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: ‘[ 614 PARTIX THE REAL ECONOMY IN THE LONG RUN

I short-run problem. The economy’s natural rate of unemployment refers to the ama
I of unemployment that the economy normally experiences. Cyclical unemplmm;l:.::
A refers to the year-to-year fluctuations in unemployment around its natyr]
1l and it is closely associated with the short-run ups and downs of economic activity
. Cyclical unemployment has its own explanation, which we defer until we st
| short-run economic fluctuations later in this book. In this chapter, we discuss the
! i determinants of an economy’s natural rate of unemployment. As we wil] see, the
designation natural does not imply that this rate of unemployment is desirable
Nor does it imply that it is constant over time or impervious to economic policy.
| It merely means that this unemployment does not go away on its own even i thi;
1l long run.
| We begin the chapter by looking at some of the relevant facts that describe
unemployment. In particular, we examine three questions: How does the gOV-
ernment measure the economy’s rate of unemployment? What problems arise in
interpreting the unemployment data? How long are the unemployed typically
i without work?
E . We then turn to the reasons economies always experience some unemploy-
i ment and the ways in which policymakers can help the unemployed. We discuss
E
[ |

al Tate,

i four explanations for the economy’s natural rate of unemployment: job search,
minimum-wage laws, unions, and efficiency wages. As we will see, long-run
i unemployment does not arise from a single problem that has a single solution,
i Instead, it reflects a variety of related problems. As a result, there is no easy way
for policymakers to reduce the economy’s natural rate of unemployment and, at
Il the same time, to alleviate the hardships experienced by the unemployed.

IDENTIFYING UNEMPLOYMENT

|| Let’s start by examining more precisely what the term unemployment means.

H How Is UNEMPLOYMENT MEASURED?

Measuring unemployment is the job of the Bureau of Labor Statistics (BLS), which
is part of the Department of Labor. Every month, the BLS produces data on unem-
ployment and on other aspects of the labor market, including types of employ-
ment, length of the average workweek, and the duration of unemployment. These
data come from a regular survey of about 60,000 households, called the Current
[ Population Survey.

L Based on the answers to survey questions, the BLS places each adult (age 16
and older) of each surveyed household into one of three categories:

*  Employed: This category includes those who worked as paid employees,
worked in their own business, or worked as unpaid workers in a family
member’s business. Both full-time and part-time workers are counted. This
category also includes those who were not working but who had jobs from

i which they were temporarily absent because of, for example, vacation, ill-

f ness, or bad weather.

h ®  Unemployed: This category includes those who were not employed, were

|

|

available for work, and had tried to find employment during the previous
4 weeks. It also includes those waiting to be recalled to a job from which
they had been laid off.
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616 PARTIX THE REAL ECONOMY IN THE LONG RUN

This statistic tells us the fraction of the population that has chosen to participate ;
the labor market. The labor-force participation rate, like the unempl oymesl re in
is computed for both the entire adult population and more specific groups, ate,

To see how these data are computed, consider the figures for 2007. In that y
146.0 million people were employed, and 7.1 million people were unemplé
The labor force was

ear,
yed,

Labor force = 146.0 + 7.1 = 153.1 million.

The unemployment rate was
Unemployment rate = (7.1 / 153.1) X 100 = 4.6 percent.

Because the adult population was 231.8 million, the labor-force participation rae
was

Labor-force participation rate = (153.1 / 231.8) X 100 = 66.0 percent

Hence, in 2007, two-thirds of the U.S. adult population were participating in the
labor market, and 4.6 percent of those labor-market participants were without
work.

Table 1 shows the statistics on unemployment and labor-force participation for
various groups within the U.S5. population. Three comparisons are most apparent
First, women ages 20 and older have lower rates of labor-force participation than
men, but once in the labor force, men and women have similar rates of unems
ployment. Second, blacks ages 20 and older have similar rates of labor-force par-
ticipation as whites, but they have much higher rates of unemployment. Third,
teenagers have lower rates of labor-force participation and much higher rates of
unemployment than older workers. More generally, these data show that labor-
market experiences vary widely among groups within the economy.

