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How to use this resource 
 

Who is it for? 

Students sitting the 2019 Economics B advanced level examination, and their teachers. The resource 

is designed to assist students specifically with Paper 3. For this paper, pre-release material is issued 

each November and Paper 3 will require students to apply the pre-release information across the 

specification they have studied over the previous two years. This year, the title of the pre-release 

material is Labour. 

What principles lie behind it? 

This Case Study looks in depth at those parts of the specification directly connected with labour. 

Following the pre-release material, it examines the role of labour and of labour markets within the 

context of the specification as a whole. 

So how do I actually use it? 

Each of the main chapters contains enough material for at least two to three hours work, either in a 

class room context or for private study – or a combination of the two.  Questions and suggested 

answers are contained in the appendix. They are not lesson plans, but contain all the background 

material teachers need to create their own lesson plans. The Case Study assumes some basic 

knowledge of the course contents on the part of students. 

Technical terms, when used for the first time, are put in bold. Not all of these are absolutely required, 

as some are not mentioned in the specification, but all will enhance students’ knowledge and 

appreciation of the subject 

 

The accompanying CD contains all the work up to the end of Chapter 6. The CD comes with a 

licence to use the work within the purchasing institution.  

Do I need anything else? 

You need the pre-release material.   

Gerald Wood   12
th
 January 2019 
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Chapter 1 Introduction: the role and importance of labour in production 

and economic systems 

How is labour defined? 

The process of supplying goods and services for sale requires inputs in order to produce the desired output. 

These inputs, also known as factors of production, are traditionally grouped into land, capital and labour. 

Land describes the natural resources, the raw materials used in production. This includes the physical land 

itself, mineral resources found under the land, and timber and other economic goods found on the land’s 

surface. Then capital is the man-made equipment and machinery used in almost every production process and 

includes all buildings, factory and office equipment right down to the brushes used by shoe polishers or the 

toasters in a cafe. 

The third factor of production, and the one we focus on for the Paper 3 examination in 2019, is ‘labour’.  Here 

are some definitions. 

Labour refers to the workers necessitated to produce goods and services … [it] includes not just the number 

of employees but also the various abilities called for from workers. Encyclopedia.com 

Human effort used in production … the physical and mental contribution of an employee to production. 

Wikipedia, Factors of production 

Labour is the human input into production e.g. the supply of workers available and their productivity. 

Tutor2u, Factors of production 

[Labour is] any human effort used productively (with an output of goods or services) for which payment is 

made. Studylecturenotes.com 

Labour is the effort that people contribute to the production of goods and services … If you have ever been 

paid for a job, you have contributed labour resources.   Academia.edu 

In summary, the key features arising from these definitions are: 

 Labour is most commonly used in an Economics context to describe the effort of workers rather than 

the workers themselves. 

 What that effort is, whether primarily physical or mental, makes no difference provided the end 

product, whether a good or a service, is subsequently sold. 

What common features does labour share with other factors of production? 

Labour is bought and sold in a market-place 

The way that inputs are grouped into the three categories of land, capital and labour suggests that they share 

common features with each other, and this is indeed the case. The entrepreneur who wishes to set up a 

company will normally have to buy or rent land, buy or hire capital equipment and also will have to hire 

labour if he needs more work done than he himself can provide. 

As with most other markets, supply and demand are matched through the price mechanism. In the case of 

labour, this price is typically expressed as a wage rate. This could be an hourly wage rate like £10 per hour or 

an annual salary like £20,000 a year. 

Productivity defines how much labour is worth 

The lorry that can shift a larger quantity of goods is more productive, and therefore worth more. Or rather, it 

will be provided its capacity utilisation is high enough. Equally, the coal mine where the coal seam is 

thickest and easier to access will again be more productive and more valuable. The same principle applies to 

labour. Those who work harder – or smarter – generate more output and may therefore earn higher wages. 
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The benefits of high productivity are universally recognised. For example, there has long been concern at what 

is known as the UK’s productivity gap, the 16% difference between UK labour output per hour worked and 

the higher average figure enjoyed by the other G7 nations (Canada, France, Italy, Germany, Japan and the 

USA).
1
 Japan’s emphasis on continuous improvement or Kaizen is one way that labour productivity has 

risen, as is lean production. 

In a completely different context, the former Soviet Union under Joseph Stalin’s dictatorship in the 1930s 

praised the exploits of one Aleksei Stakhanov, who was reputed to have mined 102 tons of coal in less than 

six hours – more than 14 times the expected amount.
2
 The term ‘Stakhanovite’ is still used to describe feats of 

productivity, often with the implication that the feat may have been exaggerated in the telling.
3
  

Labour can be more or less specialised 

Some Heavy Goods Vehicles (HGVs) are designed to carry a wide range of goods. Others are more focussed, 

perhaps carrying just refrigerated cargo or the containers used to ship goods across the sea. Or to take another 

example, Excel is the market-leading generalised spreadsheet program but more specific programs have been 

designed for doctors, accountants, teachers and many other fields of work. 

Specialisation may also be observed in labour. You can be a general gardener, or a more specialised tree 

surgeon or lawn care operative. In medicine, you can be a general practitioner (GP), or a general surgeon, or a 

plastic surgeon. Even within plastic surgery there will be doctors specialising in hands or in head and neck or 

in breast reconstruction following cancer. 

In all these cases many of the same issues arise. Specialisation often leads to higher productivity and therefore 

higher payoffs. But the danger exists for workers no less than the owners of equipment that their particular 

speciality may experience falling demand. It is possible for an individual no less than a company to become 

over-specialised. 

What unique features separate labour from other factors of production? 

Labour can be hired but not owned 

Except in societies where slavery is practised it is not possible to own another human being. Labour is hired 

by the hour or by the month just as a building or piece of equipment may be rented, but human beings may not 

be owned outright by another. This gives considerable bargaining power to workers: just because the 

employment contract a worker has with his employer suited him last month there is nothing to say that it will 

still suit him in the months to come. High rates of labour turnover impose a considerable cost on many 

businesses and encourage companies to offer competitive employment packages. 

Human beings have other objectives apart from maximising financial returns 

As just mentioned, labour cannot be legally separated from its owner, from the person who provides the effort. 

And that person is not simply interested in earning the most amount of money but will always wish to be 

treated considerately, have work which they enjoy and benefit from a supportive work environment where 

relationships with colleagues and customers are fulfilling. While different workers will attach different weight 

to the importance of the money they earn very few – if any – will be solely motivated by this factor. Just as an 

entrepreneur is likely to be motivated both by profit and by non-financial motives, so will the workers he 

employs. This poses a set of challenges to any employer that are of a different order to those involved in 

hiring a van or renting an office block. The very human needs of each worker must be considered alongside 

the more straightforward matter of deciding on a mutually acceptable salary. Indeed, looking after a workforce 

well is one of the key ways that a small firm can achieve a competitive advantage over their larger rivals. 

                                                      
1
 

https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/bulletins/internationalcompariso

nsofproductivityfinalestimates/2016  
2
 https://www.bbc.co.uk/news/magazine-35161610  

3
 https://en.wikipedia.org/wiki/Stakhanovite_movement  

https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/bulletins/internationalcomparisonsofproductivityfinalestimates/2016
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/bulletins/internationalcomparisonsofproductivityfinalestimates/2016
https://www.bbc.co.uk/news/magazine-35161610
https://en.wikipedia.org/wiki/Stakhanovite_movement
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Small companies may not be in a position to afford to pay large salaries, but they often create a supportive 

working environment, the ‘small company feel’ that workers often value more than higher pay. 

Furthermore, the demand for leisure as well as income means that labour – uniquely – will on occasion have a 

supply curve with a negative gradient. As wage rates rise workers may rationally respond by choosing to 

work fewer hours. One recent example of this is the astonishing 69% of GPs who work part-time. Faced with 

a stressful and demanding job – yet one which commands a high hourly rate – over two in three GPs have 

elected to work less than the 37.5 patient contact hours which defines their full-time contract.
4
 

Companies have ethical and legal responsibilities towards the workers they employ 

It may be good business practice to keep your equipment in good repair so that it remains productive but a 

company’s obligation to its workforce goes far beyond this. A raft of legislation forces a company to look 

after the health and safety of its workers, offers them a written contract, pay a minimum wage and defines the 

process to be followed before someone can be made redundant. 

A failure to be seen to be behaving reasonably may lead to reputational damage, even if the law has been kept. 

For example, Sports Direct was accused by Members of Parliament (MPs) of running the business ‘like a 

Victorian work-house’, and was also forced to pay £1 million in back pay to warehouse staff who had been 

paid less than the minimum wage.
5
 Where, as in this case, there is little sign of corporate social 

responsibility (CSR) there is likely to be conflict between the various stakeholders. 

Conclusion: what is the role of labour? 

What, therefore, is the role of labour in production and economic systems? The key to understanding is to see 

labour from two complementary perspectives. On the one hand it can be viewed as just another factor of 

production. It shares with all inputs the characteristic of scarcity, and therefore it has to be paid for. Profit-

seeking firms will seek to cost-minimise in this as in every other area of operations. In other words, they will 

seek out the best workers for the cheapest price and employ the optimal number to maximise profit. No 

company can forget that labour is a cost, nor afford to be sentimental in its employment practices. For many 

companies in many cultures this is as far as they need to go. Foxconn in China, a major subcontractor of 

Apple whose devices it assembles, is well-known for a series of suicides in its factories in 2010-11. The 

demands on its workforce, who slept in company hostels next door to the factories where they assembled 

electronic products, were such that a handful chose to take their own lives.
6
 Indeed, this purely commercial 

approach to labour may be found in Britain as well. In the ‘gig economy’ companies such as Uber and 

Deliveroo have treated their drivers are self-employed rather than employees thereby enabling them to opt out 

of all the obligations imposed by employment legislation. 

Yet on the other hand behind every unit of labour lies a human being. To forget this may well lead to unethical 

and illegal behaviour and may ultimately prove to be poor business practice as well. It is noticeable that one of 

the High Street names that best weathered the 2008-09 recession and then the switch to internet shopping is 

John Lewis. Renowned for being 100% owned by its staff – and putting its staff even before its customers – it 

has achieved a degree of long-term security that more aggressive business models, such as Wonga, have failed 

to match.
7
 Or to take another example, small family businesses often prosper over several decades - 

generations even – due to the strong interpersonal relationships that the key workers from the same family 

enjoy. 

In conclusion, there is room within the business environment for both types of business model. Some 

enterprises will flourish by treating their workers as units of labour with whom their relationship is essentially 

limited to the terms of a financial contract. Other businesses find a deeper, more wide-ranging relationship 

generates the loyalty that they need to ensure their long-term survival in bad times as well as good. 

                                                      
4
 http://www.pulsetoday.co.uk/news/gp-topics/employment/more-than-two-thirds-of-gps-work-less-than-full-time-says-

official-data/20037483.article  
5
 https://www.theguardian.com/business/2018/may/02/mike-ashley-reignites-row-over-sports-directs-working-practices  

6
 https://en.wikipedia.org/wiki/Foxconn_suicides  

7
 https://www.johnlewispartnership.co.uk/about.html  

http://www.pulsetoday.co.uk/news/gp-topics/employment/more-than-two-thirds-of-gps-work-less-than-full-time-says-official-data/20037483.article
http://www.pulsetoday.co.uk/news/gp-topics/employment/more-than-two-thirds-of-gps-work-less-than-full-time-says-official-data/20037483.article
https://www.theguardian.com/business/2018/may/02/mike-ashley-reignites-row-over-sports-directs-working-practices
https://en.wikipedia.org/wiki/Foxconn_suicides
https://www.johnlewispartnership.co.uk/about.html
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Chapter 2 Local and national labour markets 
The starting point for any discussion of labour markets is that they are ... well, markets. This means there will 

be a supply of the relevant type of labour, a demand for it, an equilibrium price (i.e. wage rate) and an 

equilibrium quantity (i.e. number of persons employed in the industry). Of course, markets are not always in 

equilibrium and this is particularly true of labour markets. The possibility of labour shortages and of 

surpluses (i.e. unemployment) is always present, and we will return to this in Chapter 3. 

Furthermore, there is an obvious link between the supply and demand for a particular good or service, and the 

supply and demand for the labour on which that industry relies. If, for example, an ageing population 

increases the demand for physiotherapy services then there will also be an increase in the demand for 

physiotherapists. The situation can be summarised in Figures 2.1 and 2.2 below. The left-hand panel (LHS) 

shows the market for physio appointments. On the right-hand side (RHS), SL stands for the supply of labour 

(physios), and DL the demand for labour (physios). W1 is the equilibrium hourly wage rate and L1 is the 

equilibrium quantity of physiotherapists. 

Figure 2.1 a) Market for physio appointments       b) market for physiotherapists 

 

 

 

 

 

 

 

 

Starting from this original position we can then illustrate the impact of an ageing population on these 

equilibria. The demand for physiotherapy services will increase, and this will lead to an increase in the 

demand for physiotherapists. The demand for any type of labour is said to be a derived demand because the 

demand for labour derives from – stems from – the demand for the good or service that that type of labour 

produces. This is shown below. 

Figure 2.2 Change in equilibria after an ageing population increases demand for physiotherapy services 
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In summary, Figure 2.2 shows that an increase in the demand for a product will increase its equilibrium price 

(P1 to P2), and also its equilibrium quantity (Q1 to Q2). It will also increase the equilibrium wage (W1 to 

W2), and the equilibrium size of workforce in that industry (L1 to L2). In the box below, an example of this 

process at work is described.
8
 

 

 

 

 

 

 

 

 

 

 

 

 

Non-price determinants of [factors affecting] the demand for labour 

We turn now to look in a little more detail at what determines the demand for labour. Since it is a derived 

demand, most of the factors that will shift the demand for labour are the same factors that will shift the 

demand for the good or service itself. This is illustrated in Figure 2.3 below where the example used is the 

market for home deliveries and the corresponding labour market for drivers of Light Goods Vehicles (LGVs). 

