CYCLICAL UNEMPLOYMENT EXPLAINED

CycricaL UNEMPLOYMENT ExPLAINED: NAVIGATING ECONOMIC
DOWNTURNS

CYCLICAL UNEMPLOYMENT EXPLAINED IS CRUCIAL FOR UNDERSTANDING THE EBB AND FLOW OF THE JOB MARKET AND THE BROADER
ECONOMY. THIS TYPE OF JOBLESSNESS IS INTRINSICALLY LINKED TO THE BUSINESS CYCLE, MEANING IT ARISES WHEN THE ECONOMY
AS A WHOLE SLOWS DOWN. UNLIKE OTHER FORMS OF UNEMPLOYMENT, CYCLICAL UNEMPLOYMENT IS NOT CAUSED BY INDIVIDUAL
SKILLS MISMATCH OR VOLUNTARY JOB SEARCHING BUT BY A GENERAL LACK OF DEMAND FOR GOODS AND SERVICES. THIS ARTICLE
WILL DELVE INTO THE ROOT CAUSES OF CYCLICAL UNEMPLOYMENT, ITS IMPACT ON VARIOUS SECTORS, HOW IT DIFFERS FROM
OTHER UNEMPLOYMENT TYPES, AND POTENTIAL STRATEGIES FOR MITIGATION. W/E WILL EXPLORE ITS MANIFESTATIONS DURING
ECONOMIC RECESSIONS AND ITS EVENTUAL RECOVERY AS THE ECONOMY PICKS UP STEAM, PROVIDING A COMPREHENSIVE
OVERVIEW OF THIS VITAL ECONOMIC PHENOMENON.

TABLE oOF CONTENTS

® WHAT 1S CYCLICAL UNEMPLOYMENT?

e THE BusiNess CycLE AND CycLICAL UNEMPLOYMENT

o CAUSES oF CYCLICAL UNEMPLOYMENT

e |MPACT oF CvcLICAL UNEMPLOYMENT

® DISTINGUISHING CYcCLICAL UNEMPLOYMENT FROM OTHER T YPES
® MEASURING CYCLICAL UNEMPLOYMENT

® MITIGATING CYCLICAL UNEMPLOYMENT

e CvcLicAL UNEMPLOYMENT AND ECcoNoMIC RECOVERY

WHAT Is CycLicAL UNEMPLOYMENT?

CYCLICAL UNEMPLOYMENT IS A TEMPORARY TYPE OF JOBLESSNESS THAT OCCURS WHEN THERE IS A DOWNTURN IN THE OVERALL
ECONOMY. THINK OF IT AS THE NATURAL CONSEQUENCE OF THE BUSINESS CYCLE'S INHERENT FLUCTUATIONS. W/HEN BUSINESSES
EXPERIENCE A DECLINE IN CONSUMER DEMAND, THEY OFTEN REDUCE PRODUCTION. THIS REDUCTION IN OUTPUT NECESSITATES
FEWER WORKERS, LEADING TO LAYOFFS AND A RISE IN UNEMPLOYMENT RATES. [T’S A SYMPTOM OF A BROADER ECONOMIC
CONTRACTION, AFFECTING A \WIDE RANGE OF INDUSTRIES RATHER THAN BEING CONFINED TO SPECIFIC SECTORS OR SKILL SETS.

THE KEY CHARACTERISTIC OF CYCLICAL UNEMPLOYMENT IS ITS DIRECT CORRELATION WITH ECONOMIC CYCLES. DURING PERIODS
OF ECONOMIC EXPANSION, DEMAND FOR LABOR INCREASES, AND CYCLICAL UNEMPLOYMENT TENDS TO FALL. CONVERSELY, DURING
RECESSIONS, DEMAND FALLS, AND CYCLICAL UNEMPLOYMENT RISES. THIS MAKES IT A HIGHLY VISIBLE INDICATOR OF THE HEALTH
OF THE ECONOMY. UNLIKE STRUCTURAL OR FRICTIONAL UNEMPLOYMENT, WHICH CAN PERSIST EVEN IN A BOOMING ECONOMY,,
CYCLICAL UNEMPLOYMENT IS EXPECTED TO DISSIPATE AS THE ECONOMY RECOVERS.



