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To : ECONOMICDEVELOPMEKT COMMITTEE 

From: CHIEF EXECUTIVE 

Date: 02/06/97 I Ref: AZG/O10/1/5 

119 NORTH LANARKSHIRE COLTCIL AGENDA E M  NO. a- 

Subject: Office for National Statistics-Review of 
Unemployment Statistics 

I 

REPORT 

Aim 

The aim of this report is to determine this Committee’s response on behalf of North Lanarkshire Council 
to the Office for National Statistics (ONS) invitation to provide observations on their proposed revisions to 
the presentation of unemployment figures. The Office for National Statistics has tabled proposals in the 
May Issue of ‘Labour Market Trends’ publication and comments are required by 14 June 1997. 

The Alliance for Regonal Aid has subsequently written to the Council requesting that the authority respond 
directly to the ONS asking for a more fundamental review to be undertaken and to inform local MP’s on the 
matter (Appendix 1). 

Introduction 

On 14 May 1997 the ONS announced a Review of Unemployment Statistics with a view to improving the 
presentation of unemployment statistics and other labour market information. 

This Committee receives quarterly reports on Unemployment from my department and in the last report 
mention was made of the work which is currently being undertaken through the Strathclyde Labour Market 
Information Service (SLIMS) to come up with a more accurate method of calculating Unemployment rates 
for member organisations. This exercise is ongoing and is not currently available. Some degree of urgency 
surrounds the need to respond to the Office for National Statistics proposal by the 14 June deadline. Whilst 
its content will not be influenced by the SLIMS findings, reference will be made to the exercise. 

Background 

Members are aware that the current method of calculating Unemployment is far from satisfactory having 
been subject to numerous changes implementedby the previous Government. These changes had the effect 
of progressively reducing the number of people calculated as being unemployed. 

It has been estimated that the ‘true’ level of unemployment in the United Kingdom is around 4 million, 
whereas the official figures indicate unemployment to be at 1.8 million.. 

Progressively, the measure of ‘unemployment’ moved from being the number of people actively looking for 
work to a ’claimant count’, a measure of the number of people in receipt of unemployment related benefits. 
Many people actively seeking work but not in receipt of unemployment related benefit are no longer 
counted as unemployed, hence the difference in the national statistics. 

‘ 
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Research undertaken by Sheffield Hallam University has indicated that the cumulative effect of the changes 
to the unemployment count have reduced the ‘real’ unemployment figures in industrial areas such as North 
Lanarkshire by a factor of three. Whilst this may be an overestimate, the correct figure for those seeking 
work is considerably higher than the ‘official’ unemployment statistics. 

Other calculations of unemployment include those derived fiom the Labour Force Survey undertaken 
quarterly involving a survey of 60,000 households in the United Kingdom. Whilst the survey uses 
internationally reconised standardised definitions of unemployment, its results at a UK level are only 
between 200,000 and 400,000 higher than the official ‘claimant count’. This has been attributed to the 
tightening of benefit eligibility rules. 

When calculating unemployment rates ( the percentage unemployment figures ), concern has surrounded the 
previous government’s method of calculating them. They express the ‘claimant count ’ as a percentage of 
the workforce rather than as a percentage of the economically active population. This distorts 
unemployment figures in urban areas where most jobs are concentrated. A local example is Glasgow where 
many of the jobs are performed by a ‘workforce’ of people who live outside the city. This leaves Glasgow 
with an unempoyment rate of 7.9%. East Renfiewshire, on the other hand, which is primarily residential in 
character and does not have many employers in its area has an unemployment rate of 9.7%, much higher 
than Glasgow’s. 

The Importance of Accurate Unemployment Figures 

Unemployment figures are widely used to inform decision making at local, national and European levels. 

Measuring the scale of the regeneration task locally includes cosideration of both the scale and 
concentration of unemployment in North Lanarkshire. Socal and Economic policy and the activities pursued 
by the Council’s Service Departments are influenced by unemployment statistics. A more accurate 
measurement of unemployment will assist the monitoring of the effectiveness of action by the authority and 
its partners to rebuild the local economy. 