Figure 2.3 Factors affecting the demand for home deliveries, and hence the demand for LGV drivers 

 

However, the demand for labour will be affected by other factors apart from the demand for the good or 

service it produces. Specifically, advances in technology may reduce the demand for labour even if the 

                                                      
8
 http://www.internetlivestats.com/google-search-statistics  

Google UK staff earn average wage of £160,000 each  

How many searches are conducted on  

Google each year? Google has not  

released any figures since 2012, when the  

figure was 1.2 trillion searches in the year.  

That’s 1.2 million million searches, or  

38,000 per second. With roughly 78% of 

 the global market (Baidu of China is the 

 next largest on 9.9%), search has grown 

 from next-to-nothing in 2000 to a major 

 industry in its own right less than two 

 decades later. 

What has been the impact of this on the  

earnings of search engineers? Not  

surprisingly, their remuneration has  

soared with the average Google employee 

 at their London regional HQ earning  

£160,000 pa. The sharp increase in  

demand for the product has led to a 

sharp increase in demand for labour – and in the salaries they can command. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

http://www.internetlivestats.com/google-search-statistics
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demand for the underlying good or service remains unchanged. Home deliveries are a case in point: the advent 

of autonomous driving vehicles over the next few years is likely to see a sharp reduction in the demand for 

LGV drivers that will have nothing to do with the demand for home deliveries. This is illustrated in Figure 

2.4. below: 

Figure 2.4 The impact of self-driving vehicles on the market for LGV drivers 

 

 

 

 

 

 

 

This diagram shows that the demand for labour is not exclusively tied to the demand for the product. 

Advances in technology are normally labour-saving and will reduce the demand for labour quite 

independently of the demand for the final good or service. Perhaps the most spectacular global example of this 

over the last two centuries has been the reduction in the demand for farmers even while the demand for food 

has soared with increases in population and in consumer incomes. Modern farming techniques are slowly but 

surely taking over from subsistence farming world-wide. We are moving from a world in which almost 

everyone was a farmer to one in which almost nobody is. And for that matter, manufacturing is following the 

same path a few decades later. 

Of course, we could take the analysis further by asking whether the market for home deliveries might itself be 

affected. For there would be no point in introducing autonomous cars in the first place if the switch did not 

carry with it the potential to increase profits for home delivery companies. And it will always be the case that 

new technology should only be introduced if it carries with it the potential to reduce costs (thereby increasing 

supply) or to increase the demand for the product in question. 

In this case, it is likely that the introduction of autonomous vehicles will reduce costs. On the one hand, those 

companies that still use drivers – perhaps for the more personal service they will be able to offer – will be able 

to pay those drivers less, as indicated by the falling wage rate in Figure 2.4. On the other hand, those 

companies that do switch to autonomous vehicles will save the entire labour cost of drivers. In both cases 

costs will fall and – other things equal – profits will increase. This is demonstrated by Figure 2.5 below. 

Remember that every supply curve is a marginal cost curve so if, as in this case, costs fall this will be 

illustrated by the supply curve for home deliveries moving downwards and outwards. 

Figure 2.5 The impact of self-driving vehicles on the market for LGV drivers and also home deliveries 
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In summary, a labour-saving technological advance will reduce the equilibrium wage (W1 to W2) and the 

equilibrium size of the affected labour force (L1 to L2). It will also reduce the equilibrium price of the final 

product (P1 to P2), and increase its equilibrium quantity (Q1 to Q2). 

It is therefore not surprising that workers have viewed technological advances with deep suspicion. The 

exploits of the Luddites in the early nineteenth century (see box) were but the first of many protests against 

the displacement of a workforce driven by technological change.
9
 A more recent example is provided by the 

strikes organised by the train drivers’ union Aslef on Southern Rail. Their protest is at the switch to driver-

only operation (DOO), which removes the needs for train guards. Now that train doors can be controlled by 

the driver there is less need for train guards. Additionally, ticket inspection can be carried out automatically at 

either end of the journey leaving little for the train guard to do.
10

 

However, Aslef is unusual in twenty-first century Britain in having the negotiating power to mount a strike at 

all. Most groups of workers are much less organised, and are simply unable to resist the waves of 

technologically-driven disruption to working life. Check-out personnel in supermarkets are being driven to 

extinction with barely a protest, while HGV, LGV and taxi drivers will surely succumb to driverless vehicles 

with little effective opposition. 

  

                                                      
9
 http://www.spartacus.schoolnet.co.uk/PRluddites.htm  

10
 https://www.standard.co.uk/news/transport/southern-rail-workers-threaten-more-strikes-as-driveronly-train-dispute-

enters-third-year-a3823031.html  

The Luddite Rebellion, 1811-1817 

 
In the early months of 1811 the first threatening letters from the self-styled General Ned Ludd and the 

Army of Redressers, were sent to employers in Nottingham. Workers upset by wage reductions and the use 

of unapprenticed workmen began to break into factories at night to destroy the new machines that the 

employers were using. In a three-week period over two hundred stocking frames were destroyed. In 

March, 1811, several attacks were taking place every night and the Nottingham authorities had to enroll 

four hundred special constables to protect the factories. 

Luddism gradually spread to Yorkshire, Lancashire, Leicestershire and Derbyshire. In Yorkshire, croppers, 

a small and highly skilled group of cloth finishers, turned their anger on the new shearing frame that they 

feared would put them out of work. In February and March, 1812, factories were attacked by Luddites in 

Huddersfield, Halifax, Wakefield and Leeds. 

In the summer of 1812 eight men in Lancashire were sentenced to death and thirteen transported to 

Australia for attacks on cotton mills. Another fifteen were executed at York. This was followed by further 

sporadic outbreaks of violence but by 1817 the Luddite movement had ceased to be active in Britain. 

The term ‘Luddite’ is used today as a term of abuse to refer to anyone who refuses to adapt to new 

technologies.  It is still the case that, while new technologies increase the general standard of living, there 

will be specific groups of people who lose out. 

 

http://www.spartacus.schoolnet.co.uk/PRluddites.htm
https://www.standard.co.uk/news/transport/southern-rail-workers-threaten-more-strikes-as-driveronly-train-dispute-enters-third-year-a3823031.html
https://www.standard.co.uk/news/transport/southern-rail-workers-threaten-more-strikes-as-driveronly-train-dispute-enters-third-year-a3823031.html
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Non-price determinants of [factors affecting] the supply of labour 

While the demand for labour is most commonly derived from the demand for the product, in the case of 

supply this process is often reversed. For in many industries, and particularly service industries, it is labour 

which forms the biggest cost, and so has the most influence on the supply of the product itself. 

So we need to ask what factors will directly influence the supply of labour, whether we are considering 

physiotherapists, LGV drivers or the employees of any other industry. These factors are summarised in Figure 

2.6 below, using physiotherapists as the example. 

Figure 2.6 Factors affecting the supply of physiotherapists in the UK 

 

 

 

 

 

 

 

 

If, for any of these reasons, the supply of physiotherapists increase then real wages are likely to fall, as 

indicated on the RHS of Figure 2.7 below. This in turn will shift the supply of physiotherapy services 

outwards, as indicated on the LHS. Notice how in this case the causation moves from the labour market on the 

right to the product market on the left: the reverse of the process in Figure 2.2. This has been illustrated by the 

thick arrow between the two panels pointing in the opposite direction. 

Figure 2.7 Changes in equilibria after the UK supply of physiotherapists increases 

  

 

 

 

 

 

 

 

 

In summary, an increase in the supply of labour will reduce the wage rate (W1 to W2) and increase the 

number of workers (L1 to L2). This will generate an outward shift in the supply of the product itself, where 

prices will fall (P1 to P2) and the equilibrium quantity increase (Q1 to Q2). This reduction in wages following 
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an increase in labour supply sheds some light on the vote to quit the EU, decided by referendum on 23
rd

 June 

2016, as described in the box below.
11
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 https://www.bbc.co.uk/news/uk-politics-38227674  

The impact of the labour market on the vote for Brexit 

 
One noticeable feature of the Brexit vote was the number of less-well-off families that voted to leave the 

EU. 78% of those with no formal qualifications, 66% of those with an income of less than £1200 a month 

and 70% of those living in council housing all voted to quit. These figures are sharply higher than the 

national average of 52%. The two biggest reasons given for voting to leave were the economy (21%) and 

immigration (20%). Is there a rational explanation for this behaviour? 

In fact there is. If the EU citizens who migrate to the UK are drawn disproportionately from similar low-

income groups then basic economic theory suggests that this immigration will exert a downward pressure 

on the wages of the less skilled. Of course, immigrants also increase demand for goods and services, but 

low-wage immigrants will not increase demand that much – and to the extent that demand is increased the 

benefits will be spread across all sectors of society. However, the costs will be disproportionately borne by 

those in direct competition for jobs with the new arrivals. By contrast, the British middle classes will 

benefit from cheaper personal services. The better-off get their nannies and their cleaners for lower wages, 

farmers get their crops harvested more cheaply and builders take on their labourers at a lower cost. 

You do not have to take a view on the overall desirability of Brexit to recognise that EU membership – 

like any economic or political arrangement – is likely to have created losers as well as winners. And of 

course the same is true of leaving, although at the time of writing (December 2018) it is not clear that this 

will be the final outcome. 

https://www.bbc.co.uk/news/uk-politics-38227674
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Chapter 3 Employment and unemployment 

Unemployment 

A worker will form part of the unemployment statistics if they are able and willing to work but are not 

actually working at the time. The most commonly used definition is known as Labour Force Survey (LFS) 

unemployment. To be included in this definition the individual in question has to have met three conditions: 

 have looked for work in the past month 

 not worked at all in the past month 

 be available to start work within a fortnight 

LFS unemployment is calculated by means of going door-to-door and conducting a survey. An alternative, 

and less common, measure of unemployment looks at the number of people in receipt of benefits as a result of 

being unemployed. This is known as claimant count unemployment and is normally a considerably smaller 

figure. This is because many of the unemployed are not eligible for benefits, often because they live with 

someone else who does have an income. 

The unemployment rate is the proportion of the labour force (both employed and unemployed) that are 

currently unemployed. Figure 3.1 shows that, in the summer of 2018, the UK’s unemployment rate was the 

lowest it had been for a generation – since 1975 in fact. Just one in 25 workers is currently unemployed. This 

amounts to 1.36 million out of a labour force of 33.76 million, amounting to an unemployment rate of (1.36 / 

33.76 =) 4.0%. The other 32.4 million members of the labour force are employed.
12

 

Figure 3.1 Britain’s LFS unemployment rate, 1974-2018
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Why is anyone unemployed? 

Our analysis of the labour market in the previous chapters used an approach known as comparative statics. 

This involves comparing one equilibrium outcome with another. So we started off with one SL curve and one 

DL curve and then shifted one of the curves. The equilibrium quantity of labour, L1 moved to L2 (whether a 

greater or smaller figure), and likewise the equilibrium wage, W1, moved to W2. Of course, the same 

approach works in goods markets where either the supply curve or the demand curve is shifted and as a result 

equilibrium quantity moves from Q1 to Q2 (again, whether greater or smaller) and likewise the price moves 

from P1 to P2. This approach is called comparative statics because it entails comparing one static position 

(L1, W1) with another one (L2, W2). 

                                                      
12

 https://www.thesun.co.uk/news/7234068/how-many-people-are-unemployed-in-the-uk-and-what-is-the-

unemployment-rate-in-uk-cities  
13

 https://www.bbc.co.uk/news/business-45181079  

Figure 3.1 clearly shows the 

three most recent recessions of 

1980-81, 1990-92 and 2008-

09, during which time 

unemployment rose sharply. 

Since unemployment is what is 

known as a lagging indicator 

it often continues to rise even 

after the recession is over. This 

was particularly evident after 

the 1980-81 recession when 

unemployment did not peak 

until 1985. 

https://www.thesun.co.uk/news/7234068/how-many-people-are-unemployed-in-the-uk-and-what-is-the-unemployment-rate-in-uk-cities
https://www.thesun.co.uk/news/7234068/how-many-people-are-unemployed-in-the-uk-and-what-is-the-unemployment-rate-in-uk-cities
https://www.bbc.co.uk/news/business-45181079
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The limitations of this approach are apparent when we consider why anyone should be unemployed at all. 

Consider our earlier SL, DL diagram for LGV drivers [right-hand panel of Figure 2.4] below. The diagram is 

identical to the earlier one at the initial equilibrium position. Explanatory comments have been added. 

Figure 3.2 - Initial equilibrium in the UK labour market for LGV drivers 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3.2 shows that, at equilibrium wage W1, the number of persons wishing to be LGV drivers is exactly 

matched by the number of jobs going. There is no-one who wants to be an LGV driver at that wage rate who 

doesn’t have a job. And there is no employer who would like an LGV driver who doesn’t have one. W1 is the 

equilibrium or market-clearing price for LGV drivers. A similar argument would, of course, apply to all 

other types of job as well. 

So why is anyone unemployed at all? The reasons may be neatly divided into two types, the first being those 

workers who are unemployed even though the labour market is in equilibrium. Sometimes known – somewhat 

controversially – as voluntary unemployment, we discuss its origins in the next section. After that we will 

consider those workers who are unemployed because the labour market is in disequilibrium. This is known as 

involuntary unemployment. 

