =1. There are thus two ordered
labor markets to consider: the skilled and the unskilled labor market.

Up to now, my account is perfectly congruent with Lucas’ stance. The point of
departure concerns the possibility that unemployment may be involuntary. This can
certainly not be true for case I of unemployment in Figure 1 as agents who happen to
be rationed in the skilled market always have the possibility to supply their services
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FIGURE 1
An Example of Post-Rationing Choice Trajectory

positive suple of labor in one’s normal market

i i
hired rationed
i l i
unemployed non-wage supply of la'flbor
{case I activity in the unskilled-
(misemployment) labor market
| i
hired rationed
(misemployed)
I |
unemployed non-wage
(case I} activity

(misemployment)

in lower markets. Hence, they ought to be classified as voluntarily unemploye(ll. Asa
result, a necessary condition for the possibility of involuntary memQ19ment is that
rationing arises in the unskilled labor market. An additional condition 18 that the
rationed agent has to be wage-dependent because his choice set then turns out to ‘pe.a
singleton: it comprises no other possibility than the unemployment status. If this is
the case, it can no longer be considered a chosen status. On the contrary, a soon a§ a
non-wage activity alternative exists, any unemployment position should be consid-

ered as chosen.'®

Two further remarks are in order. First, there is the issue of limiting the notion of

ajob. Should petty provisional jobs, such as washing car windows at street corners, be
considered as possible jobs? Lucas avoids this question. I, for one, argue th?.t only
‘decent’ jobs — i.e. law-abiding and socially integrated jobs. —should be conmder.ed,
leaving open the question of how to delineate their boundaries. For examplle, begging
should not be considered as belonging to the decent job category. Se:cond, it coulc‘l be
argued that even if an agent’s choice comprises only one element, tl_us elemer%t mxght
be the option he would have chosen anvhow were alternatives available. This objec-
tion leads to an issue which has not been considered up to now, namely the moral
hazard effects of unemployment benefits.

Clearly, the existence of unemployment benefits may prompt some people to pre-
for to withdraw from labor market participation, in as far as the difference between
wage and benefits does not compensate for labor disutility. Since unemployment ben-
efits are normally conditional to job search, these people may have to pretenc?. they
are searching, whereas in fact they are moonlighting or living as temporary 1nsur-
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ance-financed (small scale) rentiers. Such opportunistic behavior amounts to divert-
ing the function of the social insurance scheme from its initial objective. Instead, it is
used as an unconditional social dividend -~possibly an anticipation of some incipient
social transformation.” Upon reflection it appears that this evolution has little bear-
ing on the distinction between voluntary and involuntary unemployment, as under-
stood here. The point is that the existence of unemployment benefits concerns labor
market participation rather than unemployment. What is now needed is to draw a
distinction between two sorts of labor rationing, separating those agents who are true
vietims of rationing from those who are not. A further condition should then be added,
namely that the agents considered are not ‘pseudo-rationed’.”

To recapitulate, five conditions sught to be fulfilled for the existence of involun-
tary unemployment:

{a) the possibility of rationing is admitted,

{(b) rationing arises in the unskilled labor market,

{c) the rationed agents ought to be wage-dependent,

(d) the self-employment activity is made up of decent or socially integrated jobs,
{e} the rationed agents are not pseudo-rationed agents.

These conditions provide a good set of criteria allowing discrimination between
the voluntarily and the involuntarily unemployed. My contention is not that Lucas’
proposition is never true but rather that it not always so. Therefore, contrary to what
he asserts, it is possible, in principle, to classify individual unemployed people as
either voluntarily or involuntarily unemployed, depending on the characteristics of
the decision problem they face. Involuntary unemployment ought thus to be consid-
ered as one possible outcome of labor market rationing. Beyond doubt, people to whom
it may apply will belong to the poorest fraction of society. **

At this point, it may be worth giving neater definitions of the different concepts
introduced above. They are as follows:

{a) Labor rationing: An individual is labor rationed when the market real
wage rate exceeds his reservation wage, yet he is not participating in labor
trade. A skilled individual may successively enter into lower-skill markets
and be rationed each time.

