Measuring Unemployment


What's the Point? How unemployment is measured, and what are its causes. 
· We've seen GDP, Gross Domestic Product, the value of all final goods and services produced in a year. 

· We've seen price indexes, the Consumer Price Index and the GDP price deflator, used to measure inflation and deflate nominal figures to real figures. 

· Now we'll look at a third important measure of aggregate economic activity, the Unemployment Rate. 

How to Calculate the Unemployment Rate 

The unemployment rate is calculated by the Bureau of Labor Statistics (BLS), once a month. The BLS surveys about 60,000 people, asks questions to place each into one of three categories: 

· EMPLOYED 

· UNEMPLOYED 

· NOT IN THE LABOR FORCE 

Employed: people who are working for pay, or 15+ hours in family enterprise not for pay, or temporarily absent from paying jobs (vacations, leaves). Sometimes members of the armed forces are included, more often you see them excluded, so the unemployment rate that is calculated is the "civilian unemployment rate." 

Unemployed: people who are not working, and made efforts to find work, or are on layoff awaiting recall, or have found a job and will start working within 30 days. 

Not in Labor Force: 16+ years old, not institutionalized (prisons, hospitals, Georgia Institute of Technology), not working or looking for work. 

Example. Unemployment rate in July, 2001. 

Employed: 135,379,000 

Unemployed: 6,395,000 

Not in the Labor Force:  70,147,000 (measured, but not used in calculating the unemployment rate) 

Labor Force = 135,379,000 + 6,395,000 = 141,774,000

Unemployment Rate = 100 x Unemployed/Labor Force = 

100 x 6,395 / 141,774 = 4.5% 

So about 4.5% of those who want to work were not working in July, 2001. 
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At 4.5% in 2001, our unemployment rate was near the lowest since the early 1970s.  It's higher than it was the year before, though. 

Cyclical and Structural Unemployment 

We can divide unemployment into a number of categories.  I like these three: 

· Cyclical Unemployment 

· Frictional Unemployment 

· Structural Unemployment 

Cyclical unemployment rises in recessions and falls in expansions. When times are bad, when real GDP is falling or growing too slowly, more people who want to work can't find jobs (The Great Recession or whatever you want to call the economic downturn from 2008-201....?). People are more often laid off or downsized. When times are good, when real GDP is growing, these same people find jobs. People are recalled from layoffs, firms are less likely to downsize, new firms start and hire more people. 

During the Great Depression 1929-33, the unemployment rate rose to 25% of the labor force. About one in four people who wanted to work couldn't find jobs. More recently, in 1982 and 1983 the unemployment rate was nearly 10%--in fact, during several months in these years it topped 10%, and again in the 2010 the unemployment rate rose to 10%.   

Notice, though, that even when the economy is growing as rapidly as it possibly can, the unemployment rate never hits zero. In 1944, at the peak of war production, when every able bodied person who wanted to work had their choice of jobs, the unemployment rate was still 1.2%. The reason is frictional and structural unemployment. 

Frictional unemployment is unemployment that exists because of turnover in the labor market. It takes time to find work. People must look for jobs. Even if there are 3 job openings for every worker, it will take time to find the jobs, investigate them, interview for them, make the hiring decision. Each month people are surveyed while this is happening, while people are "between jobs." They are counted as unemployed. This is sometimes called Search Unemployment. Another reason for this is we always have graduates (both high school and college) looking for their first job.  While they are looking (search), they are unemployed.  
Structural unemployment is unemployment that exists for reasons other than recession. Even if there are more job openings than there are unemployed people, the job openings may be for computer operators while the unemployed are ditch diggers; the job openings may be for nurses while the unemployed are factory workers, and so forth. People with no job skills, obsolete job skills, or simply the "wrong" job skills for available jobs will be unemployed. Or, unemployed people may live in New York or Los Angeles, while the open jobs may be in Atlanta or Indianapolis. This is sometimes called Skill mismatch or Spatial mismatch unemployment. 

The Misery Index
Unemployment makes us miserable.  Inflation makes us miserable.  Add them together, and you've got an index of our misery, the "Misery Index."  
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In 2001, the average unemployment rate for the year was about 4.6%, and the inflation rate 3.5%.  Add these together to get the "misery index," at 8.1%.   This is higher than in 1998, when we had the lowest misery index in 40 years, at 6.1%.  Still, 2001's 8.1% is lower than in any year from 1969 to 1996.  The really bad times for the U.S. economy during this period were in the 1970s and early 1980s, especially 1973-82.  We had three bad recessions (1973-75, 1979-80 and 1981-82), and high inflation at the same time.  Six times the misery index topped 15%, and in 1980 it was almost 21%.  That was the year poor old Jimmy Carter ran for re-election.  

