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Introduction 

 It is almost four years since the end of the Great 
Recession, yet global employment continues to be 
well below trend. 

 Although the U.S. economy has recovered somewhat, 
employment is still 8 million workers below trend. 

 In the EU, there has been no recovery and indeed 
unemployment continues to rise. 

 What are the explanations for this lack of 
employment  recovery, particularly in the developed 
industrial world? 



Outline of the Lecture 

 Review the global facts. 

 Study the US experience in some detail: mismatch or 
lack of aggregate demand. 

 Illustrate the problem in Europe, particularly that of 
youth unemployment. 

 Explore the role of and lack of appropriate policies. 

 Monetary and fiscal macro policy 

 Labor market policy  

 Consider a possible structural reason for the slow 
recovery…the “hollowing out” or “job polarization” 
hypothesis. 



200 million unemployed, ILO 

  

EU 27: 25 million 
US: 12 million 



Declining Employment-Population Ratios  



Job Destruction and Unemployment 
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Summary of Global Recession Experience 

 The Great Recession (GR) was Global. 

 

 The labor market effect of the GR was both a sharp 
rise in unemployment and decrease in labor market 
participation in all regions except Latin America. 

 

 In the developed countries, the rise is unemployment 
is primarily due to an increase in the unemployment 
duration, the time required find a job, not job 
destruction. 

 

 



US Job Openings vs Unemployment 
Jo

b
 O

p
e
n
in

g
s
 R

a
te

 

Unemployment Rate 



Has the “natural rate” of unemployment 
increased? 

 “What does this change in the relationship between job 
openings and unemployment connote. In a word, 
mismatch.” …Narayana Kocherlakota (Minneapolis Fed 
Pres., address, 8/17/2010) 
 

 “Instead, the elevated unemployment rate appears to reflect 
mainly cyclical factors, particularly the lingering shortfall of 
consumption spending and business investment.” 
…Chistina Romer (Obama’s former Council of Econ 
Advisors Chair, NY Times, 4/10/2011) 
 

 “The high unemployment reflects the lack of demand rather 
than any fundamental problems with the US labour 
market.”…Martin Feldstein, Reagan’s Council of Econ 
Advisors Chair, Financial Times 7/25/2011 
 
 



Arguments for “Mismatch” 

 
 The U.S. Beveridge curve has shifted out…suggesting that it 

may have become harder to match workers and job.  
 

 Construction and finance industries were adversely 
affected, employment fell by about 1.3 million in these 
sectors. Most new jobs are in health services.  
 

 Housing market “lock” (11 million mortgages “under 
water”) has reduced interregional mobility. 
 

 Extended U.I. benefits have reduced worker search effort.  
 

 



Effects of Matching Shock 

Source: Barlevy,  Economic Perspective, 2012.  



Industry and Ocupation  
Mismatch Index 

Source: Lazear and Spletzer (2012), “The US Labor Market: Status Quo or New Normal” 



Extended UI Benefits and Unemployment 
Duration 

Daly Et Al. (2012), “Did the Natural Rate Rise?,” JEP. 



Recent US GDP Growth 



GDP Growth Required to Return 
Employment to Trend 



Summary of the US Experience 

 The increased duration of unemployment is 
associated with a historically low job opening to 
unemployment ratio. JOLTS Data 

 Although there is an apparent adverse shift in the 
Beveridge, the role for mismatch and the effect of 
extended UI benefits is small (1-1.5%). 

  …. Barlevy (Economic Perspectives, 2011) 

  …. Lazear and Spletzer (NBER #18386, 2012) 

 …. Diamond (Mundell-Flemming Lecture, 2012) 

 The principal reason for continued low employment 
is low growth in aggregate demand. 



UE-US Unemployment Rates 



Another (German) Economic Miracle? 

