Unemployment and the Labor Market
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The Transitions Between Employment and Unemployment In every period, a fraction s of the
employed lose their jobs, and a fraction f of the unemployed find jobs. The rates of job separation
and job finding determine the rate of unemployment.
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Case Study: Unemployment Insurance and the Rate of Job Finding

Many studies have examined the effect of unemployment
insurance on job search.

One study found that when unemployed workers become ineligible for
benefits, they are more likely to find jobs.

Additional evidence on how economic incentives affect job search
comes from an experiment. Randomly selected new claimants for
unemployment insurance were each offered a $500 bonus if they found
employment within 11 weeks. The average duration of unemployment for the
group offered the $500 bonus was 17.0 weeks, compared to 18.3 weeks for
the control group.
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Case Study: The Characteristics of Minimum-Wage Workers (3 4K, L ’y%}

About 76 million American workers are paid hourly,
representing 59 percent of all wage and salary workers. Of these
workers, 1.5 million reported earning exactly the prevailing
minimum wage, and another 1.8 million reported earning less.
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Minimum-wage workers are more likely to be women than
men.

Minimum-wage workers tend to be young.
Minimum-wage workers tend to be less educated.

Minimum-wage workers are more likely to be working part
time.




The mndustry with the highest proportion of workers with
reported hourly wages at or below the minimum wage was
leisure and hospitality (about 19 percent). Just over one-half of
all workers paid at or below the minimum wage were employed
in this industry, primarily in food services and drinking places.
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TABLE WAL
Percent of Workers Covered by Collective Bargaining

South Korea 10 %

United States 13

Turkey 13

Japan 16

Canada 29

Poland 29

United Kingdom 31

Australia 45

Switzerland 49

Israel 56

Germany 61

Greece 65

Spain 73

Netherlands 84

Italy as

Sweden 91

France 92

Belgium 96

Data from: Ecomomic Policy Reforms 201 4: Going for Growth, OECD, 2014. 18
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Case Study: Henry Ford’s $5 Workday (#¢ & L%

In 1914 the Ford Motor Company started paying its
workers $5 per day. The prevailing wage at the time was
between $2 and $3 per day, so Ford’s wage was well above the
equilibrium level. Not surprisingly, long lines of job seekers
waited outside the Ford plant gates hoping for a chance to earn
this high wage.

By this they meant that it had improved the discipline of the
workers, given them a more loyal interest in the institution, and
raised their personal efficiency.
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» The Duration of Unemployment

When a person becomes unemployed, is the spell of
unemployment likely to be short or long?
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Some economists believe that the increase in long-term
unemployment is a result of government policies.

In particular, in February 2009, when the depth of the
recession was apparent, Congress extended the eligibility for
unemployment insurance from the normal 26 weeks to 99
weeks, and it did not allow this program of extended benefits to
expire until January 2014. Extending unemployment- insurance
benefits is typical during recessions, because jobs are harder to
find, but the extension to nearly two years was extraordinary.
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Other economists, however, are skeptical that these
government policies are to blame.

In their opinion, the extraordinary increase in eligibility for
unemployment insurance was a reasonable and compassionate
response to a historically deep economic downturn and weak
labor market.




Variation in the Unemployment Rate Across Demographic Groups

(

.
TABLE

Unemployment Rate by Demographic Group (2014)

Age White Men White Women Black Men Black Women
16-19 19.2 { e 36.5 29.7
25-54 4.4 4.6 10.1 9.1

Data from: Bureau of Labor Statistics.
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Unemployment during COVID-19
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Remote Working Index Face-to-Face Index

27



gENAnIR 1 57 B 7] 09 #

FIBAENILE, AT RES T 55 83 2 A ) — A4 B
M MR BGIR H 55 30 1 I MIE 3]

2SN

P> 1B H 5750 )

AMEFENFE T 5780 R R &R, — 7, —iH
PRI N AT REIEA N B4R TAE, WVF N i I AR L8 N HAE 57
W AT “ 5k HYF AT AL 2 7]

A, —E AR TAE, HAEEIARINERF 7R ITE
o IXEEFESAF L0 TN (discouraged workers)# HAE T 8 /12 48, HAKR
g 7| 510 == 0l WP - ] I = St N 4 e L1 5 18

i
h-[,

28



FHNRASFRAGEFTHE :}a#T

TABLE WAKS
Alternative Measures of Labor Underutilization

Variable  Description Rate

U-1 Persons unemployed 15 weeks or longer, as a percent of the 2.8%
civilian labor force (includes only very long-term unemployed)

U-2 Job losers and persons who have completed temporary jobs, 2.8
as a percent of the civilian labor force (excludes job leavers)

U-3 Total unemployed, as a percent of the civilian labor force 5.8
(official unemployment rate)

U-4 Total unemployed, plus discouraged workers, as a percent 6.2
of the civilian labor force plus discouraged workers

U-5 Total unemployed plus all marginally attached workers, 7.1
as a percent of the civilian labor force plus all marginally
attached workers

U-6 Total unemployed, plus all marginally attached workers, plus ~ 11.5
total employed part time for economic reasons, as a percent
of the civilian labor force plus all marginally attached workers

Note: Marginally attached workers are persons who currently are neither working nor looking for work
but indicate that they want and are available for a job and have looked for work sometime in

the recent past. Discouraged workers, a subset of the marginally attached, have given a job-market-
related reason for not currently looking for a job. Persons employed part time for economic reasons are 29
those who want and are available for full-time work but have had to settle for a part-time schedule.

Data from: U.S. Department of Labor. Data are for October 2014.
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The Labor-Force Participation Rate The labor-force participation
rate declined significantly from 2007 to 2014.

Data from: Bureau of Labor Statistics.
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What explains the decline of 3.1 percentage points in the
labor-force participation rate?

An increase in retired workers accounts for 1.4 percentage points.

An increase in disabled workers accounts for 0.8 percentage points.

An increase in discouraged workers accounts for 0.4 percentage points.

An increase in those not wanting a job because they are in school accounts for
0.5 percentage points.

The “other” category—those outside the labor force who are not retired,
disabled, discouraged, or in school, such as full-time parents—accounts for none of
the change. In fact, this last category went slightly in the other direction.
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TABLE WAL!
Decomposing the Change in Labor-Force Participation

—-———————— By Reason for Nonparticipation ——————

Quarter Nonparticipation Retired Disabled Discouraged In school Other

2007: Q4 33.9% 15.5% 49% 1.9% 46% 71%
2014: Q1 37.0 16.9 5.7 2.3 51 7.0
Change +3.1 +1.4 +0.8 +0.4 +0.5 —0.1

Data from: Shigeru Fujita, “On the Causes of Declines in the Labor Force Participation Rate,”
Federal Reserve Bank of Philadelphia, 2014. Parts may not add to total because of rounding.
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» The Rise in European Unemployment
FIGURE /210
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Unemployment in Europe This figure shows the unemployment
rate in the four largest nations in Europe. The figure shows that
the European unemployment rate has risen substantially over time,
especially in France and Germany.

Data from: OECD.
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The first noteworthy fact 1s that the unemployment rate
varies substantially from country to country

A second notable fact is that much of the variation in
unemployment rates is attributable to the long-term
unemployed.
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Annual Hours Worked per Person Over time, many Europeans have
substantially reduced the number of hours they work, while typical
Americans have not.

Data from: OECD Employment Database and Bureau of Labor Statistics. Calculated
as the average annual hours actually worked per employed person multiplied by the
employment rate.
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