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MEANING OF UNEMPLOYMENT

	 Unemployment	 is	defined	as	 the	condition	
of	 being	 unemployed,	 or,	 it	 refers	 to	 the	
number	 or	 proportion	 of	 people	 in	 the	
working	 population	 who	 are	 unemployed	
(have	 no	 jobs).	An	 unemployed	 person	 is	
one	who	is	an	active	member	of	the	labour	
force	 and	 is	 able	 to	 and	 seeks	 work,	 but	
is	 unable	 to	 find	 work	 during	 a	 specified	
reference	 period	 (a	week	 or	 a	month	 or	 a	
year).

	 The	total	population	of	a	country	is	divided	
into	four	categories	as	illustrated	below.	

	 Category	 I	 is	 comprised	 of	 all	 those	
economically	 active	 people,	 between	 15	
and	65	years,	who	are	currently	employed	
during	a	specified	reference	period	(a	week,	
or	a	month,	or	a	year).

	 Category	II	represents	all	those	economically	
active	people,	between	15	and	65	years,	who	
are	currently	unemployed	during	a	specified	
reference	period	(a	week,	or	a	month,	or	a	
year),	 but	 are	 capable	 of,	 and	 are	 looking	
for	employment.

	 Category	 III	 represents	 all	 those	 people	 ,	
between	15	and	65	years,	who	are	neither	
employed	nor	are	seeking	any	employment,	
in	 other	 words,	 those	 who	 are	 not	 in	 the	
labour	force.

	 Category	 IV	 represents	 all	 those	 people	
aged	 below	 15	 years	 and	 above	 65	 years,	
and	other	people	excluded	from	the	above	
mentioned	three	categories	for	any	reason.

	 The	total	population	of	a	country	is	the	sum	
of	all	these	four	categories:	I	+	II+	III+IV;	
and	labour	force	is	defined	as	I	+	II.

	 The	 unemployment	 rate	 is	 defined	 as	
the	 percentage	 of	 the	 labour	 force	 that	 is	
unemployed,	which	can	be	represented	as:

 TYPES OF UNEMPLOYMENT

	 Broadly,	 unemployment	 can	 be	 divided	
into	 two	types:	voluntary,	and	involuntary,	
unemployment.	 Voluntary	 unemployment	
arises	due	 to	reasons	 thatare	specific	 to	an	
individual,	while	involuntary	unemployment	
is	 caused	 by	 a	 largenumber	 of	 socio-
economic	 factors	 such	 as	 structure	 of	 the	
market,	 level	andcomposition	of	aggregate	
demand,	 government	 intervention,	 and	
so	 on.	 Thus,	 thereare	 different	 kinds	
ofunemployment	depending	on	 the	nature,	
causes,	 and	 durationofunemployment.	
Unemploymentis	 broadly	 classified	 in	
following	categories.

	 Structural	 Unemployment:	 This	 kind	
of	 unemployment	 occurs	 when	 there	
is	 anychange	 in	 consumer	 demand	 and	
technology	 in	 the	 economy.	 For	 instance,	
whencomputers	 were	 introduced,	 many	
workers	 were	 dislodged	 because	 of	 a	
mismatchbetween	 the	 existing	 skills	 of	
the	 workers	 and	 the	 requirement	 of	 the	
job.	 Althoughjobs	 were	 available,	 there	
was	a	demand	for	a	new	kind	of	skill	and	
qualification.So,	 persons	 with	 old	 skills	
did	 not	 get	 employment	 in	 the	 changed	
economic	regime,	and	remain	unemployed.	
This	is	called	structural	unemployment.

UNEMPLOYMENT
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	 Cyclical	Unemployment:	When	there	is	an	
economy-wide	decline	in	aggregatedemand	
for	goods	and	services,	employment	declines	
and	 unemploymentcorrespondingly	
increases.	Therefore,	it	is	sometime	referred	
to	as	'demand	deficientunemployment'.	For	
instance,	during	the	recent	global	slowdown,	
in	late	2008,	manyworkers	around	the	globe	
lost	their	jobs.

	 Frictional	 Unemployment:	 This	 type	 of	
unemployment	refers	to	a	transition	periodof	
looking	for	a	new	job,	for	different	reasons,	
such	as	seeking	a	better	job,	being	fired	from	
a	 current	 job,	 or	 having	 voluntarily	 quit	 a	
current	 job.	 The	 period	 of	 timebetween	
the	 current	 to	 a	 new	 job	 is	 referred	 to	 as	
frictional,	or	temporary	unemployment.