 

Unemployment at the equilibrium wage: voluntary unemployment 

People decide to switch employers for all sorts of reasons: they think they can get a better financial deal 

elsewhere, or some non-financial aspect of the current job is unsatisfactory – they don’t like the boss or the 

working conditions for some reason. If they then quit before finding a new job they are called frictionally 

unemployed in the interim period. They are simply unemployed for a short duration while they find the best 

job they can. This type of unemployment is actually to be welcomed. Using a few weeks to search for the job 

you are best suited to benefits everyone, and indeed the economy as a whole. Other reasons for being 

frictionally unemployed include being made redundant while the economy is generally buoyant (as at present) 

whereupon finding another job will not normally be difficult. 
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Voluntary unemployment also includes those who would like to do a job but live in a different part of the 

country and are not able (or not willing) to move. This is known as geographical immobility and will affect 

those with strong family ties to one particular region, for example those who are married to a higher earning 

spouse. Geographical immobility is more common in the UK than in the USA, where a culture of moving 

across the continent for work is widespread. 

More fundamentally, a worker may not take a job he would like because he lacks the skills to do it. This type 

of unemployment is caused by occupational immobility and is a particular problem for those with low 

educational qualifications which then make it difficult for them to complete courses of training successfully. 

Older workers are also disproportionately affected, both because they tend to be slower learners and also 

because their remaining working life may be too short to recoup the investment that training for a new type of 

work entails. Unemployment caused by geographical and occupational immobility is together known as 

structural unemployment. 

It may appear harsh to refer to workers in this situation as ‘voluntarily’ unemployed, but the reality is that 

such workers are attaching conditions to the work they are prepared to accept. Whether we think these 

conditions are reasonable or unreasonable – and our response is likely to vary widely from case to case – the 

fact remains that they are not offering to supply their labour in the full sense of the word. A job exists for the 

individual but for whatever reason he is not prepared to take it. 

Unemployment caused by labour market disequilibrium: involuntary unemployment 

In any market supply and demand curves are shifting all the time. How long will it take before the market 

adjusts to its new equilibrium? The speed at which this happens (i.e. the speed at which they ‘clear’) varies 

enormously from market to market. The fastest markets are those selling homogenous goods in bulk. These 

include financial assets such as currencies and shares and wholesale raw materials such as metals. For 

example, any news which indicates trouble over Britain’s Brexit ambitions leads to an immediate sale of 

sterling, leading to a reduction in its price (i.e. sterling depreciation) in a matter of minutes. By contrast, 

everyday consumer goods might achieve market clearing in a matter of days as supermarkets adjust prices in 

response to shifts in supply or demand. But the slowest markets of all to clear are undoubtedly labour markets, 

which may remain out of equilibrium indefinitely, depending on both the legal arrangements and the culture 

of the country in question.  

Unemployment and the minimum wage 

There are a number of reasons for this slow labour market clearance. The first reason we consider is 

minimum wage legislation. 

 

Figure 3.3 Impact on labour market of minimum wage that is set above the equilibrium wage 

 

  Starting once again with our standard 

diagram, labour market equilibrium is 

L1, W1. 

If the government then introduces a 

minimum wage of Wmin, demand falls 

to L0. At this increased wage rate 

employers wish to employ fewer drivers. 

Perhaps they need to increase the price 

of home deliveries to cover the extra 

cost and as a result of this demand falls. 

Meanwhile the supply increases to L2: at 

the new, higher wage the job becomes 

more attractive.  
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This leads to a surplus of LGV drivers indicated by the arrow. These workers (L2 minus L0) may be viewed 

as unemployed LGV drivers in the sense that they would like a job at the prevailing wage rate but cannot get 

one. However, compared with the free market equilibrium position at L1, only (L1 minus L0) drivers have lost 

their jobs. 

Should we, therefore, view minimum wage legislation as inefficient, as an interference of the free market that 

does more harm than good? There are two defences of minimum-wage legislation that can be made. Firstly, 

the demand for labour in many jobs is quite inelastic. For example, buses require one bus driver per bus and if 

they get paid just 10% more than the fall in demand for bus drivers is likely to be quite small. So in this case, 

workers on unusually low wages have enjoyed a significant increase in income at the cost of only a very few 

losing their jobs. This is illustrated below: 

Figure 3.4 The impact of a minimum wage when the demand for labour is highly inelastic 

 

 

 

 

 

 

 

 

 

 

 

 

There is a further reason why a minimum wage might be desirable, a reason that challenges the idea that every 

employment contract is freely entered into. Not everyone is particularly good at negotiating their own salary, 

and the people who are least good are likely to end up disproportionately in the lowest paid jobs. Here they 

may prove compliant in the face of pressure from their employer, particularly if they have mental health issues 

or are otherwise in a vulnerable state. A minimum wage gives some level of protection to those who, for 

whatever reason, are not particularly good at sticking up for themselves. 

That said, there is a further argument that a minimum wage actually prevents those with special needs from 

working. They might be able to manage 50% of the output of someone not so disadvantaged, for example 

working in a cafe or a warehouse. And the experience and companionship of working may have substantial 

positive benefits for their psychological health. But a minimum wage prevents them from doing such work as 

they cannot compete with others. Employers cannot reasonably pay them the same as others for doing half the 

work, yet they are prevented by law from entering into an arrangement which might be of immense benefit to 

the person with special needs as well as their potential employer. 

Unemployment and trade union power 

A similar result can be achieved by the power of trades unions. By threatening to go on strike collectively a 

trade union may win wage increases and other benefits for their members that individually could not be 

The starting point in this diagram is the 

equilibrium position where employment 

is L1 and the wage rate is W1. Suppose 

that a minimum wage is then introduced, 

perhaps 20% higher than W1. [The 

figure used of £7-83 per hour is the 

current UK minimum wage.] 

If the demand for labour is inelastic, as 

shown here, then the minimum wage 

will have a negligible impact on 

employment. In this case the jobs that 

are lost amount to the relatively small 

number (L1 minus L0). 

And this approach has the benefit of 

making society more equal as those on 

the lowest wages have received an 

increase. 
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achieved. While trade union power in Britain is much weakened from its heyday in the 1970s they still retain 

considerable influence in the public sector. Here, the government often has a monopoly of the services it 

provides so it is easier for trades unions to seek to appropriate some of the benefits of that monopoly power 

for their own members. 

For example, tube drivers in London average £65,000 a year, well above bus drivers on £25,000 who perform 

a more difficult job that requires far greater moment-by-moment attention. Tube drivers are able to achieve 

this because they are well-organised by their union (called Aslef), and can shut down the tube network on 

which London relies any time they please. Since every train requires a driver, the DL curve of their employer 

is very inelastic, as discussed in the previous section. So however high the wage goes the demand for tube 

drivers stays much the same. As the diagram below indicates, this enables them to earn wages way above 

equilibrium with very little loss of employment. 

Figure 3.5 The impact of trade union power on the labour market for tube drivers in London 

 

 

 

 

 

 

 

 

 

 

 

While the above diagram suggests that tube drivers do very well out of their union, the possibility remains that 

earning this amount of money will only incentivise their employer to move all the faster towards driverless 

trains. However, when the technology becomes available it is likely to be implemented regardless of the wage 

rates of drivers – perhaps earning half the money would only delay the inevitable redundancies by a few years. 

The optimal strategy for tube drivers is almost certainly to ‘make hay while the sun shines’, and save at least 

some of that money for the day when the good times end. For example, they could pay off their mortgages 

early while earning these unsustainably high wages.  

An alternative model: unemployment in a free market economy 

However, this level of union power is the exception rather than the rule in 21
st
 century Britain. Indeed, the 

relative absence of union power is an explanation for Britain’s current low levels of unemployment and record 

number of jobs. Since the recession of 2008-09, Britain has developed a virtually union-free flexible labour 

market. This is one where wages go down as well as up, and where it is relatively easy to get a job because 

employers know it is relatively easy to fire you if it doesn’t work out. Many of these changes have not come 

about through government action but rather through the natural development of the labour market at a time of 

This shows the benefits to tube drivers 

of belonging to a powerful trade union.  

In 2018 their base wage was £53,000, 

one of the highest in the country for a 

non-graduate job. On the last available 

estimate there were roughly 3,000 tube 

drivers amounting to a total wage bill of 

(£53,000 x 3,000 =) £159 million. 

If they were paid the same as bus 

drivers on £25,000 then very few more 

would be employed – say, 3,100 in total. 

This gives a total wage bill of (£25,000 

x 3,100 =) £77.5 million. 

Union power has doubled the total 

wages bill from area (B+C) to area 

(A+B). 
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rapid technological change. This is explored in more detail below in the panel called ‘life will find a way’.
14

 It 

focuses on what is known as the gig economy.
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Life will find a way 

The 1993 science fiction film Jurassic Park follows the adventures of a family trapped on an island with a 

bunch of dinosaurs which had been brought back to life by extracting dinosaur DNA from mosquitoes 

trapped in amber. One of the few films to pass $1,000 million in ticket sales, the plot hinges on a 

breakdown in the security systems at this unique theme park. One fail-safe device was the fact that all the 

dinosaurs were female, which might be thought to prevent breeding. However, just like West African bull-

frogs can – apparently – change sex in a single-sex environment, so also the dinosaurs manage to achieve 

this, leading to the comment that ‘life will find a way’. 

Regardless of the improbable details, the general principle that biological species have an inbuilt ability to 

adapt to their environment and therefore maximise their chances of survival is a sound one. The same can 

also be said of economic systems, in which humanity has a remarkable ability to seek out and protect its 

own self-interest regardless of what the environment (in this case the government) may throw at it. 

One illustration of this has been the market response to minimum-wage legislation. The UK government 

says that adults aged 25 or over must be paid a minimum of £7-83 per hour. But where does this leave 

those adults who can’t find work at this rate and would happily accept £5 an hour if only employers were 

allowed to offer this? How does life ‘find a way’ in this context? One solution is for companies to employ 

workers illegally on less than the minimum wage and hope no-one finds out.  

However, a more creative response is not to ‘employ’ workers at all, but simply invite them to work for 

you on a self-employed basis. So the Uber taxi driver, for example, is not employed by Uber. He is his own 

boss. All his work comes from the Uber app, and Uber controls the fare he can charge, the percentage of 

the fare that Uber takes (25%), and the general standards that the taxi must meet. However, crucially, Uber 

does not dictate the hours its taxi drivers must work and this means that they may legally be considered to 

be self-employed rather than employees. Not only does this mean Uber can get taxi drivers to work for 

them for less than the minimum wage it also releases Uber from all the normal obligations of employers, 

including sick pay and paying National Insurance contributions to the worker’s pension. 

Another way round minimum wage legislation is the zero hours contract. The employer pays the legal 

minimum of £7-83 an hour but has complete flexibility as to when you are called to come into work. So a 

cafe could phone up a zero-hours employee on a busy day to ask them to come in immediately – and then 

send them away an hour later when the rush has died down. All for just £7-83. While the employee is 

legally entitled to say ‘no’ to any particular request to come in inevitably the workers who say ‘yes’ most 

often will be the ones who are offered the work first. 

Such casual work arrangements are a feature of what is known as the gig economy. It is estimated that five 

million people in the UK work under such arrangements - over 15% of the entire labour force. Opinions on 

its costs and benefits differ widely. Is it, as a free market Conservative might claim, a paradise where 

workers are liberated from the discipline of conventional employment, from turning up at 9am at the office 

day after day whether work is busy or slow? Or is it, as many in the current Labour Party think, a cynical 

means of exploiting workers whose hard-won employment rights fought for over many decades have been 

neatly side-stepped? A number of battles are currently being fought through the British courts to determine 

precisely which groups of ‘self-employed’ workers should really count as employees, and are therefore 

entitled to the protections that formal employment brings. 

 

https://en.wikipedia.org/wiki/Jurassic_Park_(film)
https://www.bbc.co.uk/news/business-38930048
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Regional unemployment 

Figure 3.6 - Regional unemployment in Britain, October 2018 

 

 

 

 

 

 

 

 

 

What explanations might there be for significant variations in unemployment rates in different regions? In 

part, the differences reflect the stronger family structures in the North-East which often lead to workers 

preferring to stay near family in the region rather than look for work in the South. Then the North’s history as 

a centre for heavy industry, especially coal-mining and ship-building, has also taken its toll as these jobs have 

all but vanished from the UK as a whole. 

But the key difference is the impact of a similar minimum wage – and similar state benefits – across the UK. 

This might seem fair, but the cost of living in the North is much less than that in the South. For example, 

properties can be rented in Newcastle for roughly one-fifth of what they cost in London. This means that the 

minimum wage will often increase unemployment on the North, while having no impact in the South. This is 

illustrated by Figure 3.7 below: 

Figure 3.7 The impact of a national minimum wage across regions with different costs of living 

 

 

 

 

 

 

 

This diagram shows that the equilibrium wage for LGV drivers is W-NE in the North-East, significantly lower 

than W-SE in the South-East. This reflects the fact that workers in the North-East are prepared to work for less 

because their money goes further. Their nominal wage is less even though their real wage is the same. If, for 

example, W-NE was £7-00 per hour and W-SE was £10 per hour, the worker in Newcastle (in the North-East) 

could still enjoy the same standard of living as the one in the South. However, the national minimum wage is 

£7-83 per hour so this has to be paid to the worker in the North. Since this is above his equilibrium wage this 

creates unemployment as illustrated by the double-headed arrow on the left side of the diagram. Meanwhile in 

This table shows the very low 

rates of unemployment in 

Britain at the end of 2018. The 

general pattern is that the South 

has the lowest unemployment 

rates and the North the highest. 

