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Measuring Unemployment

ÅA Working Definition of Unemployment

ïPeople able, available and willing to find work and actively 
seeking work ïbut not employed

ÅThe Claimant Count Measure

ïThe number of people claiming the Jobseekersô Allowance 
ïa monthly headcount of the unemployed

ÅThe Labour Force Survey

ïMust have actively sought work in the previous four weeks 
and be available to start work immediately

ïA large sample ïbut subject to sampling error

ïThis is the governmentôs preferred measure

ïThe basis for cross-country comparisons 
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Unemployment in the UK
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Flows in the Labour Market
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Types of Unemployment

ÅSeasonal Unemployment

ïRegular seasonal changes in employment / labour demand

ïUnemployment data is usually given a seasonal adjustment 

to reflect this

ïNot a major concern for labour market economists

ïAffects certain industries more than others

ÅCatering and leisure

ÅConstruction

ÅRetailing

ÅTourism 

ÅAgriculture
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Types of Unemployment

ÅFrictional Unemployment

ïIrreducible minimum unemployment in a dynamic economy

ïOften involves short spells of unemployment

ïIncludes new and returning entrants into the labour market 

e.g. after starting a family

ïImperfect information about available jobs can lengthen the 

period of job search

ïFrictional unemployment is also affected by incentives  and 

disincentives to search for and accept paid work

ïSome frictional unemployment is useful ïa pool of available 

workers, can help to keep wage inflation down
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Structural Unemployment

ÅLabour market failure

ïMismatch of skills and job opportunities as the pattern of 

labour demand in the economy changes over time

ïInvoluntary unemployment

ïFactor immobility of labour is a major cause of structural 

unemployment ïlabour market failure

ÅOccupational barriers to finding work

ÅGeographical barriers to mobility

ïOften involves long-term unemployment

ÅOutsiders are far less likely to find new work in the economy

ïPrevalent in regions where industries go into long-term 

decline and have been major sources of employment

ïLabour market disincentives ïpoverty trap 
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Cyclical unemployment

ÅCyclical (Keynesian) Unemployment

ïThere is a clear cyclical relationship between 
demand, output, employment and unemployment

ïCaused by a fall in aggregate demand relative to 
potential GDP leading to a loss of real national 
output and employment

ïIf national output grows less than potential output 
then a slowdown in demand is nearly always 
enough to create some more cyclical 
unemployment
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Growth and unemployment in the UK
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Short term unemployment
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Hours worked
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Real wage unemployment

ÅReal Wage Unemployment

ïCreated when real wages are maintained above their 

market clearing level leading to an excess supply of labour 

at the prevailing wage rate

ÅPossible causes of real wage unemployment

ïTrade unions using their collective bargaining power to drive 

wages above their free market level

ïThe impact of successive rises in the national minimum 

wage ïmight cause some labour shedding in labour 

intensive sectors 

ïGlobalisation is driving down real wages in some industries 

e.g. textiles
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Consequences of unemployment

Economic and social impact of high unemployment
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A selection of news reports

http://www.tutor2u.net/blog/index.php/economics
http://news.bbc.co.uk/1/hi/wales/8326865.stm
http://news.bbc.co.uk/1/hi/business/8239354.stm


Economic Costs of Unemployment

Å Private Costs for the Involuntary Unemployed

ï Loss of income ïbut many people have major commitments 

(mortgage, credit agreements)

ï Fall in real living standards

ï Unemployment in your 20s has a huge effect on living standards 

for people in their 50s

ï Increased health risks (particularly for long term unemployed)

ÅStress / reduction in quality of diet

ÅIncreased risk of marital break-up

ÅSocial exclusion

ï Loss of marketable skills (human capital)

ÅThe longer the duration of unemployment, the lower the chances of 

finding fresh employment

ÅParticular problem facing the youth unemployed ïthe ólost generationô
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Youth unemployment
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Unemployment and businesses

ÅEconomic Consequences for Businesses

ïNegative consequences

ÅFall in demand for goods and services

ÅFall in demand for businesses further down the supply chain

ÅConsider the negative multiplier effects from the closure of a 

major employer in a town or city

ïSome positive consequences

ÅBigger pool of surplus labour is available ïbut still a problem if 

there is plenty of structural unemployment

ÅLess pressure to pay higher wages

ÅLess risk of industrial / strike action ïfear of job losses ï

leading to reduced trade union power
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Consequences for Government

ÅConsequences for the Government

ïDrop in employment hits trend growth - hysteresis

ïIncreased spending on unemployment benefits and other 

income ïrelated state welfare payments

ïFall in revenue from income tax and taxes on consumer 

spending

ïFall in profits ïreduction in revenue from corporation tax

ïRise in government borrowing
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Macroeconomic costs of unemployment

ÅConsequences for the Economy as a whole

ïLost output (real GDP) from people being out of work ïthe 

economy will be operating well within its production frontier

ïUnemployment seen as an inefficient way of allocating 

resources ïlabour market failure?

ïSome of the long-term unemployed may leave the labour 

force permanently ïfall in potential GDP (hysteresis effects)

ïIncrease in income inequality ïrise in relative poverty
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David Blanchflower on the costs of U

Å ñIn past recessions rising long-term 

unemployment had a persistent 

adverse effect on the supply potential 

of the economy. Rising unemployment 

may lead to a reduction in the supply 

capacity of the economy. If workers 

remain unemployed for sustained 

periods they may lose their skills, thus 

reducing their human capital. 

Å High rates of long-term unemployment 

in the economy may mean there is a 

mismatch between those skills that 

workers possess, and those for which 

there is demand. People may also be 

less likely to participate in the labour 

market the longer their spell of 

unemployment persists.ò
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External costs of unemployment

Å High unemployment creates external costs

Å Rising inequality / relative poverty  between rich and poor in 

society

Å Increased risk of

ï Crime

ï Family breakdown

ï Premature death

ï Chronic illnesses

Å Increased burden on the welfare state which may require 

higher taxes ïñcrowding-outò effect on private sector 

businesses and individuals
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Demand-side policies

Å Measures to boost labour demand (reduce cyclical 

unemployment)

ï Lower interest rates (monetary stimulus) + unconventional 

monetary policy

ï Lower direct and indirect taxes (fiscal stimulus)

Å VAT

Å Cuts in national insurance contributions for specific groups

ï Attempts to achieve a more competitive exchange rate

ï Government spending on major projects (e.g. improving the 

transport infrastructure)

ï Employment subsidies (including the New Deal programme) 

including youth jobs subsidies

ï Incentives to encourage foreign investment in the UK

ï Targeted policies to reduce youth unemployment
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Supply-side policies

ÅMeasures to improve labour supply (reduce frictional 

and structural unemployment)

ïIncreased spending on education & training including an 

emphasis on ñlifetime-learningò)

ïInvestment in human capital

ïImproved flows of information on job vacancies

ïChanges to income tax and benefits to improve incentives 

to find work

ïRaise education leaving age to 18 

http://www.tutor2u.net/blog/index.php/economics
http://www.tutor2u.net/blog/index.php/economics


Trends in UK unemployment

Developments in the UK labour market
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Regional / local unemployment rates

Source: BBC News website
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