(b) Unemployment: Unemployment is a social category regrouping individu-
als (i) who have encountered labor market rationing, (ii) who neither take
up a job in lower-skill markets nor take up a non-wage activity, and (iii)
who still want to participate in the specific market from which they have
been rationed at the first possible opportunity.

(c) Voluntary unemployment: Voluntary unemployment refers to individuals
who, after being rationed in their specific labor market, prefer to remain

Jjobless during the trade round under consideration in order to preserve
their chances of being hired in this market in further trade rounds, rather
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than either supplying their labor service in a lower-skill market or taking
up some aveilable non-wage activity.

(d) Involuntary unemployment: nvoluntary unemployment refers to individu-
als who face rationing in the unskilled labor market and who, moreover,
lack any non-wage activity possibility.

(e) Misemployment: Misemployment is the alternative to unemployment when
somebody is rationed. It refers to individuals who have succeeded in tak-
ing up a second-best activity position, either by participating in a lower
labor market or by adopting o non-wage activity.

I believe that these definitions constitute notable progress in the phrasing of the
issue. Drawing a distinetion between labor rationing and unemployment permits an
important clarification. In addition, my classifications suggest that the current un-
derstanding of voluntary/involuntary unemployment should be replaced by a more
complex set of relationships. Three observations are worth making in this respect.
First, the voluntary unemployment category is too heterogeneous. To many authors,
it means chosen leisure. In my view, leisure requires a category on its own — the
rentier activity — and should not be considered to belong to the sphere of unemploy-
ment. Even leaving the rentier activity aside, the voluntary unemployment label re-
mains ambiguous as it groups together two cases which should be separated out:
workers preferring the job-seeking activity to misemployment and the pseudo-ra-
tioned agents pretending to be looking for a job. Things would be clearer if voluntary
unemployment designated only the first of these two types. Second, voluntary unem-
ployment (narrowly understood) should not be viewed in a pejorative way; voluntary
unemployment is better than misemployment in many cases. Finally, the voluntarily
unemployed and the involuntarily unemployed categories should be viewed as two
sub-types of the broader job-searcher category rather than as being polar opposites.
The only difference between them pertains to agents’ scope of freedom. Involuntary
unemployment implies that some agents have less freedom than assumed in eco-
nomic theory. When rationed, they have less scope to maneuver than better endowed
agents. Hence, whenever involuntary unemployment yields ground to voluntary un-
employment, this should be hailed as good news.

SOCIAL EMBEDDING

To put some flesh on the above definitions, it is worth reflecting on the social
context in which they may become embedded. Clearly, my classifications apply best
to a developed economy or ‘welfare state economy’, where unemployment benefits
have become a pervasive social institution. Put differently, it should be realized that
the unemployment concept is not universal. It emerged only gradually, not having its
present-day meaning initially. The following observation by Piore, in his review of
Salais and al., Linvention du chémage, and Keyssar’s Out of Work: The First Century
of Unemployment in Massachusetts, brings the point home:
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In the early nineteenth century, unemployment as we know it today
does not seem to have existed as a category, at least in the modern
sense of the term. The word was widely used, but it referred mainly to
‘those who were simply “not employed,” who were idle or not work-
ing’. It thus included small children, who were never engaged in pro-
ductive labor and grown men who had taken the day off to go fishing.
By the end of the century, however, it had come to be understood
exclusively in the modern sense of ‘involuntary idleness’, wanting a
job but being unable to find one. [1987, 1838]*

The autonomization of unemployment as an effective social category followed the
emergence of unemployment benefits. In Piore’s terms, it might have been the case
“that workers have been induced to behave as unemployed by the fact that they thereby |
become eligible for unemployment insurance payments” [1987, 1837]. Thereby it be-
came possible to drive a wedge between rationing and poverty, for as long as this
wedge was absent, the threat of falling into poverty loomed large on rationed agents.”