The ONS is proposing publishing a UK wide document and stopping production of the Scottish publication, 
First Release, which provides the Council with unadjusted unemployment figures at Unitary Authority level. 
Valuable information is contained in First Release and if it continued to be published using the revised 
format for the proposed national document it would significantly enhance OUT understanding of the unique 
characteristics of the Scottish Labour Market. The Council should request the ONS to continue to publish 
First Release along the lines suggested. 

At a national level Regional policy, the allocation of resources and the configuration of initiatives a11 
consider unemployment figures as part of the decjsion making process. 

At European level the Structural Funds are currently being reviewed. Structural funds have traditionally 
been allocated according to the level of unemployment in member states’ regions. The current level of 
‘official’ unemployment figures in the UK indicate that, when compared to other member states and , more 
particularly, emerging potential member states in Eastern Europe , areas of the UK could well not qualify to 
receive European Financial Assistance after 1999. Strategically, this is a crucial issue which it is hoped the 
review of unemployment statistics will fully address. At present the UK underestimates its level of 
unemployment. 
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Conclusion 

It is clear that the review of unemployment statistics is a complex task which requires a fundamental review 
of the methodologies and may require a number of different measurements rather than one single measure. 

The Office for National Statistics favours the generation of new statistics fiom the Labour Force Survey 
which will not generate a measure of the full scale of unemployment nor will it generate figures at a local 
level which will enable comparisons to be made. 

'* 

The opportunity exists to respond positively to the consultation and draw attention to the shortcomings of 
the existing methodolgy, makmg suggestins as to how the figures could be calibrated and presented in the 
future. Representations to this effect require to be made to the Office for National Statistics. A draft letter is 
attached (Appendix 2). 

RECOMMENDATION 

It is recommended that the Committee 

i) note the content of the report and reply accordingly to the Office for National Statistics 

ii) agree that the observations attached in Appendix 2 be forwarded to the Office for National Statistics 
COSLA, The Scottish Office, local MP's and other interested parties &* ssistant hief Executive Policy) 

Local Government Access to Information Act 

For further information about this report please contact Alex Gardiner, Policy Planning Manager on 0 1698 30223 1 
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Dear Colleague, 

I am w r i t i n g  t o  ask your a u t h o r i t y  t o  make urgent  
r e p r e s e n t a t i o n s  on a m a t t e r  t h a t  i s  c r i t i c a l  t o  the  f u t u r e  
a v a i l a b i l i t y  of a i d  t o  your a rea .  

You may have not iced  t h a t  on 1 4  May the government announced 
a review of t h e  unemployment s t a t i s t i c s .  T h i s  i s  long 
overdue. As you w i l l  be aware, the monthly ' c l a iman t  count '  
i s  thoroughly d i s c r e d i t e d  6 s  a measure of the t r u e  e x t e n t  of 
the  unemployment problem. 

The proposal  from t h e  O f f i c e  for National  S t a t i s t i c s  i s  i n  
essence t h a t  t h e  government should move over t o  us ing  a 
monthly vers ion  of the f i g u r e s  produced by t he  Labour Force 
Survey. As the  a t t a c h e d  b r i e f i n g  note exp la ins ,  t h i s  
approach would be very s e r i o u s l y  flawed: 

* I t  would add l i t t l e  more than a q u a r t e r  of a m i l l i o n  
t o  the  f i g u r e s ,  t h e r e b y  cont inuing t o  u n d e r s t a t e  
unemployment 

a u t h o r i t i e s  t o  con t inue  t o  use the d i s c r e d i t e d  
claimant count - ' 

* I t  would not  g e n e r a t e  l o c a l  s t a t i s t i c s ,  f o r c i n g  l o c a l  

* This ba re ly - r ev i sed  measure of unemployment would s i n k  
t he  hopes of most p a r t s  of B r i t a i n  f o r  f u r t h e r  EU 
r eg iona l  a i d .  

Representat ions t o  t he  O f f i c e  f o r  Nat ional  S t a t i s t i c s  on 
t h i s  ma t t e r  have been r eques t ed  by no  l a t e r  than  14 June  
1997. 

