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Unemployment
The percentage of the labor force that is seeking a job but does not have one is known as the unemployment rate. The unemployment rate is defined as follows:

	Unemployed Workers
	    x   100%
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	Employed  +  Unemployed Workers
	


Unemployed workers are those who are jobless, seeking a job, and ready to work if they find a job.

The sum of the employed and unemployed workers represent the total labor force. Note that the labor force does not include the jobless who are not seeking work, such as full-time students, homemakers, and retirees. They are considered to be outside the labor force.

The labor force participation rate is the percentage of the adult population that is part of the total labor force. All of these measures consider only persons 16 years of age or older.

	.
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Unemployment 


Over time labor markets are impacted in the long run by demographics, changes in productivity and the rate of growth in potential output. In the short run these markets will reflect volatility in the level of economic activity -- imbalances between the ability to spend and the ability to produce. In order to fully understand the employment picture we need to make use of two separate measures. One is the Unemployment Rate represents the ratio of those actively seeking work and the total number of people in the labor force. The other is the Labor Force Participation Rate which is a reflection of those entering or leaving the civilian labor force.

The following table aids in the understanding of how these values are computed.


I. Measures of Employment and Unemployment.(thousands)
Category
1990
1995
2000
A.
U.S. Population:

249,973
263,082
275,372
B.
.

less those not available for work
(students, children, institutional population):

60,809

64,498

65,673

C.
The Number of People available to the labor force:

189,164
198,584
209,699
D.
.

less those not working
(retired persons, home caretakers...):

63,324

66,280

68,836

E.
The Labor Force:

125,840
132,304
140,863
F.
.

less those currently seeking work
(the unemployed):

7,049

7,404

5,655

G.
Anyone working for pay in a given survey week (the employed):

118,793
124,900
135,208
Source: Economic Report of the President 2002

II. Common ratios:
 

 

1990
1995
2000
(E)/(C) = 

the Labor Force Participation Rate:

66.4%

66.6

67.2

(F)/(E) = 

the Unemployment Rate:

5.6%

5.6%

4.0%


III. Types of Unemployment
Frictional Unemployment represents those individuals that have left one job but are certain to begin their new job within a relatively short period of time. Often this type of unemployment accounts for those in-between jobs and is the result of individuals responding to market forces in the economy.

Structural Unemployment exists when broad structural changes are taking place in an economy such that certain job categories or skills are eliminated from labor markets. These changes may be the result of technological change, changes in tastes or preferences for particular goods, changes in the regulatory environment with respect to certain products (pharmaceuticals, tobacco, pesticides), or changes in any barriers to trade. Structural unemployment tends to be a long term phenomenon addresses by education and new training of those who are structurally unemployed.

Cyclical Unemployment occurs when individuals suffer job losses due to changes in the economic (business) cycle. Often as growth in economic activity reaches its peak and begins transition to a contraction, employers will begin to curtail production, to avoid additions to accumulating inventories, and thus begin to furlough a fraction of their workforce. In the rebounding period, from contraction to expansion, the opposite occurs as employers add employees to their payrolls and increase the rate of production.

IV. The Natural Rate of Unemployment
The natural rate of unemployment is that rate where there is neither upward pressure nor downward pressure on the price level. If the actual rate of unemployment is below this natural rate, then labor markets are fairly tight making it difficult for firms to hire new workers. The quickest way to meet these hiring needs is to offer higher wages to either bid employees from other firms or to induce new workers to enter the labor force. However, since wages are a significant proportion of production costs, these costs will tend to rise putting upward pressure on output prices as firms attempt to protect profit margins. If the actual rate of unemployment is above the natural rate indicating a slack labor market, this pressure on wages does not exist.

V. The Dynamics of Employment and Unemployment
Labor markets can be divided into two groups of individuals -- those that are employed and the unemployed seeking work. In a market economy, it is common for workers to seek out the best employment-fit with their skills, initiative, employment preferences (place and type of work, hours and work environment), and salary expectations. Often, those in the pool of the employed will seek a change in the condition of their employment to find this best fit. As they leave one job, they become a job seeker, and upon finding new employment they are a job finder. Differences in the rates of job seeking and job finding will either swell the ranks of the unemployed or reduce the size of this group.

