
Macroeconomics –
Inflation and 
Unemployment

Macroeconomic Objectives
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The cornerstone of 
macroeconomic policy

Enhancing the welfare
and quality of life for a 

country’s residents

Expanding GDP is synonymous with a robust economy 

GDP growth rates are not just abstract figures

Vital indicators of 
living standards Job creation

Funding for essential 
public services and 

infrastructure
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PRICE STABILITY FULL EMPLOYMENT

High inflation:
Reduces consumer’s purchasing power

Increases uncertainty

Deflation: 
This can lead to a downturn in spending

Achieve a situation where all who are able 
and willing to work can find employment

Does not mean zero unemployment but 
minimized involuntary unemployment

Macroeconomic objectives are interwoven

Sustainable Growth 

Higher employment levels Price stability Catalyst for investment

Macroeconomic management should aim for achieving 
an equilibrium that optimizes these core objectives
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Inflation

INFLATION

Price levels increase

How purchasing 
power is falling 

DEFLATION

Price levels decline
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BASKET WEIGHTS COLLECT 
PRICES

CALCULATE 
PRICE INDEX

CALCULATE % 
CHANGE

'Basket' of goods and services

What a typical consumer or business would purchase

Consumer Price Indices 
(CPI) 

Producer Price Indices 
(PPI)

BASKET WEIGHTS COLLECT 
PRICES

CALCULATE 
PRICE INDEX

CALCULATE % 
CHANGE
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'Basket' of goods and services

Producer Price Indices (PPI) Consumer Price Indices (CPI)

Average change in the sale prices, 
domestic producers receive for their 

goods and services over time

Production processes Capital goods

Track the average price change over time 
for a basket consumed by households

Food and clothing Housing

Transportation Healthcare

Retail point of sale

BASKET WEIGHTS COLLECT 
PRICES

CALCULATE 
PRICE INDEX

CALCULATE % 
CHANGE

Assign weights to the basket items

Housing costs

Typically weighted more 
heavily in the CPI 

Substantial share of 
household expenses

BASKET WEIGHTS COLLECT PRICES CALCULATE 
PRICE INDEX

CALCULATE % 
CHANGE
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Collecting Prices

Retailers Service providers Manufacturers

BASKET WEIGHTS COLLECT 
PRICES

CALCULATE 
PRICE INDEX

CALCULATE % 
CHANGE

Surveys

Monitor the prevailing prices

Weighting the 
price of each item

Calculate the Index

Comparing the current prices with those from a designated base period

Laspeyres Formula

Summing these 
products for the current 

and base periods
Calculating the index levels

BASKET WEIGHTS COLLECT 
PRICES

CALCULATE 
PRICE INDEX

CALCULATE % 
CHANGE
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Calculate the percentage change of 
the price index for the relevant period

CPI

TODAY 1 YEAR AGO

306.746 296.797

3.4% Annual inflation rate of

BASKET WEIGHTS COLLECT 
PRICES

CALCULATE 
PRICE INDEX

CALCULATE % 
CHANGE

306.746 
296.797

- 1

Inflation - Complexities
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Consider the vast amount of data required

Inflation Measurement 

Retailers Service providers Manufacturers

All to capture the prevailing prices of a multitude of items

Comprehensive survey of:

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products
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Increased demand for heating fuels

Increased demand for cooling needs

Energy Costs Seasonal shifts in food prices

Winter

Summer

Harvest times

Natural cycles of livestock production

Genuine trend in inflation Strip away the seasonal effects from the monthly figures

The aim is to provide a clearer picture of inflation that's 
not skewed by these predictable seasonal patterns 

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products

Basket of goods and services 
representing average consumption

Regular updates

Index stays current

Consumption patterns 

Barometer of spending

Consumer habits are not set in stone 

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products
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Deconstructs a product Isolate quality improvements from the price

Inflation rate is not muddied by advancements in quality

Hedonic Adjustment

New smartphone Higher price tag

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products

New smartphone Higher price tag

Hedonic Adjustment

Estimating the value of 
a product's features: 

Degree of subjectivity

Goods and services where quality is less quantifiable

What is the best ways to measure the economic reality faced by consumers?

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products
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Substitution Bias
Can skew inflation measurements

Traditional inflation indices Overestimating the true cost of living increases 

The fixed basket of goods Doesn’t reflect the actual changes in consumer 
purchase patterns in response to price changes

Aware of this limitation Strive to refine their models 

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products

Perception and Representativeness

Prominence of certain items Food Fuel

Exploring ways to diversify the basket 

Reflect a broader range of spending habits

Aiming for an inflation 
measure that mirrors the 

multifaceted nature of 
economic participation 

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products
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Introduction of new products 

Take time to be included 
in the inflation basket

Indices don’t 
accurately reflect: Value derived from these innovations

The reported inflation Inflationary impact

What consumers are actually buying 

Seasonal price 
adjustments

Updating the 
basket and weights 

Adjusting for 
quality changes Substitution Representativeness New products

Core vs. Non-Core Inflation
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Core inflation Non-core inflation
$ $

