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Everyone knows that the unemployment situation is very bad, but the official 
figures (not surprisingly) understate the problem. In this article I’ll outline the 
severity of the stalled labor market, and explain some of the major causes.

According to the Bureau of Labor Statistics (BLS), the official civilian unem-
ployment rate in February was 8.9 percent. However, this figure (called U-3) is 
very misleading in the present environment, because so many potential workers 
have become discouraged and are no longer seeking work. Just as a retired person, 
or a stay-at-home parent, isn’t normally classified as “unemployed,” so too does 
the BLS exclude these “discouraged workers” from the official count.

John Williams at Shadowstats.com estimates that if we include the short- and 
long-term discouraged workers, then the actual unemployment rate is currently 
closer to 22 percent.

To see just how unusual our current predicament is, it’s actually more instruc-
tive to look at the level of employment in private industry, because it’s harder to 
fudge these numbers. During every recession, jobs were shed. But the jobs would 
usually bounce back during the recovery phase. The last two recessions have 
changed that standard pattern. Private-sector jobs in 2011 are fewer than they were 
way back in June 1999. In the more than 11 intervening years, through immigration 
and natural growth the (civilian noninstitutional) US population has increased by 
31 million people. And yet we have fewer private-sector jobs in the country now 
than in mid-1999. There hasn’t been a comparable period of stagnant job creation 
since the late 1930s.

Before offering some explanations for this disturbing situation, we should first 
clarify what unemployment is. There are different ways of defining the condition, 
but we can capture the typical understanding by classifying a worker as unem-
ployed when he or she (a) is willing to work at the going wage or salary for some 
categories of jobs, but (b) can’t find any employer willing to extend the same offer 
to this particular worker, even though (c) the employer views the worker as inter-
changeable with other workers already on the payroll.
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This last point (c) is important, even 
though introductory textbooks often 
omit it. To see why it’s necessary, con-
sider the market for NBA point guards. 
I would certainly be willing to take the 
job for the average player’s salary; heck 
I’d even do it for 10 percent less. But 
no economist would consider me part 
of the “supply curve of labor” in this 
specialized market, because the team 
owners wouldn’t view me as equiva-
lent to other workers on the payroll. 
My inability to get a job starting at 
point guard for the Chicago Bulls is not 
an example of unemployment.

The first point (a) is also relevant. 
When we say that someone “can’t find 
a job,” we presume that the person 
is willing to work at the standard or 
going wage rate at the various jobs for 
which he’s qualified. If a laid-off guy 
said, “Man, I can’t get any fast-food 
restaurants to hire me!” but it turns out 
he insists on making $200,000 per year, 
there is a definite sense in which he’s 
not really unemployed. (Some econo-
mists would say he is voluntarily unem-
ployed.)

In introductory textbooks, econo-
mists often give the impression that the 
labor market is static, where workers 
know all the relevant job opportunities 
and employers know everything about 
the available pool of workers.

But as last year’s Nobel laure-
ates stressed, workers and employers 
engage in a costly and time-consuming 
search for each other, in order to best 
match up their skills and job openings 

in mutually advantageous relation-
ships.

When an employer hires a worker, 
it’s (typically) a long-term commitment 
on both sides. Depending on the job, 
the employer will spend weeks or even 
months training the new hire, a period 
during which the worker may not be 
“worth” the pay he or she is receiving.

The worker is “locked in” too, and 
would like to only take a job where he 
or she thinks “things will work out” at 
least for a year or longer. Besides the 
psychological reasons, there is the sim-
ple fact that it looks odd on a résumé if 
a worker seems unable to hold a posi-
tion for very long.

Because of the long-term nature of 
the employment contract, employers 
and workers typically spend a great 
deal of time researching their various 
options before closing a deal. Depend-
ing on the job, employers conduct a 
multilayered interview process, and 
workers may apply for dozens or even 
hundreds of openings.

In light of these considerations, it’s 
helpful to think of the labor market as 
analogous to the housing market, as 
opposed to (say) the market for apples 
or gasoline. At any given time, the 
market price doesn’t “clear” the hous-
ing market, because there are always 
some sellers with their houses still “on 
the market” waiting to find the right 
buyer.

A similar situation exists in the labor 
market. Even during boom periods, 
the unemployment rate never reaches 
zero. At any moment, there are always 
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millions of workers in the United 
States who are in between jobs, either 
because they quit their previous posi-
tion hoping to find something better, or 
because they were “let go” (including 
cases where the employer went out of 
business).

In fact, even at the height of our 
current recession—when unemploy-
ment hit an official rate of 10.1 per-
cent in October 2009—there were 3.4 
million hires in the private sector. The 
problem was that there were 3.7 mil-
lion job “separations” (including quits, 
layoffs, etc.) in the private sector at 
the same time. These job-turnover fig-
ures should remind us that the aggre-
gate “unemployment rate” hides the 
incredibly complex flow of workers 
and other resources across various sec-
tors of the economy.

