Macroeconomic Objectives

UNEMPLOYMENT


	UNEMPLOYMENT
	

	Types and Causes
	Policy Options

	Note that some level of unN will always be present in an economy at the level we know as full employment. This natural rate of unN is also known as equilibrium unN. 
Below are the four main types of unN you should be aware of.
	Expansionary demand management policies 
Generally only works for demand-deficient unN as these policies increase AD 
Fiscal policy
G( on supply-side policies ( AD(
Income tax ( ( more incentive to be employed

Monetary policy
i/r ( ( Im( ( AD(
[xcrp to increase demand for exports or to decrease amount of foreign labour] - weak
	Supply-side policies increase the productive capacity of the economy

Improving employability: through education, retraining etc.  (e.g. WDA in Singapore)
Improving incentives for people to search and accept N (e.g. through tax/benefit reforms)

Sustaining EG in the LR constantly creates new jobs

	Frictional

	Structural
	
	

	Arises when people are in between jobs – exists even when the economy is at full employment.

1. Imperfect labour market operations

2. Immobility of workers
	Arises due to 

1. Changes in the structure of the economy

2. Mismatch between skill/location of the labour force and those required for new jobs

- Changes in pattern of demand/supply
	
	

	Classical
	Demand-deficient (cyclical)
	Conflicts

	1. Monopoly power causing wages to be above market clearing level

- Role of unions
	Involuntary unemployment

1. Due to lack of AD for goods

2. Associated with transitions of the economy through the business cycle
	In general solving demand-deficient unN would have demand-pull inflationary pressures – demand and costs pressures.

Also, a low rate of unemployment may result in a current account deficit.

	Consequences

	
	Internal
	External

	Short run
	Ye < Yf
unN ( ( output, G, NY all (
unN ( ( SOL (
Loss of potential output that could have been produce if unemployed were employed ( less goods for consumption 

SOL ( for unemployed – forced to consumer less due to lower YD
	Decreased FDI
unN( ( FDI (
Especially in the case of structural unN – labour force is deskilled, companies tend to pull out

[unN( ( M( ( CP, current account (] – this point is rather weak


	Long run
	Loss of output and profits: 
unN limits the outward shift of the PPC
Structural unN – inward shift of the PPC due to quantity of labour falling
Deskilling – skills becoming obsolete

PEG is affected in the LR – PPC moves out less quickly
Lower PEG

unN( ( dissavings ( S( ( supply of loanable funds ( ( i/r ( ( Im ( ( K stock ( ( PEG ( (outward shift of PPC limited) 
	Income redistribution
The Y-gap worsens as structural/seasonal unN tends to happen to people from lower Y groups 

Fiscal costs to governments

In welfare states, G( as unN benefits are paid out. 

Tax revenues ( both directly (as zero Y earners do not pay income tax) and indirectly (zero Y earners consume less and thus pay less taxes on C). 


Inefficiency as an economy is producing within the PPC

Negative social effects like strikes, crimes and suicide.