London is an interesting 

exception: high rates of 

immigration and pockets of 

deprivation increase the rate, 

while many London-based jobs 

are filled by those living in 

surrounding areas. 
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the South the minimum wage has no effect because the less-skilled workers on £10 per hour are already being 

paid considerably more. Of course, for those workers in the North who have jobs the situation is rosy. In real 

terms they are actually being paid more than those in the South. However, the price for this is being paid by 

those in the North who cannot find employment at the minimum wage.  

One solution to this problem is internal migration. Unemployed workers in the North may move south, 

although the difference in house prices may make this difficult. In this case workers may do a weekly 

commute to London, renting a room or staying with friends or relatives over Monday to Friday. This is a 

variant of the far larger Chinese internal migration where many millions of workers move from rural areas to 

find work in cities many hundreds of miles away, visiting their ancestral homes only once every 12 months for 

the Chinese New Year. 

The opposite problem: labour shortages  

The disequilibrium most commonly referred to in the news is that of surplus labour, of unemployment. But 

what are we to make of the opposite problem, that of skills shortages? This has been gaining increasing 

attention as Brexit draws near, and as unemployment falls to record lows. See, for example, this extract from 

the Guardian of 13
th
 November 2018, based around comment from the British Chamber of Commerce (BCC).  

 

 

 

 

 

 

 

 

 

Figure 3.8 Labour shortage created by the wage rate (W0) being below the equilibrium wage rate (W1) 

However, it should be obvious from this diagram that the   

solution to a labour shortage is very simple – all employers 

have to do is increase wages. Wages may be sticky in a 

downwards direction because workers do not like receiving 

pay cuts. But there is never any objection to wages moving 

sharply upwards! 

In reality, what employers normally mean by a labour 

shortage is that they cannot get enough workers at the price 

they are accustomed to paying for them. The problem can be 

viewed less as that of a labour shortage and more as an 

 unwillingness on the part of employers to recognise that the going rate for the job has increased. After all, 

part of the ‘flexible working’ revolution entails workers being prepared to accept less when the going rate for 

the job has fallen. It seems only reasonable that employers should also be prepared to take the hit when wage 

rates move against them. 

In diagram 3.8 below, the 

labour shortage at W0 is 

illustrated by the twin-headed 

arrow. The demand for labour 

(DL) is L2, while the supply 

of labour (SL) is L0. This 

generates a shortage of (L2 

minus L0). 

The shortage will disappear if 

the wage rises to the 

equilibrium level of W1. 
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Chapter 4 The impact of government economic policies on labour 

Introduction to the national labour market 

So far the labour markets we have looked at have all been industry labour markets, using the examples of 

LGV drivers, tube drivers and physiotherapists. In each case their supply curves were upward-sloping 

because, if wages rose in their industry, it would become more attractive to workers currently working in other 

industries. However, it is also useful to think about the labour market as a single, national pool of employed or 

unemployed workers whose average wage may go up or down regardless of what is happening in any 

particular industry. 

In this case the supply of labour (SL) curve is likely to be near to vertical. A general increase in the wage level 

is unlikely to incentivise citizens to work longer hours. Indeed it is possible that workers would respond by 

working fewer hours if they chose to take some of their increased standard of living in the form of more 

leisure time rather than more cash. This would lead to a backward-sloping supply curve. This may be one 

explanation as to why, over the past century, the length of the working week has been in gradual decline. For 

example, from 1992 to 2018, it fell slightly from 38.1 hours to 37.4
16

 

However, a vertical national supply of labour curve is a reasonable approximation, and this is the shape we 

shall be using in this chapter. Figure 4.1 below shows equilibrium in the national labour market at W1, L1, 

and shows corresponding equilibrium in the national goods market at PL1, Yp. 

Figure 4.1 National goods market and labour market in long-run equilibrium 

 

 

 

 

 

 

 

Looking first at the goods market in the LHS panel, the equivalent of ‘demand’ in a conventional S/D diagram 

becomes aggregate demand (AD) i.e. the demand for everything. This can be summarised as the demand for 

consumer goods (C), plus the demand for investment goods from business (I), plus the demand from 

government for the services it provides (G), plus the net demand from foreigners (Exports minus Imports, or 

X-M). This leads to the equation AD = C + I + G + (X-M). Equally, ‘supply’ becomes aggregate supply with 

the AS curve becoming steeper as potential output (Yp) is approached. Eventually, when all resources are 

fully employed, it becomes impossible for aggregate supply to increase any further until productive capacity is 

expanded. This is illustrated by the vertical section of the AS curve. 

This has a parallel with the labour market in the RHS panel. Everyone in the labour force by definition wants 

to work. An increase in wages does not necessarily increase the numbers wishing to work, nor – as pointed out 

earlier – the hours that people choose to work. So the national supply of labour curve is more-or-less vertical. 

However, the DL curve retains its normal shape. If wages increase then, other things equal, firms will 

substitute out of labour to more capital-intensive methods of production thereby reducing the overall demand 

for labour. 
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The impact of contractionary policy on the national labour market 

With this basic model as our starting point we now turn to the impact of government economic policies on the 

labour market. The first one we shall consider is contractionary policy, which is implemented by means of 

demand management. By raising taxes or interest rates – or reducing government spending – the government 

can reduce AD. This is known as contractionary policy because AD is contracted, that is, reduced.  

Why might the government wish to do this? There are three main reasons. First, the government might wish to 

reduce inflation towards the inflation target of 2% per annum if inflation looked like going higher. This is 

the Bank of England’s particular responsibility and this would be achieved by raising interest rates in a move 

known as contractionary monetary policy. This was recently carried out in November 2017 and then in 

August 2018 when the base rate was raised from a record low of 0.25% per annum to 0.5%, and then to 

0.75% per annum. Second, the government might wish to reduce its budget deficit. This has been a long-

standing target of government since 2010, and can be achieved by increasing taxes or reducing government 

spending. This is known as contractionary fiscal policy. It has succeeded in reducing the budget deficit from 

£153 billion immediately after the 2008-09 recession to £41 billion in 2017-18. Thirdly, the government might 

wish to reduce the current account deficit, in other words reduce the amount by which UK imports exceed 

UK exports. However, this has not been a UK government target for many decades. 

Figure 4.2 The impact of contractionary policy on the national labour market 

 

 

 

 

 

 

 

In the LHS panel you can see the result of contractionary policy. Starting at E1 where GDP is at potential 

output contractionary policy pushes the economy into a recession at E2, where output is below potential. On 

the RHS panel, the demand for labour (DL) shifts inwards as fewer workers are needed to produce the reduced 

output. However, this does not immediately result in a general wage reduction. Wages are sticky downwards 

which means they do not fall quickly following a reduction in demand. Wages are often fixed in employment 

contracts for a year at a time making it impossible to reduce them immediately. Furthermore, workers 

naturally do not like to see their wages fall so it is often easier for a company to use the opportunity of a 

downturn to make its least efficient workers redundant rather than upsetting them all with a wage cut. 

However, at E2 on the RHS panel there are involuntarily unemployed workers equal to (L1 minus L2). This is 

sometimes known as Keynesian unemployment or demand-deficient unemployment. Eventually the 

‘stickiness’ of wages will be overcome, and they will fall to the new equilibrium level of W3 – returning the 

labour market to equilibrium. As wages fall so costs fall – and therefore the AS curve in the LHS panel also 

moves down until goods market equilibrium is re-established at E3 and Yp. 

This sequence of events describes what has happened in the UK economy over the past ten years. Real wages 

(that is wages adjusted for inflation) have fallen consistently, leading to a boom in employment. By 2018 the 

economy had almost certainly returned to Yp. The 4% of the labour force who are still unemployed are almost 

entirely voluntarily unemployed, as we discussed on pages 12-13. 
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Bearing in mind the impact on the labour market, how should we evaluate contractionary policy, which has 

been a key plank of Conservative Party economic policy since they came to power in 2010 – while normally 

resisted by the Labour Party? The key issue turns out to be how the labour market responds to falling demand. 

With ‘sticky wages’, most workers retain their nominal wages even if their real wages fall. The major costs 

are incurred by the workers who lose their jobs. This can be seen in the increase in unemployment (N) from 

5.3% to 8.1% over 2007 to 2011, which corresponds with moving from E1 to E2 on the RHS panel of Figure 

4.2 above. It is also illustrated by the years 2007 to 2011 in Figure 4.3 below.
17

  

However, if the labour market is flexible, then full employment is restored – but at the cost of real wages 

being lower. This is illustrated by moving on from E2 to E3, and is shown by the years 2011 to 2014 below. 

Since then, there has been less emphasis on austerity (that is, on contractionary policy), leading to an increase 

in AD, and hence in real wages – while unemployment has continued to fall. This is the story of 2015 to 

2018.
18

 

Figure 4.3: The UK labour market, 2007 to 2018 
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So what should our view of contractionary policy 

be? Whatever happens, workers will suffer, 

whether the suffering is endured by a relatively 

small number experiencing unemployment, or by a 

much larger number experiencing reduced real 

wages – or some combination of the two. 

The defence of contractionary policy is then based 

around what it was intended to achieve. In the 

UK’s case, as we mentioned at the start of this 

chapter, the aim was to reduce the budget deficit. 

As this deficit gets larger so the total national debt 

increases at a faster rate, increasing government 

interest payments on the debt. This has an 

opportunity cost: the money could otherwise have 

been spent (for example) on keeping police 

numbers up to reduce knife crime, repairing pot-

holed road or reducing queues for NHS treatments. 

So the Conservative argument is that austerity is 

necessary so that we live within our means, so that 

future generations do not end up having to pay off 

the debts of the profligate present. The Labour 

Party response is that a better way to reduce the 

budget deficit is to increase taxes, particularly on 

the well-off who can most afford it. This would, of 

course, still be contractionary but would reduce 

private consumption and investment rather than the 

public services provided by government. 

So the issue of whether the budget deficit should 

be reduced by spending reductions or tax increases 

ultimately comes down to the question of how 

large we think the public sector ought to be. 

https://www.statista.com/statistics/279898/unemployment-rate-in-the-united-kingdom-uk
https://fullfact.org/economy/how-have-wages-changed
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The impact of expansionary policy on the national labour market 

More briefly, what will be the impact on the labour market of expansionary policy? In many cases the 

purpose of expansionary policy is to prevent a down-turn, whereupon the observable effect will be zero. For 

example, after the surprise Brexit vote of June 2016, the Bank of England immediately reduced interest rates 

from their record low of 0.5% per annum to an even lower 0.25%. The purpose of this expansionary monetary 

policy was to counteract the feared demand shock (that is, reduction in aggregate demand) that the Brexit 

vote might have caused.  The feared demand shock never materialised – and this was in part due to the action 

the Bank had taken. So unemployment didn’t rise, nor did real wages fall. The net effect was to leave 

everything where it was. 

Expansionary policy may also be adopted if the country has fallen into recession. In this context, rather than 

wait for Yp to be restored as flexible labour markets reduce real wages the government might choose instead 

to use expansionary policy to return the economy to full employment that much more quickly. We can 

illustrate this by adapting our previous diagram Figure 4.2. This is shown in Figure 4.4 below. 

Figure 4.4 The impact of expansionary policy on the national labour market 

 

 

 

 

 

 

Starting from when an economy is in recession at E1 on the LHS panel, expansionary policy will shift AD 

outwards until full-employment equilibrium (Yp) is reached at E2. In the labour market on the RHS panel the 

DL curve shifts outwards and the labour market’s equilibrium is restored at E2. Employed labour rises from 

L1 to L2, at which point the only unemployment left is voluntary, at around 4% of the labour market. 

Involuntary (or Keynesian) unemployment has been eliminated by using the expansionary policies first 

advocated by John Maynard Keynes back in the 1930s. 

Of course, like anything else, expansionary policy can be taken too far. If AD is shifted out even further to 

AD3 then there will be little increase in output because the economy is already producing at full capacity at 

Yp. Instead the increased demand is soaked up by increasing prices and inflation creeps up. Equally, in the 

labour market employment does not rise but wages increase (W2 to W3) as the additional demand for labour 

is likewise soaked up by increasing its price (that is, its wage). 

In conclusion, how might we evaluate the impact of expansionary policy on the labour market? Its great 

benefit is that it quickly returns the goods market to potential output (Yp), and the labour market to full 

employment (L2). These are real and substantial benefits. However, such an apparently neat solution to high 

unemployment does not come without costs. On the one hand, inflation may increase as the price level rises 

from PL1 to PL2 – if not to PL3. On the other hand, the government’s budgetary position will get worse if 

expansionary fiscal policy is the chosen policy instrument. Of course, expansionary monetary policy could be 

used instead, but this option will be limited if interest rates have already been moved to near zero, as they 

were in 2008-09. They have since stayed at less than 1% per annum meaning that any further reductions could 

only be very limited in size. And if the national debt already stands at a high percentage of GDP (currently it 

is 88% of GDP) the scope for expansionary fiscal policy is also limited. These considerations lay behind the 

government’s decision to deal with the 2008-09 recession through encouraging labour market flexibility as 

shown in Figure 4.2, as much as by expansionary monetary policy. 
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The impact of supply-side policies on the national labour market 

Supply-side policies refer to any government policy which is designed to shift aggregate supply outwards, and 

so increase potential output (Yp). This is the only way of achieving long-term economic growth: productive 

capacity must be increased. The term ‘supply-side policy’ is sometimes also used to refer to labour market 

flexibility which, as we have seen, helps an underperforming economy to return to Yp that much faster. 

Supply side policies include anything that increases either the quantity or the productivity of any factor of 

production. Some supply side policies are briefly described below: 

 Increasing the productivity of capital. Example 1: any government funding or tax break for research 

and development. Example 2: any competition policy that forces companies to try harder as markets 

become more competitive. 

 Increasing the quantity of capital. Example 1: any investment tax breaks such as allowing investment 

to be treated as a cost before corporation tax on company profits is calculated. Example 2: any direct 

investment by the government – for example, into national transport infrastructure.  