Alliance Secretariat 9 Regent Street, Barnsley 570 2EG United Kingdom 
Tel: 01 226 200768 Fax: 01 226 296532 

LATC STEEL 
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I would therefore like to suggest that your authority 
responds urgently and critically to the peesent proposals. 
New ministers, in particular, need to be aware that this 
minimalist reform would not address the full extent of the 
distortion in the present figures and is potentially deeply 
damaging to the interests of many areas such as your own. 

I would like to propose that you make representations on 
this matter to: 

* Andrew Smith MP, Minister of State, 
Department for Education and Employment, 
Sanctuary Buildings, Gt Smith Street, 
London SWlP 3BT 
(The minister heading the review) 

* Neil Dube, B4/10, Office f o r  National Statistics, 
1 Drummond Gate, London SWlV 2QQ 
(The official leading the review) 

* To your local MP/MPs, asking them to make 
representations to the minister and to the Office for 
National Statistics 

I am copying this letter to all CCC, LATC, Steel Action and 
RETI representatives in your authority. 

Many thanks in anticipation of your authority's help. 

Yours sincerely, 

i ,he-. 4'xc7$O 
Stephen Fothergill 
Co-ordinator, Alliance for Regional Aid 
Director, Coalfield Communities Campaign 

.. 
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GOVERNMENT REVIEW OF UNEMPLOYMENT STATISTICS : briefing note 

The review announced on 14 May is a consultation exercise on specific 
proposals from the Office for National Statistics (ONS) rather than an open- 
ended, root-and-branch re-assessment of unemployment statistics. 

The ONS proposals are limited in scope and have their origins in the previous 
government's response to a 1996 Select Committee report. 

The proposals can be summarised as follows: 

Future presentations of labour market data would give less 
emphasis to the monthly 'claimant count' and more to figures from 
the Labour Force Survey 

* A new estimate of monthly unemployment based on a three month 
moving average of Labour Force Survey data would be produced. 

The claimant count is the basis of the currently monthly unemployment figures 
and has been widely discredited because it  is no more than the by-product of 
the application of benefit rules. Tightening elgibility for benefit, as introduced by 
the Jobseekers Allowance for example, therefore means lower recorded 
unemployment. 

The Labour Force Survey is a survey of some 60,000 households and currently 
produces quarterly estimates of unemployment, though not for small areas. 
Although the Labour Force Survey uses an internationally-standardised 
definition of unemployment. its results are still distorted by the operation of the 
benefits system. In recent quarters the Labour Force Survey has generated 
estimates of G B  unemployment that are 200-400,000 higher than the cLaimant 
count. 

The shortcomings of the ONS proposals are that: 
.I 

The new Labour Forcg'Survey figures would continue to massively 
understate the true extent of unemployment. 

t The Labour Force Survey does not produce figures for small areas 
(ie virtually all districts and many counties) so local authorities 
would be forced to continue using the discredited claimant count. 

Several independent commentators have calculated that the true level of GB 
unemployment is around 4 million. The most comprehensive study of local 
unemployment' estimates, that in January 1997 real unemployment in GB was 
3.9 million, compared to 1.8 million recorded by the claimant count and 2.2 
million by the Labour Force Survey. The same study shows that the gap 
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between real and claimant unemployment is largest in the areas where claimant 
unemployment is already highest. Local and regional disparities are therefore 
greatly understated in the official data. 

Unemployment has become 'hidden' from the official figures in a number of 
ways - through government schemes, enforced early retirement. removal of 
entitlement to benefit and, in particular, by the diversion of more than a million 
long-term unemployed onto sickness benefits. A shift to Labour Force Survey 
figures would not solve these shortcomings. 

.I 

The choice of unemployment indicator matters to local authorities, especially in 
lagging regions. Unemployment rates are a component of several financial 
allocation formulas. In particular, unemployment rates are a key criteria in 
determining eligibilty for EU regional aid, presently worth €1 billion a year to 
Britain. On both the claimant count and Labour Force Survey measures, most 
parts of Britain now appear to have low unemployment by EU standards. 
Unless both sets of figures are exposed as misleading, UK local authorities will 
lose out very heavily in the next EU spending round. 