THe Business CycLe AND CycLICAL UNEMPLOYMENT

THE BUSINESS CYCLE REFERS TO THE RECURRING PATTERN OF EXPANSION AND CONTRACTION IN ECONOMIC ACTIVITY THAT AN
ECONOMY EXPERIENCES OVER TIME. THIS CYCLE TYPICALLY INCLUDES FOUR PHASES: EXPANSION, PEAK, CONTRACTION
(RECESSION), AND TROUGH. CYCLICAL UNEMPLOYMENT IS MOST PRONOUNCED DURING THE CONTRACTION PHASE, ALSO KNOWN
AS A RECESSION.

DURING AN EXPANSION, BUSINESSES ARE THRIVING, CONSUMER SPENDING IS HIGH, AND JOB CREATION IS ROBUST. AS THE
ECONOMY MOVES TOWARDS ITS PEAK, GROWTH MAY START TO SLOW, BUT UNEMPLOYMENT IS GENERALLY LOW. HO\X/EVER,
WHEN THE ECONOMY ENTERS A CONTRACTION, DEMAND FOR GOODS AND SERVICES DIMINISHES SIGNIFICANTLY. BUSINESSES,
FACING FALLING SALES AND PROFITS, ARE FORCED TO CUT COSTS, AND A PRIMARY WAY TO DO THIS IS BY REDUCING THEIR
WORKFORCE. THIS IS WHERE CYCLICAL UNEMPLOYMENT EMERGES AND ESCALATES.

THE TROUGH OF THE BUSINESS CYCLE REPRESENTS THE LOWEST POINT OF ECONOMIC ACTIVITY, AND AT THIS STAGE, CYCLICAL
UNEMPLOYMENT IS TYPICALLY AT ITS HIGHEST. AS THE ECONOMY BEGINS TO RECOVER FROM THE TROUGH, MOVING BACK INTO
AN EXPANSION PHASE, DEMAND STARTS TO PICK UP AGAIN. BUSINESSES THEN BEGIN TO REHIRE WORKERS, AND CYCLICAL
UNEMPLOYMENT STARTS ITS DOWNW ARD TREND.

CAauses ofF CycLicaL UNEMPLOYMENT

THE PRIMARY DRIVER OF CYCLICAL UNEMPLOYMENT IS A DECREASE IN AGGREGATE DEMAND. W/HEN CONSUMERS AND BUSINESSES
SPEND LESS, THE OVERALL DEMAND FOR GOODS AND SERVICES IN THE ECONOMY FALLS. THIS REDUCTION IN DEMAND CAN STEM
FROM VARIOUS FACTORS:

o DecreaseD CONSUMER SPENDING: THIS CAN BE TRIGGERED BY FACTORS LIKE RISING INTEREST RATES MAKING BORROWING
MORE EXPENSIVE, INCREASED UNCERTAINTY ABOUT THE FUTURE LEADING TO PRECAUTIONARY SAVING, OR A GENERAL
DECLINE IN CONSUMER CONFIDENCE.

¢ REDUCED BUSINESS INVESTMENT: \W/HEN BUSINESSES FORESEE A SLOWDOWN, THEY ARE LESS LIKELY TO INVEST IN NEW
EQUIPMENT, TECHNOLOGY, OR EXPANSION PROJECTS, WHICH IN TURN REDUCES THE DEMAND FOR LABOR IN CAPITAL
GOODS INDUSTRIES AND RELATED SECTORS.

o TIGHTENING CREDIT CONDITIONS: A LACK OF AVAILABLE CREDIT OR INCREASED BORROWING COSTS CAN MAKE IT HARDER
FOR BOTH CONSUMERS AND BUSINESSES TO FINANCE PURCHASES AND INVESTMENTS, FURTHER DAMPENING DEMAND.

o EXTERNAL SHOCKS: GLOBAL ECONOMIC DOWNTURNS, GEOPOLITICAL INSTABILITY, OR NATURAL DISASTERS CAN ALSO
NEGATIVELY IMPACT DOMESTIC AGGREGATE DEMAND AND LEAD TO CYCLICAL UNEMPLOYMENT.

ESSENTIALLYI ANY EVENT THAT LEADS TO A \WIDESPREAD REDUCTION IN SPENDING ACROSS THE ECONOMY CAN INITIATE OR
EXACERBATE CYCLICAL UNEMPLOYMENT. IT°S A DOMINO EFFECT WHERE ONE SECTOR’S SLOWDOWN IMPACTS ANOTHER,
ULTIMATELY LEADING TO JOB LOSSES ON A BROAD SCALE.

