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0000 OO0 Onegovernmentprogram that increases the amount of frictional unemployment, without
intending to do so, is unemployment insurance. This program is designed to offer workers partial protection
against job loss. The unemployed who quit their jobs, were fired for cause, or just entered the labor force are not
eligible. Benefits are paid only to the unemployed who were laid off because their previous employers no longer
needed their skills. Although the terms of the program vary over time and across states, a typical American worker
covered by unemployment insurance receives 50 percent of his or her former wages for 26 weeks. While
unemployment insurance reduces the hardship of unemployment, it also increases the amount of unemployment.
The explanation is based on one of the Ten Principles of Economics in Chapter 1: People respond to incentives.
Because unemployment benefits stop when a worker takes a new job, the unemployed devote less effort to job
search and are more likely to turn down unattractive job offers. In addition, because unemployment insurance
makes unemployment less onerous, workers are less likely to seek guarantees of job security when they negotiate
with employers over the terms of employment.
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