The ONS proposals bear the hallmarks of being inherited from the previous 
government. They do not reflect the vehemence with which Labour in 
opposition criticised the unemployment statistics. The new government should 
be made aware that: 

* The revisions proposed by the ONS would still lead to serious 
underestimation of unemploymenr. 

* The resulting figures would continue to lack credibility. 

* Only a comprehensive review of unemployment data and a major 
revision to the basis of the figures will suffice. 

Alliance for Regional Aid Secretariat 
.I May 1997 . I  

*The Real Level of Unemployment, available from CRESR, Sheffield Hallam 
University. Tel: 01 14 253 3073 
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Neil Dube 
B4/10 
Office for National Statistics 
1 Drummond Gate 
London 
SWlV 2QQ 

Dear Mr Dube 

ONS Consultation on Presentation of Labour Market Statistics 

North Lanarkshire Council welcomes the opportunity to comment upon the ONS proposals 
concerning the hture presentation and dissemination of labour market statistics announced in the 
May issue of Labour Market Trends. 

The claimant count measure of unemployment has become progressively discredited as a true 
indicator of joblessness over the years, as pointed out by the Royal Statistical Society among others. 
This Council therefore warmly welcomes the ONS’ intention to give the E O  definition of 
unemployment derived from the Labour Force Survey, alongside a broader range of information 
about labour market activity, greater prominence in its publication of labour market statistics. 

The Council is unhappy about any proposal to move away from the publication of a Scottish First 
Release. The reform of the Scottish publication along the lines proposed for the UK document would 
have the same advantages, bringing together a great deal of valuable information about the Scottish 
labour market that is not readily accessible at the moment. In the long term it may be suitable to 
move to publication of such information on the Internet, but we believe that such an important source 
of data on the Scottish labour market should continue to be available in print for the time being. 
Additionally, the Scottish First Release contghs the unadjusted figures on unemployment at a 
Unitary Authority level. This Council feels it would be unwise to exclude these data from the 
publication at present, although they are readily available on Nomis. 

However, the Council would wish to take this opportunity to raise other issues that we feel need to be 
addressed urgently by the government and the ONS. 

The importance of the accuracy of unemployment figures for policy making at the local, national and 
European levels cannot be understated. The move to give greater prominence to the quarterly 
estimate of ILO unemployment will go only a short part of the way towards redressing the failure of 
official data in the UK to represent the true state labour market, particularly at a small area level (eg. 
localities within individual authorities or even entire local authority areas). 

NG[Review of Unempl May 971 1 03/06/97 
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The Labour Force Survey provides a wealth of information at the national and regional levels on a 
wide range of categories ofjoblessness. In the short term, as part of the current review exercise, we 
would suggest that those groups in the potential workforce currently excluded from the 
unemployment count be now included. These groups will include those available for work but not in 
receipt of benefit because they are not registered or because they are on a training scheme. Others 
have transferred from the unemployment register to the register of permanently sick and data on these 
should also be collected and published. This would enable a more balanced interpretation to be 
placed upon labour market changes than would be possible with just the claimant count or even the 
ILO definition of unemployment, a measure that also suffers from the impact of the benefit system in 
the UK. 

Most importantly, however, we believe that the Labour Force Survey needs to be improved so as to 
make available on a monthly basis this wider range of labour market information for much smaller 
areas than is possible at present. We realise that t h s  will inevitably require greater resources to be 
spent on an improved Labour Force Survey. Nevertheless, the Council would argue that policy 
making at local, national and European levels is being severely hampered at present by the poor 
quality of the UK’s official unemployment statistics. Better quality information would allow 
programmes at local and national levels to be better tailored to the true characteristics of the 
unemployed and of local circumstances, and would enable the UK to put a strong case for suitable EU 
development assistance in the forthcoming Structural Fund Review. As you know current proposals 
will have only a limited effect and result in the probable exclusion of many parts of the UK from 
eligibility for Objective 1 or 2 funds after 1999 simply because of an undercount of the real level of 
unemployment. 

We therefore urge the ONS to begin a fundamental review of the collection of labour market 
information, concentrating on the most effective options to improve the Labour Force Survey. 

Yours sincerely 

NG[Review of Unempl May 971 2 03106i97 




