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K LABOUR DATA

‘Okun's Law: Fitat 507 (bitly/3wsgqDi),

urban areas andagricultural income is.

‘NoMisunderstanding

Given the importance of high-quality
dataon thelabour market in India, we
had posed aquestion on this page via
+ . ourarticle, 'A Tale of TwoMethodologies'
(tgitlyfawtaais;whydaeathetrendfor
A b el s

employmentsituation inurban areas,
but CPHS' unemploymentrate paints a
picture contrary to PLFS', CMIE MD-
CEOMaheshWas‘responsetoour
article on this page (A Data Smell Test
That Smells Fishy’, bit.ly/3gnlL6s)
doesniotanswer this basicquestion.
Instead, Vyas attempts fo discredit our
analysisby stating thatit ‘suffers from
dings’. Ashisobservations helped us
refine ouranalysis, we find that the
original lacuna in the CPHS methodolo-
gyremains, whether one usesreal or
nominal GDE or employment or
unemployment rates.

Apart from identifying thelacuna, we
asked the question: should an estimate
of theemployment rate notcorrelate
positively witheconomicconditions, as
reflected in the level of GDP? As Okun's
law posits thisrelationship, we used it to
identify the lacuna’s source, andno
‘misunderstanding’ on our partemer-
ged. In his1962 study, ‘Potential GNP: Its
Measurementand Significance’
(bitly/8xq64BI), Arthur Okun estima-
ted thisrelationship using both the
levelsand the changes.

Infact, Laurence Ball, Daniel Leigh
and Prakash Loungani's 2013 study,

employsasimilarmethodologyand
finds thatin most countries, the good-
nessof fitisbetter when the estimation
isdone inlevels. Consistent with this
finding, we also find that the correlation
using the changes isvery weak for both

_ PLESand CPHS data.

Rather than clutching at straws by foc-
using ontechnical aspects of estimating
Okun's law, CMIE mustaddress the ele-
phant in the room: when PLFS employ-
mentdata—usingmethodology inline
with International Labour Organisation
(ILO)defined parametersand in consona-
neewith theresolution of the19th Inter-

‘national Conference of Labour Statistici-

‘withthelevel of GDB why does CPHS

datamove n theoppusitedirection?
Infact, our refined analysis reinforces

betore theycanberusied by polcyma
We correlated the urban employment

ratewithall-India GDP— quarterly
estimates of GDP not beingavailable
separately forurbanand rural aveas.
Given this limitation, either we can
analyse the source of thehighlighted
lacuna usingavailable data, or choose to
throw the baby with the bathwater. We
chose the former since quarterly all-
India GDPisa good proxy for urban
economicactivities, fortworeasons.
First, linkages of agriculture sector
withurban sectorare high, Forin-
stance, the correlation between per-
capita consumption expenditure in

abont0.60. Second, the share of non-
agriculfureactivities in net valueadded
e e
nota‘misrepresentation’,

(CPHS data does not report the most im-
portant indicator of thelabour market:
employmentrate, or werker population
ratio(WPR). Hence, this has to be calcu-
lated indirectly usinglabour force parti-
cipationrates and unemployment rates,
The employment rate used in the analy-
siscomprisesaverages of monthly em-
ploymentrates calculated using CMIE
data, again, not ‘misrepresentations’
Wereiterate; the CPHS data is in-
consistent with simple economicrela:
fionships. The strong positive correla-
tion between CPHS' urbanunemploy-
mentrateand real GDF, and the simulta-
neousnegative correlation between real
GDPand PLFS urban tinemployment
rate, raise serious doubts about CMIE's
labourmarketdata,
‘Tohelp CMIE to improve ts dataset,
wehighlightakey difference in CPHS"
methodology vis-a-vis that of PLES on
the use of reference periads, PLFS
follows the internationally accepted

standards inarrivingat the definition of

labour marketindicators, including the
referenceperiod of ‘previousone week”

~ tocounttheemployed and labour force.

period of ‘ontheday of thesurvey’ for
ccounting the employed. However, while
counting thelabour force, the reference
period changes to the last 100 days
preceding thedate of thesurvey:

Usually asa sample size decreases—
which occursformore frequently
released data—standard error in-
table. However, CMIE neither publishes
sampleobservations nor the relative
standard error with its daily or monthly
naking, high-quality data is essential.
Therefore, standardised data methodo-
logy must be followed for results to
reflect the true economy.
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