Core inflation
$

Filter out volatile categories: 

Energy prices

Weather conditions Geopolitical events Seasonal demands

Persistent and underlying price movement trend

Food prices 
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Core inflation
$

Distill the inflation trend

Shaping long-term economic strategies

Central banks typically prioritize core inflation in their interest rate decisions

Non-core inflation
$

Encompasses all consumer goods and services

Captures the full scope of price increases across the consumer spectrum

Decoding the direct inflationary forces bearing down on consumers 

Adjusting wages Pensions Social security 
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Source: U.S. Bureau of Economic Analysis, Consumer Price Index for All Urban Consumers, all items [CPIAUCSL] 
and Consumer Price Index for All Urban    Consumers, all items less food and energy [CPILFESL], retrieved from FRED, Federal Reserve Bank of St. Louis

Headline InflationCore Inflation
Tendency to be more erratic

Doesn’t consistently outpace core inflation

Smoothed-out perspective

Free from the often wild swings of energy and food prices 

Immediate and full impact of market changes

Types of Unemployment
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Full employment

Economy performs 
at its peak Providing income Fostering healthier 

social conditions 

Reducing involuntary unemployment to the lowest possible level

FRICTIONAL 
UNEMPLOYMENT

STRUCTURAL 
UNEMPLOYMENT

CYCLICAL 
UNEMPLOYMENT

SEASONAL 
UNEMPLOYMENT
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FRICTIONAL 
UNEMPLOYMENT

STRUCTURAL 
UNEMPLOYMENT

CYCLICAL 
UNEMPLOYMENT

SEASONAL 
UNEMPLOYMENT

Transition between jobs or 
stepping into the job market 

It reflects people's freedom to: 

Seek new opportunities

Move cities 

Freshly enter the workforce

FRICTIONAL 
UNEMPLOYMENT

STRUCTURAL 
UNEMPLOYMENT

CYCLICAL 
UNEMPLOYMENT

SEASONAL 
UNEMPLOYMENT

Skills workers 
possess 

Employers 
currently need 

Technological advancements

Shifts in consumer preferences

Other economic changes

© 2025 Financial Edge Training 18



FRICTIONAL 
UNEMPLOYMENT

STRUCTURAL 
UNEMPLOYMENT

CYCLICAL 
UNEMPLOYMENT

SEASONAL 
UNEMPLOYMENT

Economic downturns Economic upturns

Demand for goods 
and services falls

Jobs are shed

Cyclical unemployment 
typically diminishes

Demand for labor is not consistent year-round

FRICTIONAL 
UNEMPLOYMENT

STRUCTURAL 
UNEMPLOYMENT

CYCLICAL 
UNEMPLOYMENT

SEASONAL 
UNEMPLOYMENT

Example sectors: 

Agriculture

Tourism

Retail
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Other unemployment types

Deeper economic issues that require 
strategic policy interventions to rectify

Full Employment
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Policymakers aim for the lowest 
possible unemployment rate 

Natural Rate of Unemployment

Without triggering a rise in inflationEconomy can sustain

Natural Rate of Unemployment

Unemployment 
level

Stable 
inflation rate

Labor market is in a long-term equilibrium
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Natural Rate of Unemployment

Frictional Unemployment Structural Unemployment

Unemployment Natural rate

The inflation rate should remain 
unaffected by labor market pressures

Natural Rate of Unemployment

Frictional Unemployment Structural Unemployment

Unemployment
Natural rate

Inflation picking up pace
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Natural Rate of Unemployment

Frictional Unemployment Structural Unemployment

Unemployment

Inflation often slows down

Natural rate

Non-Accelerating Inflation Rate of Unemployment

Natural Rate of Unemployment

NAIRU

NROU The Non-cyclical Rate of Unemployment

Can't be pinpointed with precision but must be estimated

Economy Labor market dynamics Demographic shifts
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Measuring Unemployment

Metrics behind the unemployment rate 

The economy’s employment healthPulse-check

Core principles of measuring 
unemployment are largely universal
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Searching for employment Past four weeks

Unemployed

Searching for employment Past four weeks

Doesn't include those not actively seeking employment, such as:

Full-time students Retirees Discouraged workers

Labor Force = Employed Unemployed+
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Unemployed Individuals 

Entire labor force

Unemployment Rate

20% Seasonally adjusted 

Monthly Quarterly

Supplementary Metrics

Underemployment Long-term 
unemployment

Seeking more work hours Individuals out of work 
for extended periods

DOES NOT

Cover the full spectrum 
of an economy’s 

employment landscape
Directly reflect 

job quality 
Reflect how well 

workers' skills align 
with job requirements

Analyze the 
underlying causes of 

unemployment

Youth 
unemployment
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Unemployment Rate’s Fluctuations

Several factors that can lead to changes in this rate

A decline in the unemployment rate 

Uptick in employment

More individuals are gaining work

Job seekers become disheartened 

Cease their search for employment. 
No longer counted as unemployed

Unemployment rate decreases
but not due to job growth

11.11%
The Unemployment Rate 

Now falls to: 

One of the two unemployed individuals stops looking for work

One unemployed person and a labor force of nine
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Why do we calculate the unemployment rate as a percentage 
of the labor force rather than the entire working-age population? 