 Increasing the productivity of labour. Example 1: government funding or subsidies for education, for 

example student loans. Example 2: any government support for training, such as apprenticeships. 

 Increasing the quantity of labour. Example 1: free or subsidised child care to encourage mothers to 

return to work. Example 2: later retirement ages and relaxed immigration policies. 

We cannot discuss the impact of all possible supply side policies. Instead we shall look at a few broad 

principles. 

Principle 1: working more hours does not necessarily raise economic welfare 

If the retirement age is increased or mothers are encouraged to return to work then economic output will rise 

leading to a larger real GDP. However, it will not follow that people are happier. They might prefer the extra 

leisure time instead. Equally, encouraging immigration will raise GDP as there will be more workers. But it 

does not follow that GDP per head will be any greater. More hands to do the work also come with more 

mouths to feed. 

This is illustrated in Figure 4.5 below. As more hours are worked in total, AS shifts to the right, indicating an 

increase in Yp. More wages are paid and spent, increasing AD as well. Both the supply of labour and the 

demand for labour shift outwards, as shown in the RHS panel. But there is no particular reason to think that 

the hourly wage rate will increase, so the equilibrium wage, W1, stays the same. 

Figure 4.5 The impact of working longer hours on the labour market 

 

 

 

 

 

 

These considerations lie behind most country’s attitudes to immigration, and there are already indications that 

Britain’s post-Brexit immigration policy may be similar. Rather than welcoming everyone, immigration is 

primarily permitted for high earners who will contribute more in tax and in other ways and for professions 

where there are currently labour shortages – nursing and medicine, for example, in the case of the UK. Other 

things equal, immigration is more likely to raise the general standard of living if immigrants have a higher 

average productivity than that of workers in the host country. 
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Principle 2: increasing the capital available per worker increases the standard of living 

The demand for workers is closely linked to their productivity. The more any worker produces the more they 

are worth paying. And one way to increase labour productivity is to give them more tools to use. This first 

took off in Britain in the Industrial Revolution of the 19
th
 century and has continued ever since. The same 

general principle also holds good for advances in technology. If either the quantity or quality of capital 

increases while the labour supply is unchanged then real wages should increase. This is illustrated in Figure 

4.6 below: 

Figure 4.6 Impact on labour market of an increase in the capital stock or of advances in technology 

 

 

 

 

 

 

 

However, technological leaps forward often make little difference to average wages for several years. Instead, 

society can become more unequal as the owners of the new technology become immensely rich. Eventually 

competition reduces prices and profits until the benefits are more equally shared. This pattern was seen 

following the technological advances of the early 20
th
 century. Initially, much of the financial gain accrued to 

immensely rich American capitalists such as JP Morgan and Henry Ford. The same pattern may well occur 

with the current internet revolution.  Initial gains have been focussed on a handful of impossibly wealthy tech 

entrepreneurs, particularly in America and China. It remains to be seen whether this will be followed by a leap 

in living standards across populations. 

Principle 3: Supply side policies need to be cost effective 

It is always possible to spend a lot of money and then claim that an improvement has been made. The Humber 

Bridge, built in 1981, halved journey times between Hull and Grimsby on England’s East Coast to 45 minutes. 

Sadly, the bridge never had any chance of paying for itself as the modest traffic volumes between one small 

city and one large town was never going to justify the cost of building what was then the longest suspension 

bridge in Europe. Equally, Concorde halved journey times between London and New York from eight hours 

to under four. But its small capacity of just 100 passengers, its relatively short range and its loud sonic boom 

meant that it could never pay back its development costs of over £1 billion. 

The point is that all spending has an opportunity cost: something else could have been done with the money. 

For example High Speed 2 (HS2), the new train link from London to Birmingham and onto Manchester and 

Leeds was initially estimated to cost £32.7 billion in 2010. Now that work has actually begun on the first 

phase to Birmingham, the estimated cost has already nearly doubled to £56 billion. This is serious money. It is 

2.7% of the UK’s GDP in 2017, and comfortably exceeds the entire government deficit of £41 billion in 2017-

18. There is of course no doubt that, as a result of this expenditure, travel between the North and the South of 

Britain will be faster than it would otherwise have been.  

However, the money could also have been used for many other worthy purposes. To give just one example, 

this sum would pay for the abolition of corporation tax in its entirety, whose receipts in 2017-18 were £54.6 

billion.
19

 If Britain wished to become a low-tax global business hub post-Brexit, what a way of attracting 
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 https://www.statista.com/statistics/284319/united-kingdom-hmrc-tax-receipts-corporation-tax  

https://www.statista.com/statistics/284319/united-kingdom-hmrc-tax-receipts-corporation-tax
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foreign investment this would be! It should be pointed out that shelving HS2 would only pay for this radical 

policy for a single year. Furthermore, good transport infrastructure is attractive to foreign and indeed domestic 

investors – it is not just low taxes that attract private money. 

In conclusion, any number of supply-side policies has the potential to shift the AS curve – and potential output 

(Yp) – outwards. But the extent to which such policies will increase real wages depends on both the insight 

with which they are chosen and also the skill with which they are implemented. 

Principle 4: supply side policies typically only work in the long term 

One of the weaknesses with the traditional supply-and-demand model is that it may lead to the false 

impression that supply and demand are equally easy to shift. This is hardly ever true: by its very nature it is far 

harder to manufacture a pair of socks than to buy them, and this applies to virtually every good or service. 

HS2 is an extreme example of this point. The project was conceived in 2009 and the current target completion 

date is 2033, some 24 years later. 

There will of course be a short-term positive impact on labour markets, particularly in the construction 

industry, where the project will provide many highly-paid jobs for half of many working lifetimes. As with 

any investment project, there is an immediate increase in AD while the project is under construction. But in 

terms of the supply-side impact, we will have to wait a couple of decades to see the extent to which the 

infrastructure saves working time and reduces the costs of goods and services, thereby increasing real 

incomes. 

 

To conclude this chapter, we look briefly at some direct labour market interventions by government. Data 

comes from the ONS
20

, the main government website
21

, and the IFS
22
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https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/publicsectorpersonnel/bulletins/publicsectoremplo

yment/march2018  
21

 https://www.gov.uk/dismiss-staff/eligibility-to-claim-unfair-dismissal  
22

 https://www.ifs.org.uk/uploads/publications/docs/MISOC%20Childcare%20briefing%20paper.pdf  

Recent UK labour market reforms 

 
Since the Conservatives came to power in 2010, the main aims of labour market reforms have been to 

reduce the public sector deficit, to reduce unemployment and to increase employment. 

Reducing the public sector deficit. Just before the Conservatives came to power in 2010, 22.2% of all 

employees worked in the public sector. By 2018 this proportion had dropped to 16.5%, the lowest since 

records began in 1999. At the same time, a public sector pay freeze has been in effect since 2011 leading to 

wages falling behind inflation. While the freeze in wages and the reduction in numbers employed in the 

public sector has been a key factor in reducing the deficit it has also led directly to lower real wages. 

Reducing unemployment by introducing more flexible employment law. One of the key changes 

towards more flexible working was an increase in the length of time someone had to work with an 

employer before they could claim unfair dismissal. In 2012 this was increased from one to two years. It 

may seem odd that making it easier to fire someone should result in reduced unemployment. The reasoning 

is that, if it is easier to fire someone then there is less risk involved in hiring them in the first place. Labour 

market flexibility is seen as a key cause of falling unemployment since the 2008-09 recession. 

Increasing employment by encouraging mothers back to work. The government currently provides 15 

hours per week of free childcare for every two-year-old and 30 hours for every three and four-year-old. The 

policy has been progressively introduced under both Labour and Conservative governments since 1996. 

Research by the Institute of Fiscal Studies (IFS) suggests that the policy has increased employment among 

the mothers of young children by 6%. The figure is not higher because many households would have paid 

for the childcare anyway. Additionally, many mothers prefer to stay at home regardless of the incentives 

offered to return to work. 

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/publicsectorpersonnel/bulletins/publicsectoremployment/march2018
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/publicsectorpersonnel/bulletins/publicsectoremployment/march2018
https://www.gov.uk/dismiss-staff/eligibility-to-claim-unfair-dismissal
https://www.ifs.org.uk/uploads/publications/docs/MISOC%20Childcare%20briefing%20paper.pdf


26 

 

Copyright (C)  www.anketelltraining.com 

 

 

 

 

 

 

 

 

[BLANK PAGE] 

  



27 

 

Copyright (C)  www.anketelltraining.com 

Chapter 5 Global labour markets 

In this chapter we shall look at labour from an international perspective. Many of the themes we have already 

covered will reappear: minimum wages, interdependence and moving from one labour market to another will 

all be revisited. We begin by looking at the size and structure of the global labour force. 

The growth of the global labour force 

Figure 5.1 below shows the growth of the global labour force from 1980 – a generation ago – up to its 

predicted size in 2030.
23

 

Figure 5.1 The global labour force, 1980-2030 

As you can see from the diagram, the size of the projected world labour force is increasing, but at a slower and 

slower rate. In this respect the labour force is tracking population growth – which is also increasing but again 

doing so increasingly slowly. Indeed, given the current world population of 7.7 billion we can work out the 

percentage of this total that forms the labour supply. With 3.2 billion in the current global labour force this 

amounts to 42% (3.2 bn / 7.7 bn) of everyone on the planet. By way of comparison, Britain has a labour force 

of 33.8 million out of a population of 66 million – or 51% of the total. 

Why should Britain’s proportion of the population in the labour force be significantly higher? The main 

reason is that we have a relatively old population by global standards, so we have fewer people under 16 who 

are unlikely to be working. Secondly, female participation in the British labour force will be higher than in 

many developing countries where a woman’s adult life is more likely to be dominated by bringing up children. 

Structural change in the global labour force 

Figure 5.2 Growth in the global labour force by region 
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 https://www.economist.com/finance-and-economics/2012/06/16/united-workers-of-the-world  

Figure 5.2 shows the relative insignificance of advanced economies in 

providing more workers, a reflection of the fact that across the 

developed world population growth is slowing down. Over 2010 to 

2030 advanced economies are expected to provide less than 5% of the 

600 million-plus additional workers. The two most populous countries 

in the world – India and China – are expected to provide over 40% of 

this addition. 

Over half the extra workers will be educated to tertiary level. As robots 

and IT increasingly displace humans, the growth in the demand for 

labour is largely a growth in the demand for educated labour. 
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Figure 5.3 below takes a slightly different angle. Here, the focus is on the proportion of the global labour force 

provided by the world’s different regions.
24

 

Figure 5.3 Share of global labour force by region, 1990 and 2030 (percentages) 

 

 

 

 

 

 

 

As you can see, South-East Asia accounted for over half of the global labour force in 1990 (33% + 18% = 

51%), and this is predicted to fall slightly to 45% by 2030. The main reason for the fall will be slowing 

population growth in China, Korea and Japan. The other area which will become less significant is Europe, 

whose proportion of the global labour force will fall from 15% to 9%, with the decrease greatest in Eastern 

Europe. These changes reflect the collapsing birth rates in much of East Asia and Eastern Europe. For any 

population to be stable women need to average 2.1 children to replace the population long-term. The current 

global figure is 2.4. Yet in South Korea and Singapore the figure is just 1.2 and in Japan 1.4. Much of Europe 

has similar figures with Portugal, Poland, Greece, Spain and Italy all at 1.3 or 1.4.
25

 

The major growth areas in the labour force will be South Asia, where India’s population is still growing 

rapidly – and most notably of all sub-Saharan Africa. This is the world’s region with the most explosive 

population growth. 25 countries have a fertility rate (number of children per woman) of 4.7 or more, and 24 of 

these are in Africa. As a result, over the generation between 1990 and 2030 shown in the above chart the 

proportion of workers provided by sub-Saharan Africa is forecast to double from 8% to 16% of the global 

total. Also doubling – though from a much lower base – are the Arab states on the Arabian Peninsula such as 

Saudi Arabia and Yemen. 

Finally, in which sectors of the economy do most people work? Figure 5.4 below shows that, as countries 

grow richer, so there is a clear shift out of agriculture and then manufacturing. The growth areas become 

services, both those provided by the government (‘non-market services’) which in many countries includes 

most of health and education spending as well as substantial amounts of administration; and those we have to 

pay for (‘market services’). 

This shift is substantial: agricultural employment falls from 75% to 2-to-3%, while services employment 

grows from 15% to 75%. There appears to be no end to this direction of travel. Manufacturing and agricultural 

employment are both vulnerable to technological advance in a way that – so far – service industries are not, or 

at least not to the same extent. The same shifts have, of course, been taking place in Britain as well, where 

80% of the labour force works in service industries where it produces 79% of total GDP.
26
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Figure 5.4 International employment shares by sector and income group, 1992-2025 

 

Other structural changes in the global labour force include: 

 A growing old-age economic dependency ratio. This measures the percentage of retired persons for 

every person of working age. Sub-Saharan Africa, with its rapidly-growing young population has the 

most favourable ratio of 9%, indicating that for every one person of retirement age there are 11 

younger people in the labour force. At the other end of the scale, Europe has the highest ratio at 38% 

in 2010 and expected to hit over 50% by 2030. That would mean every retired person had less than 

two people in the labour force to support them. Figure 5.5 shows the ratios for Africa, East Asia and 

Europe. Back in 1990 East Asia was much nearer Africa in this respect but by 2030 it will not be far 

off the European ratio with just 2.6 workers to support every retired person. 

  Figure 5.5 Old age dependency ratio in selected regions, 1990 to 2030; and workers per retired person 
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 Permanent, full-time, formal employment is the experience of less than 50% of all workers globally. 

