Exercise walk-through

4.2

Unemployment

A-Level Economics



The Macroeconomy

- Unemployment

Who belongs in the labour force?

Unemployment means having no job while available for work and actively
seeking it. The labour force is employed people plus unemployed people, not

the whole population.

lllustrative population: classify before calculating

Of 750 working-age people, 540 have jobs, 60 have no job but are available and
seeking work, and 150 are neither working nor seeking work. There are also 250

children. Which groups belong in the denominator?




The Macroeconomy

- Unemployment

Who belongs in the labour force?

Unemployment means having no job while available for work and actively
seeking it. The labour force is employed people plus unemployed people, not

the whole population.

lllustrative population: classify before calculating

Of 750 working-age people, 540 have jobs, 60 have no job but are available and
seeking work, and 150 are neither working nor seeking work. There are also 250

children. Which groups belong in the denominator?

The labour force is 540 + 60 = 600 people. The 150 inactive people and 250 children
are outside it. Students and retired people are not automatically unemployed: classify

them by their actual work and search status.



The Macroeconomy

- Unemployment

Calculate the unemployment rate

Use the same population

Employed E = 540 people; unemployed U = 60 people. Calculate the unemployment
rate and explain why dividing by the population of 1000 gives the wrong measure.



The Macroeconomy

- Unemployment

Calculate the unemployment rate

Use the same population

Employed E = 540 people; unemployed U = 60 people. Calculate the unemployment
rate and explain why dividing by the population of 1000 gives the wrong measure.

U
unemployment rate = EL U x 100%

60 people
| t rate = 100% = 10
unemployment rate = — - Seople + 60 people x 100% %

The rate describes unemployment within the labour force. The alternative
60/1000 = 6% describes a share of the total population, including children and
inactive people.



The Macroeconomy

Unemployment

A falling rate does not prove more jobs

Change only search status

Initially E = 540, U = 60. Forty unemployed people become discouraged and stop
seeking work. Nobody gains or loses a job. Find the new rate. Has employment
risen?



A-Level Economics

Exercises 2.1:2.3

2.1 Define the term unemployment.

2.2 State two types of unemployment.

2.3 State one consequence of unemployment for the government.



A-Level Economics

Exercises 2.1:2.3

2.1 Define the term unemployment. 2]

2.1

» people who are able and willing to work and are actively looking for a job, but cannot
find one (2 for a clear definition; 1 for a partial idea)

2.2 State two types of unemployment. 2]

2.2

« any two of: frictional; structural; cyclical; seasonal (1 + 1)

2.3 State one consequence of unemployment for the government. 1]

2.3

 any one of: more spent on unemployment benefits; less tax revenue collected (1)



A-Level Economics

Exercises 3.1-3.2

3.1 Unemployment caused by a fall in aggregate demand during a recession is:

D A frictional unemployment
B structural unemployment
C cyclical unemployment
D seasonal unemployment

3.2 Explain the difference between structural and cyclical unemployment.

[6]



A-Level Economics

Exercises 3.1-3.2

3.1 Unemployment caused by a fall in aggregate demand during a recession is: 1]

D A frictional unemployment
B structural unemployment
C cyclical unemployment
D seasonal unemployment

3.1C

o A fall in AD in a recession causes cyclical unemployment

3.2 Explain the difference between structural and cyclical unemployment. 6]

3.2

o [6/ AO1 1+ AO3 up to 5 — structural unemployment occurs when an industry declines
and workers’ skills no longer match available jobs (a long-term mismatch); cyclical
unemployment is caused by low aggregate demand in a recession and falls again when
demand recovers



A-Level Economics

Exercise 3.3

3.3 Discuss the consequences of a sharp rise in unemployment for an economy. [12]
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Exercise 3.3

3.3 Discuss the consequences of a sharp rise in unemployment for an economy. [12]

3.3

o [12] AO1/AO2/AO3 up to 8 + AO4 up to 4. Costs: lost output (the economy pro-
duces inside its PPC), lower incomes and consumption, higher government benefit
spending and lower tax, plus social harm (crime, ill health). But: some unemploy-
ment is frictional and short-lived, and the effect depends on its cause and length.
Judgement: a sharp rise is damaging, especially if cyclical and prolonged, but the
severity depends on the type and how quickly the economy recovers