The Unemployment Rate Job market's vitality Ratio of the labor force 

Actively seeking but unable to find work 

Many in the working-age bracket are not in the labor 
force for non-labor market related reasons

Students Retirees Stay-at-home 
caregivers

Individuals with 
disabilities

Inflate the figures, providing an inaccurate representation of job market health
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Interpreting a drop in unemployment requires a discerning eye

Genuine increase in employment? Is the labor force diminishing 
because people are losing hope? 

Labor force

Participation Rate

% of people within the working-age population

Employment Active job seeking

Total labor force

Total working age population
x 100 = Participation rate
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Rising Participation Rate Falling Participation Rate

Thriving economic climate

Suggesting robust job creation

Positive outlook from the workforce 

Economic distress

Jobs are scarce

Demographic shifts

OR

Participation Rate

Informs businesses and policymakers about the pool of labor that's potentially at their disposal

Falling participation rate 

Labor shortages 

Hinder industry growth 

Drive up wages due to increased 
demand for workers

Participation Rate

Those who have stopped seeking employmentThe unemployment rate fails to include 
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Informs businesses and policymakers about the pool of labor that's potentially at their disposal

Participation rate provides a broader perspective 
by accounting for all potential workers

Provides richer context to the 
unemployment statistics

Complete narrative of the 
labor market's condition 

Participation Rate

Those who have stopped seeking employmentThe unemployment rate fails to include 

US Unemployment & Participation 
Rate
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Unemployment rate (LHS) Participation rate (RHS)

Demographic shifts

Retirement of the baby boomer generation

Source: U.S. Bureau of Labor Statistics, Unemployment Rate, Monthly, Seasonally Adjusted [UNRATE] and Labor Force Participation Rate, Monthly, Seasonally 
Adjusted [CIVPART], retrieved from FRED, Federal Reserve Bank of St. Louis
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COVID-19 Pandemic

Many people stopped looking for work Had this not occurred unemployment rate might be even higher

Source: U.S. Bureau of Labor Statistics, Unemployment Rate, Monthly, Seasonally Adjusted [UNRATE] and Labor Force Participation Rate, Monthly, Seasonally 
Adjusted [CIVPART], retrieved from FRED, Federal Reserve Bank of St. Louis

Sharp uptick in the unemployment rate
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Source: U.S. Bureau of Labor Statistics, Unemployment Rate, Monthly, Seasonally Adjusted [UNRATE] and Labor Force Participation Rate, Monthly, Seasonally 
Adjusted [CIVPART], retrieved from FRED, Federal Reserve Bank of St. Louis

56.0

58.0

60.0

62.0

64.0

66.0

68.0

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

16.0

20
00

-0
1-

01

20
00

-0
8-

01

20
01

-0
3-

01

20
01

-1
0-

01

20
02

-0
5-

01

20
02

-1
2-

01

20
03

-0
7-

01

20
04

-0
2-

01

20
04

-0
9-

01

20
05

-0
4-

01

20
05

-1
1-

01

20
06

-0
6-

01

20
07

-0
1-

01

20
07

-0
8-

01

20
08

-0
3-

01

20
08

-1
0-

01

20
09

-0
5-

01

20
09

-1
2-

01

20
10

-0
7-

01

20
11-

02
-0

1

20
11-

09
-0

1

20
12

-0
4-

01

20
12

-1
1-

01

20
13

-0
6-

01

20
14

-0
1-

01

20
14

-0
8-

01

20
15

-0
3-

01

20
15

-1
0-

01

20
16

-0
5-

01

20
16

-1
2-

01

20
17

-0
7-

01

20
18

-0
2-

01

20
18

-0
9-

01

20
19

-0
4-

01

20
19

-1
1-

01

20
20

-0
6-

01

20
21

-0
1-

01

20
21

-0
8-

01

20
22

-0
3-

01

20
22

-1
0-

01

20
23

-0
5-

01

20
23

-1
2-

01

Pa
rti

ci
pa

tio
n 

ra
te

 in
 %

Un
em

pl
oy

m
en

t r
at

e i
n 

%

Unemployment rate (LHS) Participation rate (RHS)

Uneven impact across different sectors

Travel Hospitality Retail Severe job losses

Source: U.S. Bureau of Labor Statistics, Unemployment Rate, Monthly, Seasonally Adjusted [UNRATE] and Labor Force Participation Rate, Monthly, Seasonally 
Adjusted [CIVPART], retrieved from FRED, Federal Reserve Bank of St. Louis
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Technology Remote Services More resilient

Uneven impact across different sectors
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Source: U.S. Bureau of Labor Statistics, Unemployment Rate, Monthly, Seasonally Adjusted [UNRATE] and Labor Force Participation Rate, Monthly, Seasonally 
Adjusted [CIVPART], retrieved from FRED, Federal Reserve Bank of St. Louis
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Stimulus packages Expanded unemployment benefits
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