
Unemployment
 Those of working age that are registered as able, available and willing to work but 

cannot find work despite an active search.  



Monitoring employment trends



Calculating the unemployment rate

Country A’s labour force = 40 million people (i.e., either working or actively seeking work). The 
total number of those that are unemployed = 6 million people (i.e., not in employment and actively 
seeking employment).

​



Remember this!!!!
Unemployment can be unequally 
distributed between geographic regions, 
ages, ethnic groups and genders.

The national employment rate establishes 
an average for a whole country, and is very 
likely to mask inequalities among different 
groups within a country

Take notes on page 206



Difficulties in measuring employment

http://www.youtube.com/watch?v=cRlK16ut9GU


Annotate the following diagram with examples





Annotate the following diagram with examples





Costs of unemployment
Category Keywords to use in you explanation

Costs of unemployment to the unemployed 
themselves

Standard of living
Stress
Motivation
Mental health

Costs to society Poverty
crime

Costs to firms Redundancy payments
Investment
Supply

Costs to the economy as a whole Tax revenue
Transfer payments
Opportunity cost



Natural Unemployment: Structural and Frictional

ASL = those actually working



Causes and types of unemployment

Frictional unemployment: Short-lived 
unemployment as people change jobs

Seasonal unemployment: temporary unemployment 
because some production and consumer demand is seasonal

Demand--deficient / Cyclical unemployment: 
prolonged, widespread unemployment during an 
economic recession due to falling and depressed 
aggregate demand

Structural unemployment: long-lived unemployment 
caused by industrial decline: many workers are made 
unemployed and have skills that are no longer wanted

Can cause a 
regional 

concentration of 
unemployment



Real-wage unemployment / classical unemployment

What is going on in this diagram?

Classical economists argue that some 
unemployment is caused by trade 
unions and government minimum 
wages interfering with the labour 
market. 

The supply of labour is greater than the 
aggregate demand for labour and 
unemployment of a-b is created.



Solutions to real-wage unemployment?

The government should reduce the power of 
trade unions to negotiate higher wages as they 
are preventing the labour market from clearing.

The minimum wage should be abolished.

BUT: who receives minimum wage?

● Those in highest or lowest paying jobs?
● How does this affect the macro-economic 

objective of having an equitable 
distribution of income?



Classical vs Keynesian Unemployment



Demand-deficient or cyclical unemployment

Associated with cyclical downturns 
in the economy. Above we can see 
the level of output has fallen from 
Y1 to Y2. An decrease in growth = 
an increase in labour

Why have the wages not 
decreased? With a decrease in 
demand to W1?



Solutions to demand deficient unemployment
Government must intervene to increase 
aggregate demand

● Fiscal policy
○ Cutting income taxes

■ More people likely to work
■ Consumer spending with increase

○ Cutting business taxes
■ More investment

● Monetary policy
○ Lowering interest rates

■ Easier to get loans



Causes and types of unemployment

Frictional unemployment: Short-lived 
unemployment as people change jobs Seasonal unemployment: temporary unemployment 

because some production and consumer demand is seasonal

Demand--deficient / Cyclical unemployment: 
prolonged, widespread unemployment during an 
economic recession due to falling and depressed 
aggregate demand

Structural unemployment: long-lived unemployment 
caused by industrial decline: many workers are made 
unemployed and have skills that are no longer wanted

Can cause a 
regional 

concentration of 
unemployment





Structural vs demand-deficient

Structural employment is caused by a permanent fall in the 
demand for one type of labour and would require a different set 
of solutions.

Would Supply-Side or Demand Side Policies by best to 
solve this problem?

(Note that cuts in corporate taxes are both a supply-side 
policy and a demand-side policy.)

Please note an important distinction between demand deficient and structural 
unemployment. Demand deficient unemployment is caused by an overall (and) temporary 
fall in the demand for all labour in the economy as a result of a recession.



Keynesian vs Classical
PLEASE REMEMBER: Keynesian don’t reject supply side policies. 

● They agree with classicalists that an increase in migration, investment, productivity and 
the quantity of land will shift the LRAS to the right and will help to meet the four 
macroeconomic goals.

■ Economic growth
■ Low level of unemployment
■ Low and stable inflation
■ Favourable balance of payments

● They just say they may not always be enough. 
● e.g. in a deep recession, supply side policies can’t deal with the fundamental problem 

of a lack of demand.

It should be noted that no theory of economics has ever been proven to work at all 
times, in all situations.



Are demand-side policies or supply-side policies more effective in reducing 
unemployment?

The following diagrams can be used to illustrate cyclical / demand deficient, structural and frictional 
and seasonal

ASL = those actually working



Exam Practice
With the help of a diagram, explain the cause of demand-deficient unemployment 
(10 marks)

With the help of a diagram, explain two causes of structural unemployment. (10 
marks)

Evaluate the policies available to a government