These brief remarks may help to explain why the unemployment category is not
found in the writings of the first generation of classical political economists. Adam
Smith is an enlightening example. If, at his time, one were to look at the activity
choice set of agents populating the wage-earning category, beyond doubt, the over-
whelming majority of them would belong to the wage-dependent group. As stated by
Smith, property-less laborers “stand in need of a master to advance them the mate-
rial of their work” [(1776) 1970, 168]. Actually, in this context, nobody having a choice
would take up waged labor, because such jobs are unattractive, low skilled and badly
paid. Labor rationing is then an issue affecting only wage-dependent agents, whereas
misemployment is of marginal importance. What is strikingly absent, however, is the
unemployment outcome. The following extract from his Wealth of Nations chapter on
wages explains why:

But it would be otherwise in a country where the funds for the main-
tenance of labor were sensibly decaying. Every year the demand for
servants and laborers would, in all the different classes of employ-
ment, be less than it had been the years before. Many who had been
bred in the superior classes, not being able to find employment in
their own business, would be glad to seek it in the lowest. The lowest
class being not only overstocked with its own workmen, but with the
overflowings of other classes, the competition for employment would
be so great in it, as to reduce the wages of labor to the most miserable
and scanty subsistence of the laborer. Many would not be able to find
employment even upon these hard terms, but would either starve, or
be driven to seck subsistence either by begging, or by the perpetra-
tion perhaps of the greatest enormities. Want, famine and mortality
would immediately prevail in that class, and from thence extend them-
selves to all the superior classes, till the number of inhabitants in the
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country was reduced to what could easily be maintained by the rev-
enue and stock which remained in it. [(1776) 1976, 50-91]

Smith’s account is telling. Excess supply triggers downwards mobility
{(misemployment), with people moving from superior to lower markets. As a result,
the wage rate decreases and reaches the subsistence floor, before being able to absorb
the excess supply. Rationed agents would then, one might think, become unemployed.
However, this will rarely be the case because in the Smithian framework, rationed
agents rarely have the means to survive without working, “Many workmen could not
subsist a week, few could subsist a month, and scarce any a year without employ-
ment” [(1776) 1976, 84). Thus, unemployment can have only a fugitive existence. Ei-
ther people are able to leave it quickly or they slide into poverty. There is, as it were,
a short-cut from labor rationing to disenfranchisement, skipping the unemployment
stage. Labor rationing, according to Smith’s argument, is the antechamber of poverty
and starvation, the latter of which he observes serves the purpose of solving radically
the excess labor supply issue.

In economies where everyone is beyond the level of subsistence yet wherein in-
stitutions of the welfare state are scarcely present, the unemployment category will
be of little importance. In this context, two other categories of my classification are
likely to play a more important role than they do in more advanced economies: the
domestic or autarkical sphere and self-employment. The scope of the latter may then
widen by encompassing petty unskilled jobs requiring no capital, the frontier between
socially integrated and marginal jobs thereby becoming blurred. This feature would
confirm a remark attributed to Sydney Weintraub and mentioned to me by a referee,
stating that in India there was little unemployment but many self-employed with a

low status.

NEW KEYNESIAN ECONOMISTS AND LUCAS’ STAN CE

New Keynesian economists are supposed to be the main opponents of the new
classical approach. Hence, it might have been expected that they felt it necessary to
criticize Lucas’ stance. By pondering the dual labor market literature, I will show in
this last part of the paper that, surprisingly enough, this is not the case.

I mentioned in the introduction that labor rationing and unemployment are usu-
ally considered synonymous in economic theory. Nonetheless, the distinction between
Jabor rationing and unemployment is implicitly present in some strands of the new
Keynesian literature, in particular in writings aiming at embedding efficiency wage
and insider-outsider models in a dual labor market structure. Two related assertions
relevant to my purpose are to be found there. According to the first one, certain un-
employed agents should, at one and the same time, be characterized as involuntarily
and voluntary unemployed. The following quotation gives the idea:

With a secondary sector all workers can get a job. Does that not imply
that all unemployment is voluntary ? In some sense that it is true. ...
And, although it is true that every unemployed worker might be able
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to get a secondary sector job (so that in one sense there is no involun-
tary unemployment), it is also true that unemployed workers would
be more than willing to work in primary sector jobs at prevailing wage
rates. In that sense such workers are involuntarily unemployed

[Akerlof and Yellen, 1986, 10-11]%¢ : -

' A fglven agent, the story runs, is rationed in the primary sector for the reason
given in efficiency wage theory—a situation which these authors call “involuntary
unemployment” yet which I label “labor rationing”. However, as the agent is sup-
posed to have discarded available job alternatives in the secondary sector, his ulti-
1(1;11::11:9 unemployment—according to my definition of the term — is consider:ed volun-

ary.