What makes the current econ-
omy so awful, then, is not that there 
is unemployment, or that there are 
unsold houses. Rather, things are bleak 
because it is so unusually difficult for 
workers to find buyers of their labor 
services, and for home owners to find 
buyers of their houses.

In this final section I’ll run through 
a list of some of the reasons for the 
bleak employment outlook. These are 
not necessarily listed in order of their 
quantitative importance, but are all 
probably contributing to the problem:

•	 Resources were misallocated dur-
ing the boom period. In the stan-
dard Austrian theory of the busi-
ness cycle, the boom period leads 
entrepreneurs to start too many 
long-term projects, for which there 
are insufficient real savings. The 
underlying capital structure of the 
economy becomes distorted, and 
it takes time for market forces to 
clean up the mess after the bubble 
pops. For certain pockets of the 
labor force, the “optimal” thing to 
do is wait it out. 

•	 In some respects this process is what 
Keynesians interpret as a “fall in 
aggregate demand,” when businesses 
and consumers come to believe they 
are on an unsustainable trajectory 
and slam on the brakes. Of course, 
only the Austrians recognize that 
the boom really is unsustainable, 
whereas the Keynesian efforts to 
prop up spending only perpetu-
ate the problem and postpone the 
genuine recovery.

•	 The government made low-skilled 
workers artificially more expensive. 
In July 2009, the federal mini-
mum wage (due to legislation 
from 2007) rose from $6.55 to $7.25 
per hour. Thus, anyone with pro-
ductivity worth more than $6.55 
but less than $7.25 per hour to 
an employer was turned into a 
money-losing proposition when 
he otherwise would have been 
profitable to hire.

• The government made unemploy-
ment more financially attractive. By 
extending unemployment benefits 
repeatedly, the federal govern-
ment has made it easier for job-
seekers to maintain unreasonable 
expectations as they try to find 
new work.

•	 The government is making employee 
health benefits more expensive by an 
unknown amount. “Obamacare” is 
leading to rising health-insurance 
premiums for employers, but 
on top of that the total impact is 
unknown, because of court chal-
lenges and Republican promises 
to reform or even repeal the leg-
islation. Consequently, employ-
ers have an incentive to postpone 
long-term hiring decisions until 
the issues are resolved.

•	 The Fed is making long-term plan-
ning far more difficult. Although 
most analysts think that the 
Fed’s policies reduce unemploy-
ment while possibly risking high 
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price inflation, I submit that the 
paralysis striking the private sec-
tor is partially due to Bernanke’s 
unprecedented actions. If thou-
sands of business owners are 
stocking up on canned goods and 
gold, because they think there is a 
small but definite possibility that 
the dollar may crash within a few 

years, that doesn’t bode well for 
expanding employment opportu-
nities.
The plight of American workers is 

bleak, far worse than the official statis-
tics indicate. Once we understand the 
nature of unemployment, we see that 
the government and Federal Reserve’s 
interventions have only made things 
worse. nFM

Doug French is president of the Mises Institute and author of Walk Away: 
The Rise and Fall of the Home Ownership Myth (French@Mises.com).

Gold: Now That’s a Track Record
Doug French

Anyone who has bought gold for 
the entirety of this bull market is 
always looking for signs of a top. 

Not to sell—one doesn’t get rid of their 
insurance—but just to wait until the 
insurance goes on sale.

A price steadily holding over $1,450 
per ounce has put gold on the cover of 
a few magazines, along with constant 
hawking of the yellow metal on day-
time Fox News.

But there seems to be more talk about 
owning gold than the actual owning of 
it. Chris Blasi’s work indicates that pre-
cious metals only made up 2 percent 
of investment assets at the end of last 
year after a decade-long bull market. At 
the same time, investment in real estate 
has remained constant despite the huge 
downdraft in property prices, meaning 
that investors continue to pile into this 
overbuilt sector.

In its “Wealth Adviser” section, The 
Wall Street Journal recently featured a 
striking above-the-fold, half-page image 
of gold bars stacked in a pyramid, with 
short gold facts etched on the ends of 
the bars—tidbits like “Site of world’s 

largest accumulation of gold: New York 
Fed,” and “Value of 2010 world gold 
sales: $150 billion.”

Being editor of the “Wealth Adviser” 
section, Lawrence Rout enlisted the 
services of a couple of financial experts 
to debate “The Case For and Against 
Gold.” This is the sort of splashy atten-
tion that normally gives gold bulls 
pause. Editor Rout explains that the 
combatants were to defend every argu-
ment and that “they offer a deep dive 
for any investors thinking about taking 
the plunge themselves.”

However, the debate was anything 
but a backyard brawl. Certified finan-
cial planner Janet Briaud carried the 
baton for the buy-side argument, mak-
ing the usual tired points about crisis 
investing, uncertain times, and “black-
swan” events.

