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Measuring Unemployment

A A Working Definition of

I People able, available and willing to find work and actively
seeking work i but not employed

A The Claimant Count Measure

I The number of people cl ai mi
I a monthly headcount of the unemployed

A The Labour Force Survey

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

I Alarge sample i but subject to sampling error
I This I s the governmentos pr

I The 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

A Seasonal Unemployment
I Regular seasonal changes in employment / labour demand

I Unemployment data is usually given a seasonal adjustment
to reflect this

I Not a major concern for labour market economists

I Affects certain industries more than others
A Catering and leisure
A Construction
A Retailing
A Tourism

A Agriculture
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Types of Unemployment

A Frictional Unemployment

I lrreducible minimum unemployment in a dynamic economy
I Ofteninvolves short spells of unemployment

I Includes new and returning entrants into the labour market
e.g. after starting a family

I Imperfect information about available jobs can lengthen the
period of job search

I Frictional unemployment is also affected by incentives and
disincentives to search for and accept paid work

I Some frictional unemployment is useful i a pool of available
workers, can help to keep wage inflation down
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Structural Unemployment

A Labour market failure

I Mismatch of and job opportunities as the pattern of
labour demand in the economy changes over time

I Involuntary unemployment

I IS a major cause of structural
unemployment i labour market failure
A Occupational barriers to finding work

A Geographical barriers to mobility

I Ofteninvolves long-term unemployment

A Outsiders are far less likely to find new work in the economy

I Prevalent in regions where industries go into long-term
decline and have been major sources of employment

I Labour market disincentives i %
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Cyclical unemployment

A Cyclical (Keynesian) Unemployment

I There Is a clear cyclical relationship between
demand, output, employment and unemployment

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

I If 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

tutor2u


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

Short term unemployment
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Real wage unemployment

A Real Wage Unemployment

I Created when real wages are maintained above their
market clearing level leading to an excess supply of labour
at the prevailing wage rate

A Possible causes of real wage unemployment

I Trade unions using their collective bargaining power to drive
wages above their free market level

I The impact of successive rises in the national minimum
wage T might cause some labour shedding in labour
Intensive sectors

I Globalisation 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

Warnings over high unemployment; US jobless rate at 26-year high

» 00.00/00.48
Trudie Samuel, from Merthyr Tydfil has been looking for a job since she 4 > M 0005/0236 o) M
completed an NVQ at the end of the summer 4 =,
4
An economist has warned Wales faces years of high US employers cut 216,000 jobs in August, pushing the unemployment rateup to ¢
unemployment as it tries to claw its way out of recession. F 9.7%, a 26-year high, official figures show. !
Unemplo_yment in th_e nation will not. return to pre-recession levels for The unemployment rate rose after dipping to 9.4% in July but the Labor g
ﬁvg 0K _S'X years, said Professor David Blackaby, of Swansea Department said the job loss figure was the smallest in a year. '1'
University. ]
Wales has one of the UK's highest unemployment rates with an extra Adam Brookes report§ from Bend in Oregon, a town with one of the worst |
50,000 jobseekers since the recession began. unemployment rates in the US. s
AR b, oIt M an ARt bttt g T v GOSN SRR
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Economic Costs of Unemployment

A Private Costs for the Involuntary Unemployed

I Loss of income i but many people have major commitments
(mortgage, credit agreements)

I Fallin real living standards

I Unemployment in your 20s has a huge effect on living standards
for people in their 50s

I Increased health risks (particularly for long term unemployed)
A Stress / reduction in quality of diet
A Increased risk of marital break-up
A Social exclusion

I Loss of marketable skills (human capital)

A The longer the duration of unemployment, the lower the chances of
finding fresh employment

A Particular problem facing the youth unemployed it he 61 os't
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Youth unemployment

Youth Unemployment and the Recession

by Jim Riley 3
Print & Email® RSS £ Tweet This! [ Save this entry to my Favorites }
This is a video of the presentation by Danny Blanchflower at the RSA this week. i
Professor David Blanchflower, the leading labour economist and recent member of

the Bank of England’s Monetary Policy Committee from June 2006-May 2009,
discusses how the recession is affecting young people and their future prospects.

Filmed October 2009 : Posted October 2009
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Unemployment and businesses

A Economic Consequences for Businesses

I Negative consequences
A Fall in demand for goods and services
A Fallin demand for businesses further down the supply chain

A Consider the negative multiplier effects from the closure of a
major employer in a town or city

I Some positive consequences

A Bigger pool of surplus labour is available i but still a problem if
there is plenty of structural unemployment

A Less pressure to pay higher wages

A Less risk of industrial / strike action i fear of job losses i
leading to reduced trade union power
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Conseguences for Government

A Consequences for the Government
I Drop in employment hits trend growth -

I Increased spending on unemployment benefits and other
Income i related state welfare payments

T Fall in revenue from income tax and taxes on consumer
spending

i Fall in profits T reduction in revenue from corporation tax

I Rise in government borrowing
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Macroeconomic costs of unemployment

A Consequences for the Economy as a whole

I Lost output (real GDP) from people being out of work 7 the
economy will be operating well within its production frontier

I Unemployment seen as an inefficient way of allocating
resources 1 labour market failure?

I Some of the long-term unemployed may leave the labour
force permanently 1 fall in potential GDP (hysteresis effects)

I Increasein I rise in relative poverty
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David Blanchflower on the costs of U

A Aln past recesterinons
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.

A 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 ” e
market the longer their spell of -~ — =
unempl oyment persi s “ 48
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External costs of unemployment

High unemployment creates external costs

A Rising inequality / relative poverty between rich and poor in
society

A Increased risk of
i Crime
I Family breakdown
I Premature death

T Chronic illnesses

A Increased burden on the welfare state which may require
highertaxesi i cr owadutnag ef fect on pri
businesses and individuals
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Demand-side policies

A Measures to boost labour demand (reduce cyclical
unemployment)

I Lower interest rates (monetary stimulus) + unconventional
monetary policy

I Lower direct and indirect taxes (fiscal stimulus)
A VAT

A Cuts in national insurance contributions for specific groups
I Attempts to achieve a more competitive exchange rate

I Government spending on major projects (e.g. improving the
transport infrastructure)

I Employment subsidies (including the New Deal programme)
including youth jobs subsidies

I Incentives to encourage foreign investment in the UK

I Targeted policies to reduce youth unemployment
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Supply-side policies

A Measures to improve labour supply (reduce frictional
and structural unemployment)

I Increased spending on education & training including an
emphasis olheddmnifred @ )me

I Investmentin human capital
I Improved flows of information on job vacancies

I Changes to income tax and benefits to improve incentives
to find work

I Raise education leaving age to 18
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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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