The second proposition asserts that involuntary unemployment and full employ-
ment may co-exist. The following excerpt illustrates: Y

For sectors where the efficiency wage hypothesis is relevant—the pri-
mary sector—we find job rationing and voluntary payment by firms

~of wages in excess of market-clearing; in the secondary sector, where
the wage-productivity relationship is weak or non-existent we should
f)bserve fully neoclassical behavior. The market for secondary sector
jobs clears, and anyone can obtain a job in this sector, although it may
be at lower pay. [Akerlof and Yellen, 1986, 3]7

This situation differs from the preceding one only in that rationed agents are now
characterized as having accepted a job in the secondary sector. Yet, despite their
.en..'lplioyment, they are classified as “involuntarily unemployed” in reﬂ;rence to their
initial rationing situation. Imagining that all rationed agents become employed, we
;:_ould have involuntary unemployment and full employment at one and the s:’ame
ime.

_While the above quotations are concerned with the issue of post-rationing career
tra:]e?tories, their flaw is that they broach it in too rudimentary a way. A significant
gain in clarity is obtained by explicitly separating unemployment from labor ration-
ing. Tl_le first quotation could then be grasped as pertaining to a case combining labor
rationing and veoluntary unemployment while the second would describe a case of
labor raf:ioning without unemployment. However, none of them account for the exist-
ence of involuntary unemployment—that is, the situation of unchosen joblessness
T}%1s ensues from assuming that the factors liable to prompt a non-Walrasian Wage.
arise in the primary rather than in the secondary sector. Once the secondary sector is
assumed to be perfectly competitive (or to function as an auction market), the issue of
the voluntariness of unemployment is sealed. As people who are ratione,d in the pri-
mary sector may either accept or refuse a job in the competitive sector, whenever
they opt for the second solution, their unemployment follows from a ch,oice and is
thus voluntary. Yet, could not the explanatory factors of rationing be at work in the
seeondary sector too? Oddly enough, the abovementioned authors do not seem to con-
temp-ia.te this possibility. As a result, the bone of contention between them and new
classicists turns on the existence of labor rationing and its market failure character
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rather than on its eventual employment result. As far as the volunt:e.lry na}tun? of
joblessness is concerned, new Keynesians and new classicists are at one int their rejec-

tion of involuntary unemployment.

CONCLUDING REMARKS

!

The main aim of this paper was to argue in favor of drawing a distinctiog between
the concepts of labor rationing and unemployment. The following tvyo points have
been made: (a) By putting forward a series of new concepts such as msemploymex;t,
occupation possibility set, wage-dependency, ete., I hope to have improved upon 1]; e
few insights found in the literature on the subject of the consequences of l'abor market
rationing. (b) The main bone of contention between both new Keym?m‘a‘n and new
classicists on the one hand, and myself on the other, concerns the p_ossfmhty of invol-
untary unemployment as a specific post-rationing activity. There is no room for t.he
involuntary unemployment concept if Lucas’ stance, namely that some alternative
activities are always available, is valid. Yet, this stance should not pass @chﬂlenged._
As I have shown, it does not hold if it accepted that the notion .of .a. job shou.ld 1?8
limited to socially integrated, non-marginal jobs and that labor rationing may arise in
the unskilled labor market and affect wage-dependent agents. Unemployment is in-
voluntary when these conditions are fulfilled.