Both institutional and economic factors can influence these rates of job seeking and job finding. Institutional factors include the efficiency in the communication process between job seeker and potential employer, willingness on the part of the employee to accept less than perfect terms of employment, and the laws than govern the hiring and retention of employees. Economic factors can include, the items listed above related to changes in the business cycle (affecting the demand for workers) and structural conditions which may affect the match between the needs of employers and the skills that exist in the workforce.
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The movement among the three groups can be illustrated as shown in the following diagram.

Model of Labor Force Movement
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The diagram shows seven possible movements:

1. Employed  to  Employed  -  an employed person moves directly from one job to another job.

2. Employed  to  Unemployed  -  an employed person moves to unemployed status either as a job loser leaving against one's will or as a job quitter who leaves voluntarily with the intention to search for another job.

3. Employed  to  Not in the Labor Force  -  an employed person quits a job with no intention of immediately finding another job, for example, to return to school, to raise a family, or to retire.

4. Unemployed  to  Employed  -  an unemployed person finds and accepts a job.

5. Unemployed  to  Not in the Labor Force  -  an unemployed person ends the job search and leaves the labor force, often because of lack of success in finding a job after an extended period of time (discouraged workers).

6. Not in the Labor Force  to  Unemployed  -  a person who is not in the labor force begins a job search, for example, a student who seeks a job after graduation.

7. Not in the Labor Force  to  Employed  -  a person not in the labor force moves directly into a job, for example, a student with a job waiting upon graduation.

From this model, we see that a worker may end up in the grouping of "unemployed" from one of two possible paths:  1) by job separation, either as a job loser or a job quitter, and  2) by moving into the labor force, either as a new entrant or as a re-entrant.

Full Employment and the Natural Rate of Unemployment

It commonly has been the goal of policy makers to use monetary policy to achieve the goal of full employment in the economy. Over the years, several different definitions have been proposed for full employment, but such a definition is complicated by the fact that the economy always has some unemployment, even during economic expansions. This non-zero rate of unemployment is due to:

· Frictional unemployment  -  caused by the fact that it takes time for employers and workers to find an appropriate match. For example, job seekers tend to spend time to find the best possible job rather than take the first one available, and employers take the time to interview several candidates to find the best fit. Unemployment insurance increases frictional unemployment by decreasing the opportunity cost of unemployment, thereby increasing the lowest wage that the job seeker would be willing to accept and lengthening the job search.

· Structural unemployment  -  refers to unemployment caused by a mismatch between workers and jobs. This mismatch may be in geographical location or in skills. For example, technological change may have caused a worker's skills to become obsolete, and he or she may experience a period of unemployment before finding the opportunity to develop new skills and to adapt. The resulting surplus of labor (quantity supplied is greater than quantity demanded) is influenced by minimum wage laws, collective bargaining, and efficiency wages, all of which create higher wages that attract more people into the labor force while decreasing the demand for labor.

Since zero unemployment is unachievable in a free labor market, Milton Friedman used the term natural rate of unemployment to describe the baseline rate of unemployment, considering that some unemployment cannot be avoided. The natural rate of unemployment is the sum of the frictional and structural unemployment rates. It does not include cyclical unemployment that results from a downturn in the business cycle.

When the unemployment rate falls below its natural rate, there is upward pressure on wages, and the economy runs the risk of inflation. Rather than a simple trade-off between the rate of inflation and the rate of unemployment, under the natural rate hypothesis once the rate went below the natural rate, inflation would accelerate. The natural rate of unemployment became known as the non-accelerating inflation rate of unemployment (NAIRU).

The natural rate of unemployment changes over time. In the U.S., some mainstream economists have placed the natural rate of unemployment in the 5% to 6% range, though other economists have placed it as low as 4% and as high as 7% over the past several decades. This variability and lack of precision in the natural rate of unemployment represent a source of uncertainty with which policy makers must deal.