So, how much gold as a percent-
age of one’s portfolio does CFP Briaud 
think the responsible investor should 
have? Five to 10 percent.

Five percent is the same allocation 
that Lew Altfest recommends for inves-
tors to hold provided “they promise to 
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hold it rain or shine” (Altfest’s empha-
sis). Mr. Altfest, enlisted to argue 
against owning the yellow metal, has 
his own wealth management firm and 
is a finance professor at Pace Univer-
sity.

Gold has no use other than being 
pretty, the Pace professor says. It’s not 
a real investment like stocks, bonds, 
real estate, or private businesses. If 
the world were falling apart, maybe it 
would make sense to own some gold 
he says, but, writes the money maven: 
“Economies are generally improving 
world-wide, and inflation, while of 
some difficulty in a few countries, is not 
currently a problem in the biggest one, 
the U.S., nor should it become a really 
serious problem in the future. No need 
to call in the gold troops here.”

Later on in his gold attack, the 
professor throws out this laugher: “I 
don’t believe any major nations will 
seriously pursue a consistent decline 
of their currencies over an extended 
period of time.” What does he suppose 
these nations have been doing already? 
Remember, Mr. Altfest manages money 
for a living in one of the world’s finan-
cial capitals and teaches students about 
finance.

Mr. Altfest doesn’t get it, and nei-
ther does Ms. Briaud for that matter. 
Whether you’re negotiating with an 
uneducated thug guarding a border 
that must be crossed in the middle of 
nowhere, or sitting across the table 
from the most sophisticated inves-
tor in the world, gold is the universal 
language and has been for eons. Sure, 
gold does nothing but sit pretty, failing 
to generate earnings or pay dividends. 
But it’s portable, durable, and divis-
ible, with a highly recognizable value; 
it’s highly marketable and homoge-
neous, and its supply is stable: the per-
fect money.

In 4600 BC, civilizations began 
using gold as jewelry. Squares of gold 
were used as money in China in 1091 
BC. The first gold coins were minted in 
what is now Turkey in 560 BC. That’s a 
track record.

Concluding his case against gold, 
Altfest writes that if he “were a bor-
der guard today who received a ‘gift’ 
of gold, I would cash it in and buy 
stocks.” There may be a day when the 
professor/money manager needs to 
buy his way out of New York. I hope he 
seriously doesn’t think he can get the 
job done by slipping a stock certificate 
to the border guard. nFM

IR
A 

R
O

LL
O

VE
R If you are over age 70½, the Federal government permits 

you to rollover up to $100,000 from your IRA to charity 
without increasing your taxable income or paying any 
additional tax. These tax-free rollover gifts could be 
$1,000, $10,000 or any amount up to $100,000 this                
year. Contact us for more information.

James Fogal, CFP
Director of Development
Mises Institute
518 West Magnolia Ave.
Auburn, AL 36832
334.321.2106
James@Mises.com

Charitable Giving Through IRAs



6   March 2011	 The Free Market

Mises.org	 Ludwig von Mises Institute

The Case for Discrimination — Walter Block

Walter Block has been writing on the economics of discrimination—and in defense 
of discrimination, rightly understood—for more than 30 years. This large hardcover 
collects nearly all of this writing to present a radical alternative to the mainstream 
view.

His thesis is that discrimination—choosing one thing over another—is an inevi-
table feature of the material world where scarcity of goods and time is the pervasive 
feature. There is no getting around it. You must discriminate, and therefore you must 
have the freedom to discriminate, which only means the freedom to choose. Without 

discrimination, there is no economizing taking place. It is chaos. 
Will this book cause controversy? Most assuredly. But that is 

not its goal. Its goal is the uprooting of a flawed and failed social 
theory and its replacement by a realistic one that is rooted in a 
genuine concern for human rights and the good of all.

512 pgs. (hardcover) 
$19.00 
SKU: B978

Deep Freeze: Iceland’s Economic Collapse — Philipp Bagus | David Howden

It was a modern thriving economy one day, and then, suddenly, the food disap-
peared from the shelves, the banks closed, and the ships stopped arriving. Iceland 
in 2008 experienced an unprecedented economic meltdown that struck fear in the 
hearts of people all over the world. The economic crisis led to a political crisis, with 
resignations galore. The authors demonstrate that the real cause of the calamity was 
bad central bank policy. Rates were too low, banks were too big to fail, housing was 
implicitly guaranteed, and banks were borrowing short term 
from abroad to finance long term bonds. They demonstrate 
the cause and effect without a shadow of a doubt, using vast 
amounts of data and a detailed sector-by-sector look at the 
economy of Iceland.

What they find is another instance of the Austrian theory      
of the business cycle, working itself out in a way that is 
customized for a time and place. 

156 pgs. (softcover) 
$12.00 
SKU: SS582
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