The BLS data on the labor market also allow economists and policymakers
monitor changes in the economy over time. Figure 2 shows the unemployment

1 taBLE

Labor-Force

Demographic Group Unemployment Rate Participation Rate
The Labor-Market
E);F:ﬁge:‘ace;i:fG\:zzo:s Adults (ages 20 and older)
SmagLap P White, male 37% 76.3%
This table shows the it 34 0.1
1IN unemployment .ra_te énd the Biack,'ma\e 7:9 212

(| labor-force participation rate i 57 4.0

il of various groups in the U.S.

!‘. population for 2007. Teenagers (ages 16-19)

‘ | White, male (S 44.3
(1] ‘! Source: Bureau of Labor e 12.1 15
M Sustics Black, male 338 29.4

|

! ' : Black, female 25.3 3152
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PHOTO: @ PATRICK HARBRON/LANDQOV

A Growing Number of Men
Are Not Working, So What
Are They Doing?

By Alan B. Krueger

A growing number of men in their prime
waorking years are pursuing what rmight be
called the Kramer lifestyle, after the enig-
matic “Seinfeld” character: neither working
nor attending school. In 1967, 2.2 percent of
noninstitutionalized men age 25 to 54 spent
the entire year without working for pay or
attending school. That figure climbed to
8 percent in 2002, the latest year available
from the Bureau of Labor Statistics.

This trend is partly related to the ris-
ing disability rolls. More than half of male
nonworkers reported themselves as sick
or disabled. But the number of long-term
jobless men who were able-bodied—a

and social attitudes, which in turn may have been facilitated by the advances i
technology and birth control. Together these developments have had a profoune
impact on society in general and on the economy in particular.

Nowhere is that impact more obvious than in data on labor-force participas

THE REAL ECONOMY IN THE LONG RUN

I Ine:NEWS

The Rise of Adult Male Joblessness

An increasing number of men are neither working nor looking for we

“YOU WOULDN'T CATCH ME IN THE LABOR
FORCE."”

diverse group including young retirees,
men who cannot find work, and family care
providers—grew at a faster rate than the
number who were disabled over the last 35
years.

The problem is much more severe foy
some groups than others. Nearly one jnie
men age 25 to 54 with less than a high scha
degree did not work even one week i 008
The nonworking rate for college Qradugs
was only 3.3 percent. In central cities O
percent of men spent the year without ."L
compared with 7.1 percent elsewhere: 4

Joblessness is persistent over time soi
ends up being highly concentrated & o
a small cadre of men who frequentiy/Spens
long stretches without work. Just 3 percen
of men accounted for more than two-thitds
of the total number of years that men speag
notworking in the period from 1987 to 198 a
according to an analysis by Jay Stewart &
economist at the Bureau of Labor Statisties

Long-term joblessness among matuie
men has become a much more imporant
phenomenon than unemployment

tion. Figure 3 shows the labor-force participation rates of men and women in fhe
United States since 1950. Just after World War II, men and women had very difféss
ent roles in society. Only 33 percent of women were working or looking for work,
in contrast to 87 percent of men. Over the past several decades, the difference
between the participation rates of men and women has gradually diminished.
growing numbers of women have entered the labor force and some men haveis
it. Data for 2007 show that 59 percent of women were in the labor force, in CONKES
to 73 percent of men. As measured by labor-force participation, men and WORES
are now playing a more equal role in the economy. _

The increase in women's labor-force participation is easy to understand, DUEEIE
fall in men’s may seem puzzling. There are several reasons for this decliné. First,
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620 PARTIX THE REAL ECONOMY IN THE LONG RUN

il
1 3 FIGURE This figure shows the percentage of adult men and women who are members of th
| labor force. It shows that over the past several decades, women have entered the e
L labor force, and men have left it.
‘. | Labor-Force Participa- Source: U.S. Department of Labor.
(1] tion Rates for Men and
Women since 1950
1
Labor-Force
Participation
Rate (in percent)
100 —
K Men
80 —
60 —
40 - Women
20 —
| | | | | | | | | | | |

0
1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005

Movements into and out of the labor force are, in fact, common. More than one=
third of the unemployed are recent entrants into the labor force. These entrants
include young workers looking for their first jobs, such as recent college gradus
ates. They also include, in greater numbers, older workers who had previously
left the labor force but have now returned to look for work. Moreover, not all
. unemployment ends with the job seeker finding a job. Almost half of all spells of
T unemployment end when the unemployed person leaves the labor force.

