
Big Idea of the Day--NAIRU (Full Employment)

I. Unemployment and Full Employment

     A. Three types of people are unemployed:


1. Job losers are workers who have been laid off or fired and are searching for new jobs. Job losers account for the largest fraction of the unemployed and the fraction rises during recessions.


2. Job leavers are workers who have voluntarily quit their jobs to look for new ones. Job leavers are the smallest fraction of the unemployed.


3. Entrants and reentrants are people entering the labor force for the first time or returning to the labor force and searching for work. The primary source of reentrants is (formally) discouraged workers.

     B. People end a spell of unemployment for two reasons:


1. Hired or recalled workers gain jobs.


2. Discouraged unemployed workers withdraw from the labor force.

     C. The duration of unemployment increases during recessions.

     D. The unemployment rates for young workers and black workers are higher than the unemployment rates for older workers and white workers.

     E. Unemployment can be classified into three types:


1. Frictional unemployment is unemployment that arises from normal labor market turnover.



a) The creation and destruction of jobs requires that unemployed workers search for new jobs.



b) Increases in the number of young people entering the labor force and increases in unemployment benefit payments raise frictional unemployment.


2. Structural unemployment is unemployment created by changes in technology or the amount of foreign competition that change the skills necessary to perform jobs or the locations of jobs.


3. Cyclical unemployment is the fluctuation in unemployment caused by the business cycle.

     F. The natural rate of unemployment is the unemployment rate when there is no cyclical unemployment, that is, when all unemployment is frictional or structural. 

     G. Full employment occurs when the unemployment rate equals the natural rate.


1. The natural rate of unemployment is estimated to be somewhat less than 6 percent today in the United States.