We have already touched upon the growth of the ‘gig economy’ in Britain in Chapter 3. Such 

employment, variously called ‘informal’ or ‘vulnerable’ employment is common globally in other 

sectors of the economy. Notably, many agricultural and construction workers have seasonal or part-

time work outside of formal employment contracts – but this is common in the service sector too. 

The interdependence of labour markets 

One of the key insights of Economics is that all markets tend to influence each other (that is, they are 

interdependent) unless there is effective government intervention which prevents them from doing so. There 

are at least four different contexts in which labour markets could be said to be interdependent. All the 

following pairs of markets are examples of such interdependence as they exhibit strong, two-way links: 

a) Industry labour markets and industry goods markets. We dealt with this extensively in Chapter 2. 

We showed that the demand for any good had a strong, direct influence on the demand for workers 

producing that good. Similarly the supply of workers in any industry had a strong, direct influence on 

the supply of goods in that industry. See, for example, Figures 2.2 and 2.7. 

b) National labour markets and national goods markets. We explored this in Chapter 4; see Figs 4.2 

and 4.5. There, we showed that a shift in the AD curve will shift the national demand for labour curve, 

and equally that a shift in the national supply-of-labour curve will shift the AS curve. This relationship 

parallels that of industry labour markets and goods markets discussed in the previous paragraph.  

c) Industry labour markets and national labour markets. If, for example, wage rates in most 

industries were to rise but not in (say) construction, then the number of workers going into 

construction would fall, which would tend to raise their equilibrium wage as their supply of labour 

shifted inwards. The same process works in reverse. So if, for example, construction workers enjoyed 

substantial wage increase on the back of a building boom then more workers would be attracted out of 

other jobs reducing labour supply there. This would tend to increase the national average wage while 

limiting the increases enjoyed by construction workers. In both these case, we see a variant of the law 

of one price in operation. This law states that, if goods can be traded and transported freely, they 

should sell for the same price anywhere in the world. Equally, provided workers can switch from 

industry to industry in a flexible fashion then wages should tend towards the same level in every 

industry. [Strictly speaking, there would be a permanent differential called an equalising wage 

differential because some jobs are more attractive than others e.g. due to a shorter training period, 

better working conditions, more secure work, less stress and so on. These would have permanently 

lower wages than those jobs lacking such benefits.] 

d) National labour markets and global labour markets, with the strength of the link dependent on the 

extent to which the country in question has embraced globalisation. This is simply an extension of the 

idea of the law of one price described in the above paragraph. If workers in America and China are 

equally productive then it makes sense for companies to locate in the country where wages are lower. 

[That way they can produce the same goods at a lower cost, thereby fulfilling the principle of cost 

minimisation.] Indeed, America and China provide a spectacular example of the law of one price. 

Over the past 40 years manufacturing workers in the USA have seen their globally-high wages 

stagnate while the equivalent workers in China have seen their globally-low wages soar. Whether this 

process will ultimately lead to equal wages levels in both of the world’s superpowers remains to be 

seen. However, the extent of global wage convergence is already remarkable as may be seen by 

comparing wages in the biggest Chinese cities with those in the poorer parts of the EU. Monthly 

wages in 2017 in Beijing and Shanghai in China averaged £703 and £931 respectively. The equivalent 

figures for new EU members Croatia and Latvia were £698 and £791.
27
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Minimum wages in developing and developed countries 

In our discussion of unemployment in Chapter 3 we discussed minimum wages. These may create 

unemployment if set too high (see Figures 3.3 and 3.7). However, they may also help to reduce inequality and 

protect vulnerable people. Nevertheless, free markets tend to find ways around minimum wages such as 

through the growth of self-employment in the gig economy. 

All these considerations apply equally across the globe. Minimum wage levels are shown by Figure 5.6 

below.
28

 While these are expressed as hourly rates in US dollars in reality minimum wages are expressed in a 

variety of ways. Some are hourly rates, others are monthly. Some – as in the UK – are identical across all 

areas while others such as the USA differ from state to state or (as in India) from occupation to occupation. 

Figure 5.6 Minimum wage levels across the world 

What are the key features of this map? Firstly, minimum wages are remarkably common. Only a handful of 

countries do not have them at all. We might, for example, think that the poorest countries in the world, mostly 

located in sub-Saharan Africa, would not have minimum wages. But by and large they do. Secondly, 

minimum wages are closely correlated with incomes. So in most of sub-Saharan Africa the minimum wage is 

under $1 per hour. At the other end it is only the wealthy countries of North America, Japan, Australasia and 

Western Europe that have minimum wages of over $7-50 an hour. This is what we might expect. If minimum 

wages are not to increase unemployment significantly then they must not be set too far above the current 

equilibrium wage for unskilled workers. 

We might, however, suspect that minimum wages in less developed countries are more aspiration than reality 

– and this is backed up by World Bank research.
29

 This shows that “the fraction of workers currently covered 

by minimum wages in Sub-Saharan Africa (SSA) is small” and that among those that are covered “we find 

high levels of noncompliance”. In other words, in contexts where the majority of the poorest are self-

employed subsistence farmers the legal minimum wage will have little force – and even those workers in 

formal employment relationships may find that, in practice, the law is often ignored. The Democratic Republic 
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of Congo is an extreme example of this.
30

 It has a legal monthly minimum wage of $68 which is higher than 

the country’s average monthly wage of just $53! 

The Kaitz ratio 

Figure 5.7 Minimum wages as a proportion of mean wages, selected OECD countries and sub-Saharan 

Africa (SSA)
 31

 

 

 

 

 

 

 

 

 
 

So can we say that one approach is better than another? Probably not – it all depends on what we want. In 

countries in sub-Saharan Africa where employment legislation of any kind is unlikely to be enforced 

effectively we could argue that the level doesn’t matter that much. But in richer countries which are in a 

position to enforce their laws it certainly does make a difference. France, the UK and other countries with high 

Kaitz ratios have elected to use some of their high incomes to redistribute incomes in the cause of greater 

equality. The USA, on the other hand, has prioritised the higher economic growth that comes with free-market 

economic models and is prepared to see its poor being less-well-off as a consequence. 

Migration between economies 

The movement of peoples within and between countries is one of the ways in which the law of one price is 

played out. Just as with goods, if peoples could move freely around the globe we would expect their price (i.e. 

their wage) to be roughly the same everywhere. Or, to be precise, we would expect real wages to be the same. 

Land prices and so property prices are always going to be more expensive in big cities and so the nominal 

wages paid here will tend to be higher than in more remote locations so that the real wage is broadly similar. 

Equally when expressing wages in a common unit of currency – typically the US dollar – we should use the 

purchasing power parity (PPP) exchange rate as this reflects what money will actually buy in different 

countries.  

That said there is more to life than a wage packet. Many households prioritise the comfort and familiarity of 

staying in the country where they were born over the potential of earning more elsewhere. Gallup published a 

study in 2010 estimating that just 700 million adults (roughly 12.7% of the world’s over-16 population, or one 

adult out of every eight) would like to move country if given a free choice. Almost half of these (356 million) 

would choose from just seven countries in the following order: the USA (leading with 166 million), Canada 

and the UK (46 million each), France, Spain, Saudi Arabia and Germany.
32

 So even if there were entirely free 
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One key feature of minimum wages is, as we have seen, the level at which 

they should be set. In particular, the relationship between the legal minimum 

wage and the mean (i.e. average) wage is significant. This is known as the 

Kaitz ratio. Some examples are given in Figure 5.7 alongside. 

Minimum wages vary from 24% of the average wage in the USA to 52% in 

New Zealand. The number broadly reflects the philosophical stance of the 

country concerned. Those, like the USA, which emphasise equality of 

opportunity, are more likely to favour low minimum wages. This makes it 

relatively easy to get a job – after which it is up to you. 

Those countries emphasising equality of outcome are more likely to opt for a 

high minimum wages. So in France and New Zealand we can see that those on 

the country’s minimum wage get fully half of the average wage. But it may be 

more difficult to get a job in the first place. 

http://www.imi.ox.ac.uk/pdfs/the-worlds-potential-migrants
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international migration we might expect to see large wage differentials persist for some time. Over 85% of the 

world’s population are quite happy living in the country in which they were born. 

Figure 5.8 below gives further information of migrant destinations, showing them as a percentage of the host 

population.
33

 

5.8 Immigrants as a percentage of host populations, 2015 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

As we might expect the most popular countries to migrate to are the rich ones of North America, Western 

Europe, the oil-rich Gulf States and Australasia. Japan is an obvious exception: a wealthy country with low 

numbers of migrants. This reflects the Japanese desire to maintain their country’s homogenous culture, a 

desire which has led to the implementation of a very restrictive immigration policy. The same is true of China 

where less than one in a thousand residents is a migrant. Indeed, Britain alone hosts more migrants than 

China, India and Japan put together despite having a population less than 2.5% of the size of the other three 

(66 million compared to 2,852 million in 2018).  

The Gulf States, such as Kuwait in the table, dominate the global scene in terms of the proportion of migrants 

in their populations. However few of these migrants have the right to stay in the country. They are almost all 

on fixed-term contracts before they have to return to their home countries, often the Philippines or South 

Asian states such as India and Sri Lanka. Singapore is a further anomaly. With a relatively small population of 

5.6 million, it has long welcomed immigration – but almost exclusively for highly-paid professionals, wealthy 

entrepreneurs and their immediate families. 

Looking at the other side of the immigration / emigration ledger, where do migrants come from? The countries 

with the highest number of emigrants are India on 26 million, Mexico (12 million, mainly to the USA), Russia 

(11 million) and China (10 million). These high numbers reflect in part their large populations. They also tend 
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These countries are arranged in 

order of the migrants they host as a 

proportion of the total population. 

All the countries here with lower-

than-average migration have large 

populations (except Cuba), while all 

the countries listed with higher-

than-average migration are wealthy. 
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to be relatively unattractive in some way, for example because of poverty or corruption. So their most 

entrepreneurial citizens may decide there are better economic and other opportunities elsewhere. 

To conclude, how does migration affect labour markets? As we have seen, its major impact is to reduce wage 

differentials across the globe. In the case of less skilled workers this has resulted in wage stagnation in North 

America and Western Europe while wages in East Asia have soared. In terms of more skilled workers, global 

demand has increased steadily whereupon wages in developed countries have continued to grow but the gap 

between them and the wages of skilled workers in the rest of the world has steadily shrunk. Of course, 

migration is only one driver of this process. The ability of multinationals to move their operations to low-wage 

countries is another mechanism by which global wage differentials have shrunk. Whether workers are able 

and willing to emigrate to high wage countries, or firms to off-shore their factories to low-wage countries the 

end result is the same. The world is inching towards the gradual emergence of global wages where workers 

are paid roughly the same for doing the same job anywhere in the world. 
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Chapter 6 The changing role of labour: past, present and future 

What hasn’t changed 

Before we look at what has already, or might yet, change we should consider what has not. First of all the 

arrangement whereby a person hires out his services in return for a wage goes back several thousand years. 

The author of the Old Testament book of Deuteronomy, written in the 7
th
 century BC says “Do not take 

advantage of a hired man ... Pay him his wages each day before sunset”.
34

 In the employment relationship the 

employee is usually the weaker party and may be vulnerable to exploitation – and that hasn’t changed either in 

the intervening 2,600 years. 

Nor should these similarities surprise us. The benefits of specialisation and the division of labour are hard-

wired into most production processes. And once many people need to co-operate on a task there needs to be a 

leader, an entrepreneur, who manages the many. Again, the need to combine labour with other factors of 

production is a constant. So the farm-hand works for the owner of the field, the industrial worker for the 

owner of the factory and the ‘picker’ in a warehouse for the owner of the website. These engineering realities 

of production functions are intrinsic to how inputs become outputs, how we generate the goods and services 

that we demand. So the organisation of people into groups for production purposes – which is what employees 

are – seems likely to be a constant for some time to come. 

However, self-employment also dates back to the dawn of time. Subsistence farmers and hunter-gatherers 

before them could be said to be ‘self-employed’ just as an IT consultant or small shop-keeper might describe 

themselves now. Some production processes can be performed efficiently by just one person or one family. In 

such a context there is no need for one person to employ another. It may be that current advances in 

technology enable these one-person enterprises to flourish. Such a work pattern is already becoming more 

common as we have seen in our discussion of the gig economy in Chapter 3 (see the panel on page 15). 

What has changed: farm to factory 

Apart from labour, the dominant factor of production in a rural economy is land. So up until very recently, 

until around 1800, the vast majority of workers in every country worked out of doors on the land. As the 

Industrial Revolution took off, first in Britain and then in Germany and the USA over the course of the 19th 

century, so agricultural employment was gradually replaced by employment in factories. The dominant factor 

of production was no longer land but capital equipment. Factory work requires much greater co-ordination and 

precision than farming, so discipline and obedience to instructions became the priority.  

Not surprisingly this led to a confrontational understanding of society with the many factory workers 

confronting the few owners of capital or ‘capitalists’. This vision of society was best captured in Karl Marx’ 

Communist Manifesto written in 1848. It concludes with a stirring call to revolution, “The Communists 

disdain to conceal their views and aims. They openly declare that their ends can be attained only by the 

forcible overthrow of all existing social conditions. The proletarians have nothing to lose but their chains. 

They have a world to win. Working Men of All Countries, Unite!”  

A communist revolution was successful in Russia in 1917 during the chaos at the end of the First World War. 

This vision of labour saw the worker as an exploited tool, a sufferer whose suffering derived from a 

fundamentally unjust society. As an over-arching ideology – a substitute for religion – communism had lost 

most of its credibility by the collapse of the Soviet Union in 1989. However, the narrative of inevitable 

division between rich and poor is enjoying resurgence in the British Labour Party under Jeremy Corbyn’s 

leadership since 2015. 