NOTES

Comments on an earlier draft by two anonymous referees as well as A. Pfaelzer de Ortiz's editorial

assistance are gratefully acknowledged.

ddressed in De Vroey [1998].

ning. At first, this proposition may look odd,
clearing ought to be taken as axioms. How-
e nuanced. His point is that

The issue of the possibility of involuntary rationing is a
2. It also implies that Lucas accepts the possibility of ratio
in view of his basic claim that equilibrium and market- !

i i ? writl i ition is mor

ever, attentive reading of Lucas’ writings shows that his posk : 1 : :
rium theory of the business cycle can be constructed on the basis of such axioms, 1.ts object
ariations inunemployment. In other words, this theory

et

an equilib e
1 ions i meni rather than v ‘
e e e y distributed across agents. When it comes to

assumes that varying levels of employment are evenk :
explaining unemployment per se, Lucas admits that one has to leave the realm of Walrasian general

equilibrium theory (where rationing is absent) and to enter into that of search models (where it is
t). Cf Lucas [1987, ch. V1. ‘ -
3 grf::sr’l s}ta.nce has, in fact, a long lineage. To wit, it was voiced by von Mises in his 1949 Human
- Action: “Unemployment in the unhampered market is always voluntary. In the eyesn of the unem-
ployed man, unemployment is the minor of two evils between which he has to choose” [1949: 596].
Since rationing is excluded, unemployment ought to be left aside.
Thus there is no empty choice set. . - o
Additionally (or alternatively), they could be stratified according to some locai};:;m criterion
ili i iviti i be assumed possible

Maoreover, mobility across social forms of activities will also : )
In viewof the purpose of this paper, it is is unnecessary to delve into what may motivate agents to

hances in lower-gkill markets. Just to give a hint, they

refer unemployment against taking their ¢ : vex- ' hin 2
I;nay for example assume that taking lower-skill job prejudices the chances of getting a job in their

normal market in the future (which amounts to believing that the risk of human capital loss is higher
with downwards mobility than with unemployment).

e
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8. The “misemployment” term ought thus to be understood widely, as it may encompass the rentier
activity. :

10. “If workers were always able to achieve self-employment, then there could be no involuntary unem-
ployment. Whoever could not work for someone else, would work for himsel®” [Lindheck and Snower,
1988, 51].

11. Hence the possible negative conmotation of the term voluntary unemployment, as it is implicitly
understood as designating this profiteering behavior.

12. Keynes’ definition of involuntary unemployment, given in Chapter 2 of the General Theory [1936, 15]
might be helpful to detect pseudo-rationed agents. According to Keynes, the test of the existence of
involuntary unemployment consists of an experiment where the unemployed are offered exactly the
same job which they have been unable to get {or to keep) yet at a lower wage than the prevailing one.
The condition for ranking therm as labor rationed is that they accept this job offer. Those refusing it
should be classified as pseudo-rationed agents.

13. My analysis rests on the premise that a market rationing outcome has already occurred in the labor
market, as explained either by an efficiency wage or a search model. Darity and Goldsmith [1995]
notice that it is possible to have jointly market-clearing and involuntary unemployment in the form
of discouraged workers. The reason is that the discouraged workers are no longer trying to partici-
pate in the labor market, since they already know that they will be rejected. Market-clearing then
pertains only to the sub-set of the non-discouraged workers.

14. In the same vein, in an essay on unemployment in Britain in the inter-war years, Whiteside and
Gillespie note that a possible rationale behind the rise of unemployment as a distinct category was
the need to differentiate it from poverty: “ ‘Unemployment’ as originally conceived in the late nine-
teenth century had no uniform or self-evident meaning. The ‘unemployed’ were distinguished from
the rest of the pauper host by their moral superiority: made evident in their previous regular work-
ing habits, their independence, thrift, sobriety, and honesty. Policies for the unemployed therefore
aimed to save these stout fellows from the horrors of a punitive poor law, on whese tender mercies
they might be thrown in hard times, through no fault of their own. Such policies, however, excluded
the ‘residuum’ — those surplus to Iabor market requirements whose physical and mental weak-
nesses rendered them incapable of regular work” [1991, 674-751.

15. As stated by Whiteside and Gillespie, “The survey [New Survey of London, carried out at the London
School of Economics between 1928 and 1931] concluded that the loss of six weeks wages in the course
of six months would be enough to place the average unskilled worker in poverty. At the beginning of
1929, a relatively prosperous year, almost 14 percent of the adult male workforce fell within this
category” [1991, 671].

16. Similar statements can be found in Stiglitz [1992, 54], Bulow and Summers [1986, 405}, Hahn [1987,
31 and Layard, Nickel, and Jackman [1991, 41].

17. See also Hahn {1983, 225] and Lindbeck [1993, 53].
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