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		Abstract

		We propose a monetary model in which the unemployed satisfy the official US definition of unemployment: they are people without jobs who are (i) currently making concrete efforts to find work and (ii) willing and able to work. In addition, our model has the property that people searching for jobs are better off if they find a job than if they do not (i.e., unemployment is â€˜involuntaryâ€™). We integrate our model of involuntary unemployment into the simple New Keynesian framework with no capital and use the resulting model to discuss the concept of the â€˜non-accelerating inflation rate of unemploymentâ€™. We then integrate the model into a medium sized DSGE model with capital and show that the resulting model does as well as existing models at accounting for the response of standard macroeconomic variables to monetary policy shocks and two technology shocks. In addition, the model does well at accounting for the response of the labor force and unemployment rate to the three shocks. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: DSGE, unemployment, business cycles, monetary policy, Bayesian estimation

	
	

	
    

    
	

	
	
		JEL Classification: E2, E3, E5, J2, J6

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Christiano,  Lawrence J. and Trabandt,  Mathias and Walentin,  Karl, Involuntary Unemployment and the Business Cycle (May 11, 2010). ECB Working Paper No. 1202,  Available at SSRN: https://ssrn.com/abstract=1610151 or http://dx.doi.org/10.2139/ssrn.1610151 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Lawrence J. Christiano (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Northwestern University  ( email )

			

			
			
				
				
				
					2003 Sheridan Road
Evanston, IL  60208
United States
847-491-8231 (Phone)
847-491-7001 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Federal Reserve Bank of Cleveland 

			

			
			
				
				
				
					East 6th & Superior
Cleveland, OH  44101-1387
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Federal Reserve Bank of Chicago 

			

			
			
				
				
				
					230 South LaSalle Street
Chicago, IL  60604
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Federal Reserve Bank of Minneapolis 

			

			
			
				
				
				
					90 Hennepin Avenue
Minneapolis, MN  55480
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Mathias Trabandt

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Goethe University in Frankfurt  ( email )

			

			
			
				
				
				
					Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Karl Walentin

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Sveriges Riksbank  ( email )

			

			
			
				
				
				
					Brunkebergstorg 11
SE-103 37 Stockholm
Sweden

				

				
			

			
				
				
					HOME PAGE: http://www.riksbank.com/research/walentin
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       61

			

		
		
		
			Abstract Views

			      875

		

		
		 
		
			Rank

			  216,462

		

		
	


	

	
		
			
				       85 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    European Central Bank Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Central Bank Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            8,341

                                    

                                    
                                        PAPERS

                                            3,231

                                    

                                

                                
                            

                        

                    

                
	
                    Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,530

                                    

                                    
                                        PAPERS

                                           15,195

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Macroeconomics: Employment, Income & Informal Economy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Employment, Income & Informal Economy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,465

                                    

                                    
                                        PAPERS

                                           11,066

                                    

                                

                                
                            

                        

                    

                
	
                    Macroeconomics: Aggregative Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Aggregative Models eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,459

                                    

                                    
                                        PAPERS

                                            6,392

                                    

                                

                                
                            

                        

                    

                
	
                    Labor: Supply & Demand eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Supply & Demand eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              671

                                    

                                    
                                        PAPERS

                                           13,263

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Nominal Rigidities and the Dynamic Effects of a Shock to Monetary Policy

                        
                            By
                                
                                
                                    
                                    Lawrence J. Christiano, 
                                    
                                
                                    
                                    Martin Eichenbaum, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Nominal Rigidities and the Dynamic Effects of a Shock to Monetary Policy

                        
                            By
                                
                                
                                    
                                    Lawrence J. Christiano, 
                                    
                                
                                    
                                    Martin Eichenbaum, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        An Estimated Stochastic Dynamic General Equilibrium Model of the Euro Area

                        
                            By
                                
                                
                                    
                                    Frank Smets
                                     and 
                                
                                    
                                    Rafael Wouters
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            An Estimated Dynamic Stochastic General Equilibrium Model of the Euro Area

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Monetary Policy with Staggered Wage and Price Contracts

                            
                                By
                                    
                                    
                                        
                                        Christopher J. Erceg, 
                                        
                                    
                                        
                                        Dale W. Henderson, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in Us Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in US Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in U.S. Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Resuscitating Real Business Cycles

                            
                                By
                                    
                                    
                                        
                                        Robert G. King
                                         and 
                                    
                                        
                                        Sergio T. Rebelo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Has Monetary Policy Become More Effective?

                            
                                By
                                    
                                    
                                        
                                        Jean Boivin
                                         and 
                                    
                                        
                                        Marc P. Giannoni
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