Public policy itself has an impact on the natural rate of unemployment. With regard to frictional unemployment and labor surplus we see at least two levers controlled by public policy: 1) unemployment insurance, and 2) minimum wage laws. As discussed above, both of these tend to increase the natural rate of unemployment, and there is a trade-off between the benefits of such labor policies and an increased natural rate of unemployment.

Seasonal Variations

The number of job seekers changes over the course of the year due to seasonal effects. For example, weather patterns, harvests, tourist seasons, school and university calendars, and holidays all influence unemployment numbers. If left unadjusted, such changes make it difficult to compare unemployment figures from one month to the next.

To address seasonal variations, the U.S. Bureau of Labor Statistics adjusts the monthly unemployment rate numbers based on a statistical analysis of previous years. The result is that the reported unemployment rate more accurately reflects the underlying state of the economy.

Duration of Unemployment

In addition to the unemployment rate itself, the average length of time that a person remains unemployed also is of interest. The severity of the impact of unemployment depends in part on how quickly and easily an unemployed person can find work. For example, teenagers have an unemployment rate that is much higher than average, but also find jobs quicker and therefore have a lower duration of unemployment. Statistics reported by the U.S. Department of Labor indicate that since 1948, the average duration of unemployment in the U.S. ranged from a low of approximately 7 weeks to a high of approximately 20 weeks.

Statistics such as the number of workers unemployed for more than half a year provide additional information about the unemployment situation.

Limitations of the Unemployment Rate Measurement

The unemployment rate is not a perfect indicator of employment in the economy. The following are some reasons:

· Discouraged workers - those who want a job but have given up looking and therefore do not fall within the definition of the labor force. These persons tend to make the reported unemployment rate lower than it otherwise would be.

· Collecting benefits but not job seeking - while a state unemployment office may require a person to actively seek a job in order to collect unemployment insurance benefits, some benefit recipients do not really want a job and do not put much effort into the job search. Due to this effect, the reported unemployment rate is higher than it otherwise might be.

· Underemployed - a person is counted as employed if he or she is working part-time; however, that person nonetheless may be seeking full-time work.

Discouraged workers and ones collecting unemployment benefits without seeking a job make it difficult to distinguish between those who are unemployed and those who are not in the labor force. These effects work in mixed directions; unemployment may be overstated or understated by the unemployment rate. As long as any bias in the unemployment rate is relatively constant over time, then the rate is still useful for measuring changes in the economy from one period to the next.

Other indicators such as the number of discouraged workers and part-time labor statistics all can supplement the unemployment rate data to provide additional insight.

Impact of Unemployment

Unemployment presents problems for both the individual and for the economy as a whole.

· Individual hardship (financial and psychological) can arise when a person needs a job and cannot find one. The individual's economic hardship is mitigated somewhat by unemployment insurance benefits.

· Aggregate economic output is less than the potential GDP level due to loss of production from those who are unemployed.

Recommended Reading
Schaum's Outline of Macroeconomics, Third Edition
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DINKIĆ: Država kreditira izvozne poslove i zapošljavanje
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Beograd - Ministar finansija, Mlađan Dinkić, najavio je na jučerašnjoj konferenciji za novinare osnivanje agencije za osiguranje i finansiranje izvoza, koja bi trebalo da pomogne rešavanje jednog od najvećih problema srpske ekonomije - spoljnotrgovinskog deficita.
- Ministarstvo finansija i Narodna banka Srbije intenzivno rade na odredbama zakona za finansiranje i osiguranje izvoza, i on će se najverovatnije naći u skupštinskoj proceduri već u martu, tako da bi agencija za stimulisanje izvoza trebalo da počne sa radom početkom leta. Početni kapital agencije, koja će biti smeštena u Jubmes banci, iznosiće 30 miliona evra, od čega će 25 miliona evra biti obezbeđeno iz republičkog budžeta a pet miliona će obezbediti Jubmes banka. Agencija se neće baviti samo osiguranjem i finansiranjem izvoznih poslova već i diplomatskim aktivnostima, odnosno promocijom naših izvoznih proizvoda, pre svega u susednim zemljama - kaže Dinkić i dodaje da će država davati garancije samo za prvih sto najpoznatijih izvoznih proizvoda, gde spadaju šećer, gume, čelik, beli limovi, podni prekrivači, lekovi... čine 57 odsto od ukupnog izvoza ostvarenog u prošloj godini.
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	Od lutrije 243 milijarde dinara za budžet
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Za dva meseca Državna lutrija Srbije uplatila je u budžet 243 miliona dinara i 40 odsto od tog iznosa ide kulturi i sportu. Prihodi od priređivanja neklasičnih igara na sreću premašili su milion dinara, i biće ih još više posle opsežnih kontrola rada kladionica i automat klubova i kažnjavanja onih koji se još uvek nisu registrovali - kaže Dinkić.


