OBJECTIVE AND OUTCOME OF THIS LECTURE

Unemployment
 Learning Objectives To learn that unemployment is the natural consequence of labor force dynamics. To learn the differences between the various types of unemployment and the policy consequences of each. To understand Okun’s Law.
Unemployment The unemployment rate is the number of unemployed people, expressed as a percentage of the labor force. –Labor Force = (Civilian non-institutional population over age 16 - People not in the labor force (students, homemakers, retirees, discouraged workers) –Unemployed = Labor force - People who are employed. –Unemployment rate = People who are unemployed/Labor force times 100.
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<] Macro-economic objectives

1. Economic growth

High and sustainable economic growth.

2. Low Inflation

Low inflation. In UK target CPI 2% (+/- 1

3. Low Unemployment

Low unemployment. (less than 3% is often
considered full employment’)

4. Satisfactory balance of
payments

Avold large’ deficit on the current account balance
of payments.

5. Low government
borrowing

For example: public sector debt less than 60%.
Budget deficit less than 3%.

6. Stable exchange rate

Avoid destabilising devaluations/ appreciations

7. Minimise inequality Avoid high inequality.

8. Protect environment

Important for very long run economic growth.
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Possible macro-economic conflicts
Economic growth vs Inflation
Unemployment vs Inflation

Economic growth Current account balance of payments

Budget deficit Economic growth

Economic growth Environment
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