IMPACT ofF CycLicaL UNEMPLOYMENT

THE IMPACT OF CYCLICAL UNEMPLOYMENT EXTENDS FAR BEYOND THE INDIVIDUALS DIRECTLY AFFECTED BY JOB LOSSES. IT
CREATES A RIPPLE EFFECT THROUGHOUT THE ECONOMY AND SOCIETY:

¢ EcoNoMIC SLOWDOWN: AS MORE PEOPLE LOSE THEIR JOBS, THEY HAVE LESS INCOME TO SPEND, FURTHER REDUCING
AGGREGATE DEMAND AND DEEPENING THE ECONOMIC CONTRACTION. THIS CAN CREATE A VICIOUS CYCLE WHERE
UNEMPLOYMENT FUELS FURTHER ECONOMIC DECLINE.

¢ Repucep TAX REVENUE: W/ ITH FEWER PEOPLE EMPLOYED, GOVERNMENTS COLLECT LESS INCOME TAX AND SALES TAX
WHICH CAN STRAIN PUBLIC FINANCES AND LIMIT THE GOVERNMENT'S ABILITY TO PROVIDE ESSENTIAL SERVICES OR
IMPLEMENT STIMULUS MEASURES.
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o INCREASED SoclAL CosTs: HIGHER UNEMPLOYMENT RATES ARE OFTEN ASSOCIATED WITH INCREASED POVERTY, CRIME
RATES, AND MENTAL HEALTH ISSUES, PLACING A BURDEN ON SOCIAL WELFARE SYSTEMS AND COMMUNITIES.

o SkILL EROSION: PROLONGED PERIODS OF UNEMPLOYMENT CAN LEAD TO A DEGRADATION OF SKILLS AS INDIVIDUALS
BECOME DETACHED FROM THE WORKFORCE. THIS CAN MAKE IT HARDER FOR THEM TO FIND NEW EMPLOYMENT EVEN WHEN
THE ECONOMY RECOVERS, POTENTIALLY TURNING CYCLICAL UNEMPLOYMENT INTO STRUCTURAL UNEMPLOYMENT.

e BUSINESS FAILURES: REDUCED CONSUMER SPENDING DIRECTLY IMPACTS BUSINESSES' REVENUES AND PROFITS. MANY
BUSINESSES, ESPECIALLY SMALL AND MEDIUM-SIZED ENTERPRISES, MAY STRUGGLE TO SURVIVE DURING ECONOMIC
DOWNTURNS, LEADING TO MORE LAYOFFS AND FURTHER EXACERBATING CYCLICAL UNEMPLOYMENT.

THE PSYCHOLOGICAL TOLL ON INDIVIDUALS AND FAMILIES CAN ALSO BE IMMENSE, LEADING TO STRESS, ANXIETY, AND A LOSS OF
SELF-ESTEEM. THE LONG-TERM CONSEQUENCES CAN AFFECT CAREER TRAJECTORIES AND EARNING POTENTIAL FOR YEARS TO COME.

DISTINGUISHING CycLICAL UNEMPLOYMENT FROM OTHER T YPES

IT’S IMPORTANT TO DIFFERENTIATE CYCLICAL UNEMPLOYMENT FROM OTHER COMMON TYPES OF JOBLESSNESS TO UNDERSTAND
ITS UNIQUE NATURE:

® FRICTIONAL UNEMPLOYMENT: THIS IS THE TEMPORARY UNEMPLOYMENT THAT OCCURS WHEN INDIVIDUALS ARE IN THE
PROCESS OF TRANSITIONING BETWEEN JOBS. IT'S CONSIDERED A NATURAL AND HEALTHY PART OF A DYNAMIC LABOR
MARKET, AS PEOPLE TAKE TIME TO FIND JOBS THAT BEST MATCH THEIR SKILLS AND PREFERENCES. FRICTIONAL
UNEMPLOYMENT EXISTS EVEN IN A STRONG ECONOMY.

