Chapter 28:  Unemployment And Its Natural Rate
1. Introduction

a. The economy’s natural rate of unemployment refers to the amount of unemployment that the economy normally experiences.

b. Cyclical unemployment refers to the year-to-year fluctuations in unemployment around its natural rate, and it is closely associated with the short-run ups and downs of economic activity.

2. Identifying Unemployment

a. How Is Unemployment Measured?

i. Measuring unemployment is the job of the Bureau of Labor Statistics (BLS), which is part of the Department of Labor.

ii. A person is considered employed if he or she spent some of the previous week working at a paid job.

iii. A person is unemployed if he or she is on temporary layoff or is looking for a job.

iv. The labor force is the total number of workers, including both the employed and the unemployed.

1. Labor Force = Number of employed + Number of unemployed.

v. The unemployment rate is the percentage of the labor force that is unemployed.

1. Unemployment rate = Number of unemployed ÷ Labor force × 100.

vi. The labor-force participation rate measures the percentage of the adult population that is in the labor force.

1. Labor-force participation rate = Labor force ÷ Adult population × 100.

vii. Three comparisons

1. First, women have lower rates of labor-force participation than men, but one in the labor force, women have similar rates of unemployment.

2. Second, blacks have similar rates of labor-force participation as whites, and they have much higher rates of unemployment.

3. Third, teenagers have lower rates of unemployment than the overall population.

viii. The natural rate of unemployment is the normal rate of unemployment around which the unemployment rate fluctuates.

ix. The cyclical unemployment is the deviation of unemployment from its natural rate.
b. Discouraged workers are the individuals who would like to work but have given up looking for a job.

c. Most spells of unemployment are short, and most unemployment observed at any given time is long-term.

d. Why Are There Always Some People Unemployed?
i. Frictional unemployment is the unemployment that results because it takes time for workers to search for the jobs that best suit their tastes and skills.

ii. Structural unemployment is the unemployment that results because the number of jobs available in some labor markets is insufficient to provide a job for everyone who wants one.
3. Job Search

a. Job search is the process by which workers find appropriate jobs given their tastes and skills.

b. Unemployment insurances are government programs that partially protect workers’ incomes when they become unemployed.

4. Minimum-Wage Laws

a. If the wage is kept above the equilibrium level for any reason, the result is unemployment.

5. Unions and Collective Bargaining

a. A union is a worker association that bargains with employers over wages and working conditions.

b. The Economies of Unions

i. Collective bargaining is the process by which unions and firms agree on the terms of employment.
ii. A strike is an organized withdrawal of labor from a firm by a union.

6. The Theory of Efficiency Wages

a. Efficiency wages are the above-equilibrium wages paid by firms in order to increase worker productivity.

i. Worker Health

ii. Worker Turnover

iii. Worker Effort

iv. Worker Quality

