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1. Cyclical unemployment:

"Mass unemployment or reduction in work resulting from periodic 
fluctuations in the level of activity in the economy, and associated 
with the international trade cycle."

2. Structural unemployment:

"Unemployment resulting from changes in the composition of the 
labour force, the structure of the economy, technological change or
relocation of industry."

ILO definitions



  

1. Cyclical unemployment:

Cause: deficient demand

Cure: expansionary macroeconomic policy

2. Structural unemployment:

Cause: supply bottlenecks

Cure: supply-side interventions (training and education, 
cut unemployment benefits, reduce union power, etc.)

---►expansionary macroeconomic policy counterproductive

Diagnosis and treatment



  

1. Skills mismatch

2. Geographical mismatch

3. Deterioration in Beveridge Curve
    (U-V curve)

Arguments in favor of structural 
unemployment explanation



  

● Supplement to the January 2010 Current Population Survey 
(CPS)

● Asks all respondents if displaced in preceding three calendar 
years (2007, 2008, 2009)

● Displaced if:
● Were with same employer at least three years
● Lost job not for cause due to: (a) "plant closing" (b) "shift 

abolished" or (c) "slack demand"

● Detailed information on worker characteristics, lost job, activity 
since job loss, and current labor-market status (including current 
job, if working now)

Displaced Workers Survey
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3. Deterioration in Beveridge Curve
    (U-V curve)

Arguments in favor of structural 
unemployment explanation



  

"[T]he Fed does not have a means to transform construction 
workers into manufacturing workers."

–Narayana Kocherlakota, President, Federal Reserve Bank of 
Minneapolis, August 17, 2010

"You can’t change the carpenter into a nurse easily... Monetary 
policy can’t retrain people. Monetary policy can’t fix those 
problems." 

–Charles Plosser, President, Federal Reserve Bank of Philadelphia,
February 14, 2011
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Source: Schmitt and Warner (2011) analysis of 2010 DWS data.
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1. Skills mismatch

2. Geographical mismatch

3. Deterioration in Beveridge Curve
    (U-V curve)

Arguments in favor of structural 
unemployment explanation



  



  
Source: Schmitt and Warner (2011), Figure 4.
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