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Snapshot of Long‐Term 
l ( )Unemployment (LTU)
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Increase in LTU 
d hduring the Great Recession 
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U.S.: the Epicenter of the 
lUnemployment Crisis

Number of Unemployed People 2010 (Millions)
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The Distribution of MiseryThe Distribution of Misery

Unemployed for 27 Weeks and Over, 2009 (Millions of people)
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“It’s Aggregate Demand, Stupid”It s Aggregate Demand, Stupid



Demand Drop is the Major CauseDemand Drop is the Major Cause
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Stresses in the construction sector
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Credit and UnemploymentCredit and Unemployment
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Structural factors also at workStructural factors also at work
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Response on LTU to structural shockResponse on LTU to structural shock
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Bottom‐line: cyclical vs. structuralBottom line: cyclical vs. structural 
Cyclical Structural 
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Job loss lowers earningsJob loss lowers earnings

Costs

Earnings Losses of Men in stable jobs at and around job separation (t=0) in 1000 USD, 
from von Wachter et al. (2009)



Job loss raises odds 
of mortality

• Effects on health (Sullivan, von Wachter 2009): Persistent impacts on health: 
increase of risk of heart-attack, reduced life expectancy. Graph shows 
marginal effect of displacement on odds of mortality

Costs



Dwindling hopes of finding a jobDwindling hopes of finding a job

Costs



Policy Responses 
b l d– a bit more complicated



What to avoidWhat to avoid

Monetary and 
Fiscal Policy

An inadequate 
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What to doWhat to do

Monetary and 
Fiscal Policy

Structural 
Policies

Fi l d

A robust 

Fiscal and 
credit 
policies can 
help
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• Supportive of recovery;
• Ready to act if recovery

•Medium‐term 
consolidation, but not too  Ready to act if recovery 

faltershasty or too harsh

Fiscal PolicyFiscal Policy Monetary Monetary 
PolicyPolicy

Financial Sector Financial Sector 
PoliciesPolicies

Active Labor Active Labor 
Market PoliciesMarket Policies

•
• Financial repair and reform 
so credit is flowing again

•Maintain UI benefits 
(how long?)
•Short‐term work: maintain or 
phase out?
•Dual employment system: notDual employment system: not 
working
•Hiring subsidies: yes, but how 
to design?



Forecasts of unemployment, 
b d tiby duration
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Forecasts of U.S. unemployment rateForecasts of U.S. unemployment rate
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