What has changed: factory to office 

We saw in Figure 5.4 how manufacturing employment is in steady decline across the world as advances in 

technology mean that more and more physical goods can be produced with less and less human input. The 

only growth area across the world is the service sector. While many service workers will carry out their 
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functions in a school or shop or hospital the dominant location is the office. This dominance has only been 

increased by the internet revolution of the past 20 years. A desk with an internet-connected device is fast 

becoming the most common work-place across all countries of the world. 

How does this alter the role of labour? Moving to any computer-based work platform allows very close 

supervision of performance. For example, managers can now instantly compare the average amount of time 

each worker in a complaints department spends on each customer as well as the proportion of complaints 

satisfactorily resolved. Or in a slightly different context, many school students are using homework software 

that enables teachers to know how much time they are spending on homework and how well they have 

understood the content without having to mark any work at all. Such very close supervision of adult work 

carries with it the possibility of renewed alienation between labour and the owners of capital. 

Additionally work has become less physically demanding, although whether this is a blessing or a curse is 

debatable. While there is no longer the danger of the body physically wearing out in the way that it used to, a 

sedentary lifestyle brings its own health dangers with less exercise leading to obesity and heart disease. 

What might change: the type of jobs available 

The first computers were invented in the late 1950s, and the internet somewhere between 1969 and the 1980s 

depending on exactly how it is defined. Adoption was rapid: in 1993 only 1% of telecommunicated 

information travelled via the internet, rising to 51% in 2000 and 97% by 2007.
35

 One fairly safe prediction is 

that the impact of the computing and internet revolution on our working lives has barely begun. 

Estimates surrounding the amount of job losses due to imminent technological advances vary from 14% of 

jobs in OECD countries to 47% of all jobs in the USA.
36

 Of course, technologically-induced job losses have 

always occurred over the past 200 years, and so far those jobs have always been replaced by new ones. A 

recent report by PricewaterhouseCoopers claimed this pattern would be repeated.
37

 It estimated that Artificial 

Intelligence would lead to 7 million job losses in the UK (roughly 20% of the total) by 2037, but would 

generate 7.2 million new jobs. Job areas expected to show net gains are dominated by health and social care 

followed some way behind by professional and technical, IT and education. Major net losses are expected to 

occur in manufacturing, transport, storage, administration and finance. 

These themes are illustrated in Figure 6.1 below, which summarises the impact of the rise in artificial 

intelligence.
38

 Notice how jobs that rely on human interaction and intellectual ability are the growth areas. 

Figure 6.1 The impact of technological advance on employment 

 

 

 

 

 

 

Secondly the growth areas reward skills, widely defined. These include emotional intelligence and empathy, 

leadership and the ability to learn, to research and to teach. This is likely to be a mixed blessing. On the one 

hand work should be more interesting and there will be fewer ‘dead end jobs’. But equally there will be less 

work for the less skilled. They will continue to have fewer opportunities. 
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How might these shifts change the nature of 

work? Firstly, it has to be noted that more 

men tend to work in the declining areas. This 

has been a long-running story as male-

dominated manufacturing employment has 

slumped over the past century. The narrowing 

gap between UK adult male and female 

participation rates in the workforce 

(currently 80% to 71%) is likely to narrow 

further. 

https://en.wikipedia.org/wiki/History_of_the_Internet
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Appendix: Questions for thought and discussion 
Many of these questions are more stretching than the ones you will find in this summer’s examination, and are 

designed to stimulate thinking outside the confines of the specification. For practice papers for 2019, see 

http://www.anketelltraining.com/teachers/products/paper_3_practice_papers_2019_labour 

Chapter 1 Introduction: the role and importance of labour in production and economic systems 

1.1 Make up your own definition of labour. Explain why you chose it. (8) 

1.2 Do you think having a purely financial relationship with your employer works best or one where both 

parties have a deeper view of their responsibilities towards each other? (8) 

1.3 Critically assess whether labour may properly be viewed as just another factor of production. (8) 

Chapter 2 Local and national labour markets 

2.1 Figure 2.2 shows a change in the market for physiotherapy appointments (left-hand side, LHS) changing 

the market for physiotherapists (RHS). How might this change in the market for physiotherapists in turn 

change the market for physiotherapy appointments?  (8)  

2.2 Discuss whether it is rational for workers to oppose new technology, as the Luddites did. (8) 

2.3 As the NHS faces increasing volumes of sick and elderly patients many staff are leaving because the stress 

of working under pressure makes the job less attractive. This in turn increases the stress on those who remain. 

Discuss a free market solution to this dilemma. (8) 

Chapter 3 Employment and unemployment 

3.1 Assess the case for a minimum wage. (8) 

3.2 Evaluate the ‘gig economy’ from the perspective of the labour force. (8) 

3.3 Assess what government might do in the face of skills shortages. (8) 

Chapter 4 The impact of government economic policies on labour 

4.1 Assess the impact of contractionary policies on the labour market. (8) 

4.2 Assess the impact of expansionary policies on the labour market. (8) 

4.3 Assess the impact of any one supply-side policy on the labour market. (8) 

Chapter 5 Global labour markets 

5.1 Discuss the ways in which the global labour force is changing. (8) 

5.2 Assess the extent to which minimum wages are of benefit to the labour force. (8) 

5.3 To what extent is immigration of benefit to host countries? (8) 

Chapter 6 The changing role of labour: past, present and future 

6.1 What aspects of working life are likely to be long-term constants, regardless of the state of technology? 

6.2 Is the impact on labour of the current IT revolution likely to be fundamentally different to the impact on 

labour of previous technological revolutions, such as the invention of the wheel or of electricity? 

6.3 Charles Handy, writing in the 1989, predicted that ‘portfolio working’ whereby an individual might do 

two or three part-time jobs at the same time (and switch careers two or three times during a working life) 

would become the new norm. Do you agree?  
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Chapter 1 questions: the role and importance of labour 
1.1 Make up your own definition of labour. Explain why you chose it. (8) 

“Labour is any human effort, any work, directed towards the production of an output of economic value.” I 

have chosen this definition because, by focussing on the human “effort” rather than the workers themselves it 

reminds us that people are far more than inputs in a production process. When we refer to the “workers” in a 

factory we are not thinking about the whole human being but rather his particular role during the normal 

working week. Moving on to the second part of the definition there is no essential difference between the 

action of cleaning your own house and being paid to clean another’s. If you were to observe both you would 

see the same actions and the same end result. So the thing that makes it work is the fact that the final outcome 

has economic value – in other words it could be sold. Whether it is actually sold is not intrinsic to the nature 

of the task. By contrast, playing table tennis might require just as much exertion as cleaning a house but we 

would identify it as a leisure activity, not work. Unless you play at a professional level, no-one would ever pay 

you for undertaking the activity. Having said that, what is “of economic value” and therefore counts as work 

has always changed throughout history. To take a modern example, people who records themselves talking 

about their life and upload the content (known as ‘vlogging’) may be able to earn a living from it – something 

that would have been unimaginable a couple of decades ago.  

1.2 Do you think having a purely financial relationship with your employer works best or one where both 

parties have a deeper view of their responsibilities towards each other? (8) 

Everyone wants to be valued and the workplace is for many a key place of interaction with others. To receive 

appreciation from your boss in the workplace is for many a major source of self-esteem and indeed of 

meaning in their life. In addition, people want time off when their children fall sick or for any other of the 

small crises (and joys) that punctuate daily life. In return, an employee may also choose to be flexible if asked 

to work late or to help out with something that is not part of their normal duties. It has been said that workers 

don’t leave companies, they leave managers. In other words, it is the failure to treat staff reasonably and with 

consideration that most often causes them to leave. 

On the other hand, the benefit of a purely financial relationship is that everyone knows exactly where they 

stand: if you generate the output then the company will continue to pay you, the input. And if you generate 

more profits for your employer you will likely be paid more – or switch easily to another employer who will. 

Just like loyalty to a utilities provider can lock you into a poor deal the same situation can arise at work. And 

should you be less productive then you get paid less or get fired. In conclusion, different arrangements will 

suit different companies and indeed different employees. The important thing is to work for someone who has 

the same broad understanding of the nature of the relationship as you do. 

1.3 Critically assess whether labour may properly be viewed as just another factor of production. (8) 

Labour is an input, something that is needed to produce output. As a result, it shares many common features 

with all other factors of production. It is a scarce resource; there is a supply of it and a demand for it – and 

therefore a price which goes up and down according to the laws of supply and demand. Labour is also 

heterogeneous: just like buildings, photocopiers or parcels of land not every worker is exactly the same as 

every other. One aim of the entrepreneur is, therefore, to raise labour productivity just as he will also attempt 

to raise the productivity of capital. Then employment contracts come to an end if one party does not wish to 

renew in the same way as rental contracts for vehicles or office space do. 

On the other hand, there are significant differences between labour and the other factors of production. 

Employment contracts cannot be terminated at the absolute discretion of the entrepreneur in the same way as a 

rental contract could. A reason has to be provided for dismissal, and workers can appeal against dismissal and 

win in the courts. Then EU workers cannot normally be required to work more than 48 hours a week, a 

limitation that would never be applied to any other factor of production. In conclusion, the human effort 

entailed in working cannot be separated from the human being who provides the work. So in any country 

where there is an appreciation of human rights it can never be the case that labour is treated without regard for 

the essential humanity of the workers themselves. 
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Chapter 2 questions: local and national labour markets 
2.1 Figure 2.2 shows a change in the market for physiotherapy appointments (left-hand side, LHS) changing 

the market for physiotherapists (RHS). How might this change in the market for physiotherapists in turn 

change the market for physiotherapy appointments?  (8) 

Figure 2.2 (LHS) shows the effect of an increase in demand for physiotherapy appointments caused by an 

ageing population. The equilibrium price and quantity of physiotherapy appointments rises. This in turn shifts 

the demand curve for physiotherapists outwards (RHS) leading to an increase in the number of physios and an 

increase in their wages. 

Now a high proportion of the cost of providing a physiotherapy appointment will be the wage of the 

physiotherapist. As this wage level rises the supply of physiotherapy appointments will shift up and to the left 

as costs of production rise. This will cause the price of physiotherapy appointments to rise even further. The 

equilibrium quantity of appointments will fall back slightly as some consumers are priced out of the market. 

In conclusion, this illustrates the general principle that goods markets and labour markets are strongly 

interconnected. Exogenous shocks (in this case the ageing population) will lead to a sequence of changes in 

the relevant goods and labour markets, both of which are influenced by the other. 

2.2 Discuss whether it is rational for workers to oppose new technology, as the Luddites did. (8) 

Every country without exception seeks to advance its technology since this will lead to higher factor 

productivity, the primary driver of economic growth. This in turn raises general living standards, which will 

be to the benefit of the population as a whole. Whether we consider life expectancy, GDP per head, or the 

sheer range of new and innovative products we are able to buy it is technological advance that has made it all 

possible. Families who consciously turn their backs on new technology, such as the Amish sect in America, 

represent a tiny proportion of humanity. 

Nevertheless, just because there is a strong net benefit deriving from technological advances as a whole it does 

not follow that every group will gain from every innovation. On the contrary, there may well be very high 

costs concentrated on particular groups. So for example a well-paid HGV driver in his 50s might sensibly 

oppose the introduction of driverless vehicles in the hope that his chosen career could see him through to 

retirement. However, for younger workers the better strategy might be to retrain in a different career that is 

less vulnerable to technological advances. 

2.3 As the NHS faces increasing volumes of sick and elderly patients many staff are leaving because the stress 

of working under pressure makes the job less attractive. This in turn increases the stress on those who remain. 

Discuss a free market solution to this dilemma. (8) 

If a job becomes less attractive the supply of labour curve shifts upwards and inwards, raising the equilibrium 

wage. This in turn shifts the supply curve for the good or service upwards and inwards, increasing its price 

and reducing the quantity demanded. Unfortunately none of these mechanisms work in the case of the NHS 

where wages have been subject to the public sector pay freeze since 2011, and where patients do not pay for 

their treatment. So one free market solution is to raise the wages of NHS staff and fund the salaries increase 

by charging patients a proportion of the expense of their treatment. This would reduce demand for the service 

while increasing the supply of staff. This is roughly how private medicine works: its staff will be paid 

whatever is necessary to keep them, and patients charged accordingly. It would also increase efficiency in 

some respects: patients would take more care not to miss appointments if they were paying some of the cost. 

However, this would adversely impact on the government’s equality objectives since some patients would die 

because they were unable to pay. Additionally, market failure would creep in if doctors responded by advising 

unnecessary treatments so they could pull in more money – a common feature of private healthcare systems. 

However, this could be avoided by charging patients only a proportion of the cost so that NHS managers still 

had an incentive to minimise the number of operations they performed. In other words GP and hospital care 

could operate like prescriptions do. Part of the cost is paid for by the patient but with children, people on low 

incomes and people with long-term health conditions being exempt. Realistically though, even if the 

economics of this approach worked, it would be difficult politically to implement. 
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Chapter 3 questions: employment and unemployment 
3.1 Assess the case for a minimum wage. (8) 

In the absence of a minimum wage labour markets are more likely to ‘clear’. In other words they are more 

likely to find their own level at which supply and demand are equal, and involuntary unemployment is thereby 

eliminated. So there is the classic free market case for not intervening in any markets – including labour 

markets. If a minimum wage is introduced that is above the market-clearing price then the supply of labour 

will outstrip demand and a surplus of unemployed workers will develop. 