® STRUCTURAL UNEMPLOYMENT: THIS TYPE OF UNEMPLOYMENT ARISES FROM A MISMATCH BETWEEN THE SKILLS
POSSESSED BY WORKERS AND THE SKILLS DEMANDED BY EMPLOYERS, OR DUE TO GEOGRAPHICAL IMMOBILITY OF LABOR. IT
OFTEN STEMS FROM TECHNOLOGICAL ADVANCEMENTS, CHANGES IN INDUSTRY STRUCTURE, OR LONG-TERM SHIFTS IN THE
ECONOMY THAT RENDER CERTAIN SKILLS OBSOLETE. STRUCTURAL UNEMPLOYMENT CAN BE PERSISTENT AND MAY REQUIRE
RETRAINING OR RELOCATION.

o SEASONAL UNEMPLOYMENT: THIS OCCURS IN INDUSTRIES WHERE EMPLOYMENT FLUCTUATES WITH THE SEASONS, SUCH
AS AGRICULTURE, TOURISM, OR RETAIL DURING HOLIDAY PERIODS. IT'S PREDICTABLE AND TEMPORARY, WITH \WORKERS
TYPICALLY EXPECTING TO BE REHIRED WHEN THE SEASON RETURNS.

CvcLicAaL UNEMPLOYMENT, IN CONTRAST, IS TIED TO THE OVERALL ECONOMIC HEALTH. IT AFFECTS BROAD SEGMENTS OF THE
\WORKFORCE ACROSS MANY INDUSTRIES AND IS DIRECTLY INFLUENCED BY THE PHASES OF THE BUSINESS CYCLE. W/HILE
FRICTIONAL AND SEASONAL UNEMPLOYMENT ARE GENERALLY CONSIDERED NORMAL, CYCLICAL UNEMPLOYMENT IS A SIGNAL OF
ECONOMIC DISTRESS.

MeASURING CycLICAL UNEMPLOYMENT

MEASURING CYCLICAL UNEMPLOYMENT INVOLVES UNDERSTANDING THE CONCEPT OF THE “NATURAL RATE OF UNEMPLOYMENT.”
THE NATURAL RATE REPRESENTS THE LEVEL OF UNEMPLOYMENT THAT EXISTS IN AN ECONOMY WHEN IT IS OPERATING AT ITS
FULL POTENTIAL, INCLUDING FRICTIONAL AND STRUCTURAL UNEMPLOYMENT, BUT EXCLUDING CYCLICAL UNEMPLOYMENT. Y/ HEN
THE ACTUAL UNEMPLOYMENT RATE IS ABOVE THE NATURAL RATE, THE DIFFERENCE IS LARGELY ATTRIBUTED TO CYCLICAL
UNEMPLOYMENT.

ECONOMISTS OFTEN USE STATISTICAL MODELS AND ECONOMIC INDICATORS TO ESTIMATE THE NATURAL RATE OF UNEMPLOYMENT
AND, CONSEQUENTLY, THE LEVEL OF CYCLICAL UNEMPLOYMENT. KEY INDICATORS INCLUDE:

® THE OVERALL UNEMPLOYMENT RATE

® INFLATION RATES



e Gross DoMesTic ProbucT (GDP) GrowTH
o CONSUMER CONFIDENCE INDICES

o PURCHASING MANAGERS' INDEX (PMI) DATA

BY ANALYZING THESE METRICS, POLICYMAKERS AND ECONOMISTS CAN GAUGE THE EXTENT TO WHICH UNEMPLOYMENT IS DUE TO

A DOWNTURN IN ECONOMIC ACTIVITY RATHER THAN INHERENT MARKET INEFFICIENCIES. A SIGNIFICANT AND SUSTAINED INCREASE IN
UNEMPLOYMENT ABOVE ITS HISTORICAL AVERAGE DURING PERIODS OF SLOWING ECONOMIC GROWTH IS A STRONG INDICATOR OF
RISING CYCLICAL UNEMPLOYMENT.

MITIGATING CycLICAL UNEMPLOYMENT

ADDRESSING CYCLICAL UNEMPLOYMENT TYPICALLY INVOLVES MACROECONOMIC POLICIES AIMED AT STABILIZING THE ECONOMY
AND STIMULATING DEMAND:

e FiscaL PoLicy: GOVERNMENTS CAN USE FISCAL POLICY TO COMBAT RECESSIONS. THIS INCLUDES INCREASING
GOVERNMENT SPENDING ON INFRASTRUCTURE PROJECTS, PUBLIC SERVICES, OR DIRECT STIMULUS PAYMENTS TO CITIZENS.
LOWERING TAXES CAN ALSO BOOST DISPOSABLE INCOME AND ENCOURAGE SPENDING.

