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Macroeconomics

Instructor: Mark Tomass

Handout # 2
Macroeconomic targets and viewpoints on how to achieve them

Modern nation-states attempt to achieve the following three main targets

1. The full-employment target


A. Defining unemployment: It is the ratio of those individuals who are 

actively seeking employment to the entire labor force (not 


population).


B. The types of unemployment



1. Frictional unemployment: It is also referred to as search 


unemployment.  It represents the number of unemployed 


people who have the right skills to fill an equal number of 


existing vacancies in a given geographical region.  Such 


unemployment, therefore, exists because the process of job 


search takes time for the lack of easily accessible information 


about existing vacancies.  A remedy for frictional 



unemployment will be provided if a centralized source of 


information is established in a form of a computer billboard 


where one could post new information about vacancies and 


others can immediately access it.

2. Structural unemployment: It represents the number of 
unemployed people who do not have the right skills to fill existing vacancies in a given geographical region.  Structural unemployment takes place because of the changing nature of industries through time where new ones emerge and old ones disappear.  The remedy to this type of unemployment can be provided by retraining people with new skills that pay comparable wages.

3. Cyclical unemployment: It is also referred to as a general demand deficient unemployment. It represents the number of unemployed people who cannot find vacancies to fill.  It is a situation where no vacancies exist in many sectors of the economy.  Cyclical unemployment is a by-product of the business cycle.  It is remedied by increasing aggregate demand.


C. The cost of unemployment to society
2. The price stability target

A. Defining inflation: It is the rate of the increase in the price level.  


B. The cost of inflation to society

C. The reasons for inflation


1. Demand-pull inflation



2. Cost-push inflation




a. Monopoly power




b. Supply-shock inflation




c. Institutionalized cost of living adjustments


D. Remedies for inflation


1. Monetary policy: Reducing the growth rate of the money supply



2. Fiscal policy: Decreasing spending or increasing taxes



3. Price and wage controls

3. The economic growth target

A. The sources for economic growth


1. The availability of human and non human resources



2. The productivity of labor



3. The availability of entrepreneurial skills


B. The institutional constraints on economic growth


1. Political constraints



2. Cultural constraints

