
TEST YOURSELF: 

UNEMPLOYMENT 

Cessation of work is not accompanied by cessation of expenses.  
Cato the Elder 



How do we define the labor force? 



The labor force includes all persons over age sixteen 

who are either working for pay or actively seeking paid 

employment. 

People who are not employed or are not actively 

seeking work are not considered part of the labor 

force. 



What is the labor-force participation rate? 



The labor-force participation rate is the percentage of 

the population working or seeking employment. 



What two factors limit production? 



Production is limited by two factors: 

 the availability of factors of production 

 technological know-how 



What is economic growth? 



Economic growth is an increase in output (real GDP), an 

expansion of production possibilities. 



What is unemployment? 



Unemployment is the inability of labor-force 

participants to find jobs. 

To make full use of available production capacity, the 

labor force must be fully employed. 



What is Okun’s Law? 



Okun’s Law asserts that 1% more unemployment is 

estimated to equal 2% less output. 



What is the unemployment rate? 



The unemployment rate is the proportion of the labor 

force that is unemployed. 

Unemployment rate =
number of unemployed people

labor force



What affects how long a person remains 

unemployed? 



How long a person remains unemployed is affected 

by the nature of the joblessness. 

 job leavers 

 job losers 

 re-entrants 

 new entrants 



What is a discouraged worker? 



A discouraged worker is an individual who is not 

actively seeking employment but would look for or 

accept a job if one were available. 

Discouraged workers are not counted as part of the 

unemployment problem after they give up looking for a 

job. (But perhaps they should be!?) 



What is underemployment? 



Underemployment exists when people seeking full-time 

paid employment work only part time or are employed 

at jobs below their capability. 

Underemployed workers represent labor resources that 

are not being fully utilized. 



What are the costs of unemployment? 



The most visible cost of unemployment to individuals is 

loss of income. 

The human cost of unemployment includes social, 

physical and psychological costs as well. 



Is full employment the same as zero 

unemployment? 



Full employment is not the same as zero unemployment. 

Even at full employment there will always be some 

unemployed, even if only those between jobs. 



What is seasonal unemployment? 



Seasonal unemployment is 

unemployment due to seasonal 

changes in employment or labor 

supply. 

At the end of each season, 

thousands of workers must go 

searching for new jobs, 

experiencing seasonal 

unemployment in the process. 



What is frictional unemployment? 



Frictional unemployment refers to the brief 
periods of unemployment experienced by people 

moving between jobs or into the labor market. 

Frictional unemployment differs from other 
unemployment in three ways: 

 There is an adequate demand for the labor 
of the frictionally unemployed. 

 The frictionally unemployed have the skills 
required for existing jobs. 

 The job-search period will be relatively short. 



What is structural unemployment? 



Structural unemployment is unemployment caused by a 

mismatch between the skills or location of job seekers 

and the requirements or location of available jobs. 



What is cyclical unemployment? 



Cyclical unemployment is the unemployment attributable 

to the lack of job vacancies – i.e., to an inadequate 

level of aggregate demand. 

The economy must grow at least as fast as the labor 

force to avoid cyclical unemployment. 



What do we mean by a goal of full 

employment? 



A full employment goal presumably means avoiding as 

much cyclical and structural unemployment as possible, 

while keeping frictional unemployment reasonably low. 

In the early 1960s, the council of economic advisors 

concluded that rising prices are a signal that 

employment is nearing capacity. The Council placed full 

employment at 4% - below that, prices begin rising. 

In 1983, the Reagan administration concluded  that the 

“inflation-threshold” unemployment rate was 6% - 7%. 



What is the natural rate of unemployment? 



The natural rate of unemployment is the long-term rate 

of unemployment determined by structural forces in 

labor and product markets. 

The natural rate of unemployment consists of frictional 

and structural components only. 



How does current unemployment differ 

from previous unemployment? 



The difference with current unemployment are the large 
numbers of the long-term unemployed (6 months-1 

year) and the very-long-term unemployed (more than 1 
year). 

Many of the very-long-term unemployed eventually 
leave the labor force permanently, and some of those 

end up on the disability rolls. Very-long-term 
unemployment consequently generates adverse effects 
on the Treasury and on the capacity of the economy to 

grow in the long-run. 



How did you do?! If you didn’t do as well as you’d like, 
review the margin notes and presentations and test 

yourself again. 

CONTINUED IN TEST YOURSELF: INFLATION 