Source: Rinne and Zimmermann, IZA Journal of Labor Policy 2012, 1:3 



EU Youth Unemployment Rates 



EU: Youth Unemployment Rates by year  
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EU-US GDP Growth Rates 



Change in Unemployment Rate vs 
Change in GDP Growth Rate, 2011-2012 

Difference in GDP Growth Rates 
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Blue-non EU 



Incoherence between Fiscal and Monetary 
Policy  (2007-12 % changes) 

Change in Money Supply 
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Summary of EU Unemployment Experience 

 Unlike the US, EU unemployment rates increased 
sharply after the Great Recession.  

 Increased unemployment has been born primarily by 
the young in the “financially distressed” countries: 
Greece, Spain, Portugal, Italy, Ireland. 

 These facts call into questions the efficacy of EU and 
IMF imposed “austerity” policies. 

 Expansionary monetary policy alone is not enough, 
fiscal expansion needed. 

 Still, rigid “two-tier” labor market structure also a 
major problem in need of reform. 



Labor Market Trends 

 Recent recessions have been marked by slow 
employment recoveries in the U.S.. Why? 

 Wage equality has increased substantially since 
1980. Those in the top of the distribution have 
enjoyed almost all of the real wage gains. 

 Employment in occupations that involve the 
performance of “routine” tasks (manufacturing and 
clerical for example) has decreased substantially. 

 Although Europe has experienced less wage 
inequality, the same employment trends have been 
observed. 



Post Recession US Job Loss 



U.S. Inequality in Earnings (Male) 



Changes in Occupation Employment  
by Decade in US 

1979-1989-Blue 
1989-1999-Lt Green 
1999-2007-Dk Green 
2007-2009-Grey 

Source: Author (2010) “The Polarization of Job Opportunities 



Change in Employment Shares by Decade 



Changes in Pay Level Shares of Employment 
in European Countries 
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Blue-Lowest Paid Third 
Lt Green- Middle  Paid Third 
Dk Green-Highest Paid Third 

Source: Author (2010) “The Polarization of Job Opportunities 



Explanations: Skill Bias or Job Polarization 

 Skill biased technical change associated with the 
application of computers (information technology) 
increases productivity of the high skilled. 

 

 Automation, outsourcing, and global trade have 
reduced demand for “routine” tasks (manufacturing, 
clerical, and “back office” work).  

 

 See… Author (2010) “The Polarization of Job 
Opportunities in the U.S.” 

 



An Equilibrium Model of Task Assignment 
…Acemoglu and Author (2011), Handbook of Labor Economics, v.4b 



Task Sorting by Skill Group 



Equilibrium Assignment and Relative Wages 



The Task Allocation Effects of  
Skill Bias Change (AH increase)  



Routine Task Displacement  



Implications of these Trends 

 An increase in the productivity of high skill workers 
(AH) expands the set of occupations (skills) assigned 
to high skilled workers and increases the relative 
wage of the both the high and middle skilled. 

 

 The loss of routine task occupations crowds middle 
skill workers into non-routine jobs and can lower 
their wage relative to both the low and high skilled.  

 

  See…Acemoglu and Author (2011), Handbook of 
Labor Economics, v.4b 

 



Job Polarization and The Recent Recessions 

 Job polarization is not a gradual process; almost all 
(92%) has occurred in recent recessions.  

 

 Jobless recoveries are accounted for by the lack of 
recovery in the routine-task occupations, other 
occupations are hardly affected. 

 

 See… Jaimovich and Siu (2013): “The Trend is the 
Cycle: Job Polarization and Jobless Recoveries,” 
NBER working paper #18334.  
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Post WWII Job Recoveries 
(20 months before and after recession end 



Occupation Employment in Recessions 
Red-R, Blue-NR Cog, Green: NR-Man  

1970 

1975 

1982 

1991 

2001 

2010 



What have we learned? 

 The lack of recovery from the Great Recession 
primarily reflects slow growth in aggregate demand. 

 

  The effectiveness of monetary policy alone has been 
limited.  

 

 “Austerity” has proven counterproductive.  

 

 “Job polarization” seems to have contributed to 
“jobless recoveries” as well as wage inequality in the 
US and probably the EU as well.   

 