However, economists are aware that markets do not work perfectly, and that market failure may provide a 

reason for intervention. What market failures might there be in the labour market? First, individual workers 

may not be particularly good at sticking up for themselves and may be intimidated into accepting a wage that 

is much lower than they are worth – for example, if they are newly-arrived immigrants or are very young or 

have mental health problems. At its most extreme, some vulnerable adults have been rescued by police from 

what amounts to slavery in informal work settings such as a family farm. Secondly, a minimum wage will, by 

definition, raise the wages of the lowest paid and may therefore contribute to reducing inequality. 

In conclusion, there is a strong case for setting a minimum wage while being careful not to set it so high that 

employment is substantially reduced. The current level of £7-83 per hour for over-25s has shown itself to be 

entirely compatible with the current very low level of unemployment of 4.0%. 

 

3.2 Evaluate the ‘gig economy’ from the perspective of the labour force. (8) 

The gig economy has been of immense benefit for consumers and companies. For example, Uber is planning 

to float in 2019 with a target value of £91 billion while it has simultaneously provided customers in many 

cities with cheap and convenient taxi rides. But is this at the expense of its work-force? Gig economy 

operators like Uber and Deliveroo like their drivers and riders to work on a self-employed basis. Then the 

companies can avoid paying National Insurance contributions and sick pay, and can also avoid paying the 

minimum wage. So it works really well for them. But the workers themselves lose out on these benefits and 

have indeed been active in going to the courts in an attempt to force Uber and others to recognise them as 

employees and hence gain their employment rights. 

However, from the point of view of the unemployed, such casual arrangements may well provide the first step 

into work – from which hopefully other, better-paid work may follow. In other words, what is best for those 

secure in their jobs (i.e. a better deal in the job they do) is not necessarily the best for those knocking on the 

door from outside. And self-employed work does give workers the level of flexibility as to when they work 

that traditional nine-to-five employees can only dream about. 

 

3.3 Assess what government might do in the face of skills shortages. (8) 

Current measures to up-skill the British include free schooling up to age 19, subsidised university places and 

subsidised apprentice training schemes. The growth in apprenticeships has been particularly popular with the 

“earn while you learn” offer having a distinct advantage over emerging from university with £50,000 debt. All 

these are designed to raise the general level of workforce skills, a necessary switch as the number of unskilled 

and semi-skilled jobs continues to decline. The easiest method of all, however, is to allow immigrants from all 

over the world who have a skill that we need. It is often said that the NHS would collapse without the 

substantial proportion of its workforce that comes from other countries. 

However, an alternative approach is to let the free market solve the problem itself. In other words, if specific 

skills are in short supply the wage rates in those industries will rise attracting more people into them. We 

might note that the most severe skills shortage is in the NHS’ demand for nurses and doctors where the public 

sector pay freeze in place since 2011 has prevented a free-market solution taking place. This then becomes a 

political problem: if we wish our ageing population to continue to receive the same level of care then 

taxpayers have to understand that the additional costs of employing (say) 20% more staff will be greater than 

20%, as all staff will need to be paid more to attract the increased workforce into health care.  
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Chapter 4 questions: The impact of government economic policies on labour 
4.1 Assess the impact of contractionary policies on the labour market. (8) 

Any policy designed by government to shift AD inwards – most commonly to reduce inflation or reduce the 

public sector deficit – will have a short-term adverse impact on labour markets. As demand for goods and 

services falls so too will the demand for labour to produce them. Typically there will be a time-lag of a few 

months (or even years) before the full impact on the labour market becomes apparent because firms will be 

reluctant to start laying off workers immediately. Nor will it normally be possible to reduce wages 

immediately either, if only because most wage rates are set annually. 

The medium-term impact on the labour force depends on how flexible it is. If wages speedily adjust 

downwards to their new equilibrium level then unemployment should fall and full employment will be 

restored. If, however, wages are ‘sticky’ downwards due to strong trade union power and other obstacles in 

the way of adjustment then unemployment could remain high for many years. 

But in the long-run contractionary policy may have a positive impact on labour, and indeed on the economy as 

a whole. For example, if it results in lower inflation then this should feed through to a more technically 

efficient economy as purchasing decisions are made with a better understanding of the prices we are paying. 

And if the budget deficit has been reduced (e.g. through contractionary fiscal policy) then future interest 

payments on the debt will fall, enabling the money to be used on better public services or lower taxes. 

 

4.2 Assess the impact of expansionary policies on the labour market. (8) 

Between 2000 and 2008 the Labour government adopted expansionary fiscal policy by increasing government 

spending. This led to a direct, positive impact on the labour force as real wages and employment both rose. 

The impact was particularly noticeable in the public sector, which in many respects overtook the private sector 

in terms of salaries; it had already offered better job security and higher pensions than its private sector 

counterparts. In terms of macro-economic analysis, the AD curve shifted outwards leading to strong economic 

growth. Meanwhile, cheap imports from a fast-growing China and global technological advances kept 

inflation in check, creating a win-win situation of rising wages and stable prices for the labour force. 

However, there was a price to be paid in terms of a rising public sector deficit. Once the recession struck in 

2008-09 the government was by then committed to a number of expensive welfare programs, not least child 

tax credits which had been introduced by Chancellor Gordon Brown in 2003. With tax revenues collapsing as 

the recession took hold the ‘boom’ was followed by a ‘bust’. Real wages in 2018 have still to return to the 

level they were at in 2008. 

In conclusion, while expansionary policy will have a short-term benefit for labour in terms of rising wages and 

employment there is danger in pushing the policy too far. Rising inflation – or, as in this case, a rising public 

sector deficit – will eventually force a correction that will leave labour worse off. 

 

4.3 Assess the impact of any one supply-side policy on the labour market. (8) 

Our supply-side policy is apprenticeships. This is an arrangement whereby a young person works for a 

company with a minimum of one day a week set aside for training, with the government paying 90% of the 

training cost. Effectively it allows companies to employ young people and for the company to get the young 

person trained for a small fraction of the cost. Its great benefit is that the company still needs to employ (and 

pay) the person, so there is little danger that the apprentice will learn a skill that has no value. Rather, it 

supports profit-seeking enterprise while simultaneously up-skilling young people. Apprenticeships with major 

companies can be much more competitive to get into than many universities – and with good reason. At the 

end of three years the apprentice has been paid, learned a skill and acquired a work record. A university 

student has a debt of £50,000 and may not have increased future earnings at all. However, most large 

companies need to employ young people anyway, and train them at their own expense. So the apprenticeship 

program may not represent good value for the tax-payer. It may instead be using tax revenue for activities 

which would otherwise have been paid for by the private sector. While training shifts the AS curve outwards, 

it is debatable how much extra training the apprenticeship scheme has generated. 
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Chapter 5 questions: Global labour markets 
5.1 Discuss the ways in which the global labour force is changing.  (8) 

The global labour force is increasing steadily in size, but at a decreasing rate. In this respect it is mirroring the 

growth of the world’s population, and is leading to a rising old age dependency ratio whereby there are across 

the world more retired people for every worker to support. Other major shifts include the relative growth of 

the African and Arab labour forces and the relative decline of the East Asian and East European labour forces. 

Additionally the inexorable decline of employment in agriculture and manufacturing – and towards service 

industries – shows no sign of slowing down. 

Of these shifts, the most significant is likely to be the increasing old age dependency ratio, caused by longer 

life expectancy and declining fertility rates. Demand for health and social care workers will grow rapidly 

across the world while the demand for child care will decline. Additionally, retirement ages will continue to 

move upwards to make pensions affordable and retired grand-parents will be increasingly in demand to care 

for children while both parents go out to work. In many respects these changes will benefit families. While 

putting your feet up at 60 will become less common, there may be increased social interaction between the 

generations borne out of economic necessity. 

 

5.2 Assess the extent to which minimum wages are of benefit to the labour force. (8) 

A minimum wage will almost always be set above the existing wage rate of the lowest-paid occupations or 

there would be little point in having one at all. Those whose wages increase as a result are the primary 

beneficiaries of the system. However, any interference with the free market creates inefficiencies. In this case, 

the main concern is that fewer people will be employed in low-wage occupations as it will now be more 

expensive to employ them.  A farmer, for example, might substitute some of his labour with capital 

equipment. Alternatively, if the farm was a marginal economic enterprise perhaps relying on seasonal workers 

from Eastern Europe to harvest fruit then a minimum wage might tip the whole enterprise over the edge of 

bankruptcy. Additionally, a minimum wage creates a cliff edge between paid and voluntary work. You can 

volunteer for free in a charity shop or be paid (if over 25) the current minimum of £7-83 per hour but there is 

no intermediate position. This may particularly disadvantage special needs adults who might well derive both 

pleasure and vital social support helping out in a charity shop but whose personal productivity simply couldn’t 

justify paying them the legal minimum. 

On the other hand, a minimum wage set just above the equilibrium wage may also operate as a protection for 

vulnerable workers who in some contexts might be intimidated or pressured into accepting much less than 

their worth either due to mental health problems, youth or their illegal immigration status. And if the demand 

for that type of labour was inelastic then very few jobs would be lost anyway. 

 

5.3 To what extent is immigration of benefit to host countries? (8) 

Emigration is most common from highly-populated relatively poor countries such as India, Mexico, Russia 

and China. The most common destinations are North America, Europe and Oceania (Australia and New 

Zealand). Not surprisingly this benefits the migrants themselves most of the time – and those who don’t like 

the transition can normally return to their country of origin. But does it benefit the host countries themselves? 

One way in which it can is to solve the ageing crisis. Migrants tend to be young: the countries of Europe are 

getting older. So migration is one way in which the rising old age dependency ratio can be pulled back down. 

Of course, the extent to which this will benefit the host country depends on the productivity of the new 

arrivals. It is often the case that immigrants work extremely hard, pay their taxes and contribute both 

economically and culturally to the host country. However, this will be more likely to be the case if, as in 

Singapore, only the most productive professionals and entrepreneurs are allowed entry in the first place. 

Britain’s current policy of allowing unlimited immigration from all EU countries has led to large numbers of 

less-well-educated adults arriving to take low paid jobs. While this benefits the British middle classes who get 

cheap, hard-working cleaners, gardeners and builders it depresses the wages of their direct indigenous 

competitors. It is these groups who voted most strongly for less immigration by voting for Brexit. 
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Chapter 6 questions: The changing role of labour: past, present and future 
6.1 What aspects of working life are likely to be long-term constants, regardless of the state of technology? (8) 

The person selling their labour has almost always been paid less than the person buying it. The buyer of labour 

typically employs many people and has other factors of production under their control as well. Possession of 

assets implies wealth, and wealth normally implies a high income. Hence the typical employee earns less than 

national average income and this is likely always to have been the case. Indeed, the fear has been expressed 

that the computer revolution may only worsen inequality as online network economies generate industrial 

concentration and monopoly profits on a hitherto unprecedented scale. 

Secondly, the distinction between work time and leisure time seems to be an enduring constant, at least if we 

exclude disappearing lifestyles such as subsistence farming. In that context, work and life formed one 

seamless whole and a poverty-stricken whole at that. But once the benefits of specialisation are appreciated, 

trade becomes necessary and with it the distinction between working for payment as against all other 

activities. So cooking your own meals is fundamentally different from being a restaurant chef just as helping 

your child with his homework is fundamentally different from being a teacher. 

 

6.2 Is the impact on labour of the current IT revolution likely to be fundamentally different to the impact on 

labour of previous technological revolutions, such as the invention of the wheel or of electricity? (8) 

The IT revolution has many features in common with other technological advances. The destruction of 

employment in old industries was just as traumatic for the horse riders and animal carers displaced by the 

motor vehicle, as the elimination of vehicle drivers will be when existing lorries, vans and taxis are displaced 

by self-driving technology. 

However, in other respects it is quite different. First, it is happening at unbelievable speed. Unlike electricity, 

piped water or cars there is a much cheaper infrastructure required for the internet. Furthermore, as societies 

have become wealthier so the hardware and software that individuals are required to purchase to go on-line 

becomes much more affordable. An astonishing 4 billion of the 5.5 billion adults on the planet own a smart 

phone, a product first sold just 25 years ago in 1994. Secondly, the sheer scale of activities that are impacted 

by the internet –shopping, social media, education, hobbies, news, banking, entertainment, industry, medicine, 

the military, travel – puts it in the first rank of transformative technologies. But on top of that, its ever-

expanding – and apparently limitless – reach means we have little idea which field it will revolutionise next. 

Ultimately it is too early to tell whether it will be seen as the final human technological advance – after which 

artificial intelligence will take over – or merely one of a number of step jumps in human evolution. 

 

6.3 Charles Handy, writing in the 1989, predicted that ‘portfolio working’ whereby an individual might do 

two or three part-time jobs at the same time (and switch careers two or three times during a working life) 

would become the new norm. Do you agree? (8) 

Charles Handy was writing when the pace of change was speeding up. From this it followed that the job you 

trained for in your 20s might not still be needed in your 60s. So people would have to change careers. In some 

cases this has been borne out by events – how many coal miners are left in Britain, for example, or how many 

web developers were there in the 1970s? But other jobs – nursing, classroom teaching, house construction, 

repair work, representing others (e.g. in law) – address deep human needs that it is difficult to envisage 

disappearing. Of course all these jobs will evolve – perhaps out of all recognition – over a forty year working 

life, but it has not yet become ‘the norm’ to switch directions entirely. 

Equally, holding down two or three part-time jobs at the same time means that neither side is fully invested in 

the employment relationship. Such an arrangement might suit some people for some of the time, but for the 

majority of workers with mortgages and other monthly outgoings to pay a single full-time job is an unbeatable 

way of putting food on the table both for today and also for tomorrow. Of course, with the IT revolution in full 

swing anything could happen in the future – but for now the world of work has not yet been transformed in the 

way envisaged by Charles Handy 30 years ago.  

*** 