i Because people move into and out of the labor force so often, statistics Of
til unemployment are difficult to interpret. On the one hand, some of those whe
| report being unemployed may not, in fact, be trying hard to find a job. They may
‘, be calling themselves unemployed because they want to qualify for a government
| program that financially assists the unemployed or because they are actualli
. " working but paid “under the table” to avoid taxes on their earnings. 1t may b
HiL more realistic to view these individuals as out of the labor force or, in some Cases,
employed. On the other hand, some of those who report being out of the labor
force may want to work. These individuals may have tried to find a job and Ma¥

I discouraged workers have given up after an unsuccessful search. Such individuals, called discouragé

. ﬂ individuals who would workers, do not show up in unemployment statistics, even though they are truly
\ like to work but have workers without jobs.
| given up looking for Because of these and other problems, the BLS calculates several other measures

These

W :
L a job of labor underutilization, in addition to the official unemployment rate.
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622 PARTIX THE REAL ECONOMY IN THE LONG RUN

frictional
unemployment
unemployment that
results because it takes
time for workers to
search for the jobs that
best suit their tastes
and skills

structural
unemployment
unemployment that
results because the
number of jobs available
in some labor markets

is insufficient to provide
a job for everyone who
wants one

Some simple calculations help answer this question. In this example, yoy
a total of 55 unemployed people over the course of a year; 52 of them ape unmeet
ployed for 1 week, and 3 are unemployed for the full year. This means thag 52/
or 95 percent, of unemployment spells end in 1 week. Yet whenever yoy v alk} 35,
the unemployment office, three of the four people you meet will be u“emplomb
for the entire year. So, even though 95 percent of unemployment spells eng ed
1 week, 75 percent of the unemployment observed at any moment ig attn'bum
able to those individuals who are unemployed for a full year. In this example t-
in the world, most spells of unemployment are short, and most unemploym;:
observed at any given time is long-term.

This subtle conclusion implies that economists and policymakers must be care-
ful when interpreting data on unemployment and when designing policies to
the unemployed. Most people who become unemployed will soon find jobs, Yet
most of the economy’s unemployment problem is attributable to the relatively
few workers who are jobless for long periods of time. f

WHY ARE THERE ALwWAYS SOME PEOPLE UNEMPLOYEDS

We have discussed how the government measures the amount of unemploy:

the problems that arise in interpreting unemployment statistics, and the findines
of labor economists on the duration of unemployment. You should now have g
good idea about what unemployment is.

This discussion, however, has not explained why economies experience uneme
ployment. In most markets in the economy, prices adjust to bring quantity sups
plied and quantity demanded into balance. In an ideal labor market, wages
would adjust to balance the quantity of labor supplied and the quantity of labag
demanded. This adjustment of wages would ensure that all workers are always
fully employed.

Of course, reality does not resemble this ideal. There are always some workers
without jobs, even when the overall economy is doing well. In other words, the
unemployment rate never falls to zero; instead, it fluctuates around the natural
rate of unemployment. To understand this natural rate, the remaining sections of
this chapter examine the reasons actual labor markets depart from the ideal of full
employment.

To preview our conclusions, we will find that there are four ways to explai
unemployment in the long run. The first explanation is that it takes time for work-
ers to search for the jobs that are best suited for them. The unemployment that
results from the process of matching workers and jobs is sometimes called fries
tional unemployment, and it is often thought to explain relatively short spelis of
unemployment.

The next three explanations for unemployment suggest that the number of jobs
available in some labor markets may be insufficient to give a job to everyone W
wants one. This occurs when the quantity of labor supplied exceeds the quantity
demanded. Unemployment of this sort is sometimes called structural unemploy=
ment, and it is often thought to explain longer spells of unemployment. AS we
will see, this kind of unemployment results when wages are, for some reasofi 9"
above the level that brings supply and demand into equilibrium. We will exam=

ine three possible reasons for an above-equilibrium wage: minimum-wage laweg
unions, and efficiency wages.