* MONETARY PoLICY: CENTRAL BANKS CAN IMPLEMENT EXPANSIONARY MONETARY POLICY, SUCH AS LOWERING INTEREST
RATES. THIS MAKES BORROWING CHEAPER FOR BUSINESSES AND CONSUMERS, ENCOURAGING INVESTMENT AND SPENDING.
CENTRAL BANKS CAN ALSO ENGAGE IN QUANTITATIVE EASING, INJECTING LIQUIDITY INTO THE FINANCIAL SYSTEM.

* AUTOMATIC STABILIZERS: CERTAIN GOVERNMENT PROGRAMS, LIKE UNEMPLOYMENT BENEFITS AND PROGRESSIVE INCOME
TAXES, ACT AS AUTOMATIC STABILIZERS. DURING A DOWNTURN, UNEMPLOYMENT BENEFITS INCREASE GOVERNMENT
PAYOUTS, AND LOWER TAX REVENUES AUTOMATICALLY REDUCE THE BURDEN ON HOUSEHOLDS, HELPING TO CUSHION THE
IMPACT OF JOB LOSSES.

o AcTIVE LABOR MARKET POLICIES: WHILE PRIMARILY AIMED AT STRUCTURAL UNEMPLOYMENT, SOME ACTIVE LABOR
MARKET POLICIES CAN HELP INDIVIDUALS AFFECTED BY CYCLICAL UNEMPLOYMENT TRANSITION BACK INTO WORK MORE
QUICKLY. THIS MIGHT INCLUDE JOB SEARCH ASSISTANCE AND RETRAINING PROGRAMS, ESPECIALLY IF SKILLS NEED A SLIGHT
REFRESH.

THE GOAL OF THESE INTERVENTIONS IS TO SHORTEN THE DURATION OF RECESSIONS AND PREVENT \WIDESPREAD, PROLONGED JOB
LOSSES THAT CHARACTERIZE SEVERE CYCLICAL UNEMPLOYMENT.

CycricaL UNEMPLOYMENT AND ECONOMIC RECOVERY

THE PATH TO RECOVERY FROM CYCLICAL UNEMPLOYMENT IS INTRINSICALLY LINKED TO THE BROADER ECONOMIC REBOUND. AS
FISCAL AND MONETARY POLICIES BEGIN TO TAKE EFFECT, OR AS EXTERNAL FACTORS IMPROVE, AGGREGATE DEMAND STARTS TO
INCREASE. BUSINESSES, SEEING RENEWED CONSUMER INTEREST AND HIGHER SALES, WILL GRADUALLY INCREASE PRODUCTION. THIS
LEADS TO A DEMAND FOR MORE LABOR, AND COMPANIES BEGIN TO REHIRE WORKERS WHO WERE LAID OFF DURING THE DOWNTURN.

THE RATE OF RECOVERY CAN VARY. SOME SECTORS MIGHT REBOUND FASTER THAN OTHERS. FOR INSTANCE, INDUSTRIES
PRODUCING ESSENTIAL GOODS AND SERVICES MIGHT SEE DEMAND RECOVER MORE QUICKLY THAN THOSE PRODUCING
DISCRETIONARY LUXURY ITEMS. TECHNOLOGICAL ADVANCEMENTS OR SHIFTS IN CONSUMER PREFERENCES CAN ALSO INFLUENCE
WHICH SECTORS LEAD THE RECOVERY AND SUBSEQUENTLY RE-EMPLOY W ORKERS. ULTIMATELY, THE DECLINE OF CYCLICAL
UNEMPLOYMENT IS A POSITIVE SIGN, INDICATING THAT THE ECONOMY IS MOVING OUT OF RECESSION AND BACK TOWARDS ITS
POTENTIAL GROWTH PATH.



FREQUENTLY AskeD QUESTIONS

Q: WHAT IS THE MAIN DIFFERENCE BETWEEN CYCLICAL UNEMPLOYMENT AND
STRUCTURAL UNEMPLOYMENT?

A: THE MAIN DIFFERENCE LIES IN THEIR CAUSE. CYCLICAL UNEMPLOYMENT IS CAUSED BY A GENERAL DOWNTURN IN THE ECONOMY
AND A LACK OF AGGREGATE DEMAND, AFFECTING MANY INDUSTRIES. STRUCTURAL UNEMPLOYMENT, ON THE OTHER HAND, IS
CAUSED BY A MISMATCH BETWEEN THE SKILLS \WORKERS HAVE AND THE SKILLS EMPLOYERS NEED, OR BY GEOGRAPHICAL
IMMOBILITY, AND CAN PERSIST EVEN IN A STRONG ECONOMY.