[image: image27.png]



Prema njegovim rečima, osim poreskih olakšica koje će kroz izmenu poreza na dobit i imovinu biti omogućene izvoznicima, Ministarstvo finansija će tražiti od Evropske unije dozvolu da podigne carinske stope za proizvode koji na naše tržište dolaze iz ovih zemalja i konkurišu našoj proizvodnji. Osim toga, biće zatražene i dozvole za podizanje carinskih stopa na uvoz iz evroazijskih zemalja.
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	Cinkaroši voajeri
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- Za dva dana od otvaranja telefonske linije za prijavu trgovaca koji ne izdaju fiskalne račune, stiglo je više od 300 poziva, tako da ćemo morati da udvostručimo broj linija. Od 30 kontrola koje su u Beogradu izvršene na poziv građana, sedam objekata je zatvoreno i ti građani će za obavljeni posao dobiti nadoknadu od 500 dinara. Ranije su poreski inspektori lutali u kontroli a sada ih građani navode na prave objekte tako da se u proseku svaki četvrti objekat zatvara, a ranije je to bila svaka 18. radnja - kaže Dinkić i dodaje da je čak 80 odsto građana koji prijavljuju nesavesne trgovce izrazilo želju da prisustvuje kontroli inspektora.
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- Odlučili smo se za trogodišnje stimulisanje izvoza, jer ortodoksni metodi koje preporučuju MMF i Svetska banka a koji se odnose na vođenje čvrste monetarne i fiskalne politike vode ka povećanju izvoza, ali tek na duži rok, recimo, za 20 godina. S druge strane politika kursa ne može podsticajno delovati na izvoz sve dok ne bude završen proces privatizacije i restrukturiranja velikih preduzeća - kaže Dinkić i dodaje da ako do kraja 2006. godine ne bude kupaca za 60 javnih društvenih preduzeća, ona će otići u stečaj.
Dinkić je najavio da će u martu biti otvorena kreditna linija za nezaposlene.
- Fond za pomoć nezaposlenima i pokretanje privatnog biznisa iznosi 7,5 miliona evra, a mogu da konkurišu samo oni koij su registrovani na Birou za zapošljavanje. Iznos pojedinačnih kredita kreće se od pet do 20 hiljada evra, grejs period traje godinu dana a rok otplate od tri do pet godina sa kamatom od jedan odsto godišnje. Nakon tri meseca proveravaćemo da li su se korisnici kredita registrovali kao zaposlena lica, a prioritet prilikom odobravanja kredita imaće oni koji planiraju da u svom biznisu zaposle više nezaposlenih lica - kaže Dinkić.
Komentarišući primenu poreza na dodatu vrednost, Dinkić kaže da je do 17. februara uplaćeno oko 7,3 milijarde dinara, a prema procenama Poreske uprave taj iznos bi trebalo da premaši 8,5 milijardi dinara. Zbog toga su, kako kaže, poreski inspektori na terenu i kazniće sve nesavesne obveznike. On je dodao da obveznicima PDV iz budžeta treba da bude vraćeno 760 miliona dinara, kao i da je do sada vraćeno oko 400 miliona dinara. S. Čongradi
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