QZ How DOES CYCLICAL UNEMPLOYMENT AFFECT INDIVIDUALS DIRECTLY?

A INDIVIDUALS DIRECTLY AFFECTED BY CYCLICAL UNEMPLOYMENT EXPERIENCE JOB LOSS, LEADING TO A LOSS OF INCOME,
POTENTIAL FINANCIAL HARDSHIP, AND THE STRESS AND UNCERTAINTY ASSOCIATED WITH SEARCHING FOR NEW EMPLOYMENT. IT
CAN ALSO LEAD TO A DECLINE IN MORALE AND SELF-ESTEEM.

QZ CAN CYCLICAL UNEMPLOYMENT BE ENTIRELY ELIMINATED?

A: IT'S GENERALLY ACCEPTED THAT CYCLICAL UNEMPLOYMENT CANNOT BE ENTIRELY ELIMINATED BECAUSE THE BUSINESS CYCLE
IS A NATURAL CHARACTERISTIC OF MARKET ECONOMIES. HO\X/EVER, ITS SEVERITY AND DURATION CAN BE MITIGATED THROUGH
EFFECTIVE ECONOMIC POLICIES.

Q: WHAT ARE SOME KEY INDICATORS THAT SIGNAL AN INCREASE IN CYCLICAL
UNEMPLOYMENT?

A: KEY INDICATORS INCLUDE A FALLING GROSS DoMESTIC ProbUCT (GDP), RISING INFLATION (THOUGH SOMETIMES DEFLATION
CAN OCCUR IN DEEP RECESSIONS ), DECLINING CONSUMER CONFIDENCE, A DECREASE IN MANUFACTURING ORDERS, AND A GENERAL
SLOWDOWN IN BUSINESS INVESTMENT.

QI IS SEASONAL UNEMPLOYMENT THE SAME AS CYCLICAL UNEMPLOYMENT?

A: NO, THEY ARE DISTINCT. SEASONAL UNEMPLOYMENT IS PREDICTABLE AND TIED TO SPECIFIC TIMES OF THE YEAR IN INDUSTRIES
WITH SEASONAL DEMAND (LIKE TOURISM OR AGRICULTURE). CYCLICAL UNEMPLOYMENT IS TIED TO THE BROADER ECONOMIC
CYCLE AND IS NOT PREDICTABLE BY SEASON.

QI \WHAT ROLE DO CENTRAL BANKS PLAY IN MANAGING CYCLICAL UNEMPLOYMENT?

A: CENTRAL BANKS USE MONETARY POLICY TOOLS, SUCH AS ADJUSTING INTEREST RATES AND MANAGING THE MONEY SUPPLY,
TO INFLUENCE AGGREGATE DEMAND. DURING ECONOMIC DOWNTURNS, THEY TYPICALLY LOWER INTEREST RATES TO ENCOURAGE
BORROWING AND SPENDING, THEREBY AIMING TO REDUCE CYCLICAL UNEMPLOYMENT.

QZ How DOES GOVERNMENT SPENDING INFLUENCE CYCLICAL UNEMPLOYMENT?

A: GOVERNMENT SPENDING, A COMPONENT OF FISCAL POLICY, CAN DIRECTLY COMBAT CYCLICAL UNEMPLOYMENT. BY INCREASING
SPENDING ON INFRASTRUCTURE, PUBLIC SERVICES, OR THROUGH DIRECT STIMULUS, THE GOVERNMENT CAN BOOST AGGREGATE
DEMAND, CREATING JOBS AND OFFSETTING JOB LOSSES CAUSED BY THE ECONOMIC CONTRACTION.



Q: WHAT ARE "AUTOMATIC STABILIZERS" IN THE CONTEXT OF CYCLICAL
UNEMPLOYMENT?

A: AUTOMATIC STABILIZERS ARE GOVERNMENT POLICIES THAT AUTOMATICALLY WORK TO COUNTERACT ECONOMIC
DOWNTURNS WITHOUT DIRECT LEGISLATIVE ACTION. EXAMPLES INCLUDE UNEMPLOYMENT BENEFITS (WHICH INCREASE DURING
RECESSIONS, SUPPORTING SPENDING) AND PROGRESSIVE INCOME TAXES (WHICH DECREASE AS INCOMES FALL, REDUCING THE TAX
BURDEN).
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