	 Seasonal	Unemployment:	a	type	of	frictional	
unemployment,	 occurs	 in	 specificactivities	
or	 occupations	 which	 are	 characterized	
by	 seasonal	work.	An	 example	 ofseasonal	
unemployment	 is	 the	 joblessness	 during	
non-cultivation	in	rural	areas.

	 Natural	Rate	of	Unemployment:	The	sum	total	
of	frictional	and	structuralunemployment	is	
referred	as	the	natural	rate	of	unemployment.

	 Open	Unemployment:	Open	unemployment	
arises	 when	 a	 person,	 voluntarily	
orinvoluntarily,	 keeps	 himself	 or	 herself	
out	 of	 consideration	 for	 certain	 jobs.It	 is	
important	 to	 note	 that	 the	 type	 and	 nature	
of	 unemployment	 differs	 significantlyin	
developing	 and	 developed	 countries.	
Unemployment	 in	 developed	 countries	
arisesdue	 to	 the	 lack	 of	 effective	 demand	
and/or	 economic	 slow	 down,	 recession,	
or	 depression.	 In	 developing	 countries,	
unemployment	 occurs	 largely	 due	 to	 a	
lower	demand	for	labour	and/or	inadequate	
employment	opportunities	in	the	economy.	
Such	a	situation	occurs	due	to	the	subsistence	
nature	 of	 agriculture,	 a	 low	 industrialbase	
and	the	small	size	ofthe	tertiary	sector.	Let	
us	now	discuss	the	various	concepts

	 of	unemployment	applicable	to	developing	
nations,	including	India.

	 All	 developing	 countries,	 including	 India	
suffer	 from	 structural	 unemployment,	
whichexists	 both	 in	 open	 and	 disguised	
forms.	 The	 problem	 in	 developing	
countries	 canbetter	 be	 summarized	 as	
underemployment	 -	 a	 partial	 lack	 of	
work,	 low	 employment	 income,	 and	
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underutilization	of	skills	or	low	productivity	
rather	 than	 unemployment	 as	 discussed	
above.	 Thus,	 underemployment	 describes	
the	condition	of	those	who	work	part	 time	
because	 full	 time	 jobs	 are	 unavailable	 or	
employed	on	a	full	time	basis	but	the	services	
they	render	may	actually	be	much	less	than	
full	 time(disguised	 underemployment)	 or	
who	are	employed	in	occupations	requiring	
lower	levels	of	skills	than	they	are	qualified	
for	 (hidden	 underemployment).	 A	 related	
concept	is	that	of	working	poor	-	those	who	
actually	 work	 long	 hours	 but	 earn	 only	 a	
low	income	below	the	poverty	line.	In	other	
words,	working	poor	is	defined	as	asituation	
when	 individuals	 or	 households,	 in	 spite	
ofbeing	 employed,	 remain	 in	 relative	
poverty	 due	 to	 low	 levels	 of	 wages	 and	
earnings.

MEASUREMENT OF UNEMPLOYMENT

	 In	 India's	 statistical	 system,	 the	 most	
comprehensive	 and	 reliable	 data	 on	
employment	 and	 unemployment	 are	
compiled	 by	 the	 National	 Sample	
Survey	 Organization	 (NSSO).	 Based	 on	
differentreference	 period	 (a	 year,	 a	 week,	
and	 each	 day	 of	 a	week),	NSSO	provides	
four	 different	 measures	 of	 employment	
and	 unemployment.	 The	 following	 are	
somemethods	of	measuring	unemployment.

(i)		Usual	Principal	Status	Unemployment	(UPS):	
This	 is	 measured	 as	 the	 numberofpersons	
who	remained	unemployed	for	a	major	part	
of	 the	 year.	 The	 persons	 covered	 by	 the	
survey	may	be	classified	into	those	working	
and/or	 availablefor	work	 in	 their	 principal	
activity,	and	those	working	and/or	available	
for	work	 in	a	subsidiary	activity,	 that	 is,	a	
sector	 other	 than	 their	 principal	 activity.	
Hence,within	 the	usual	 status	 concept,	 the	
estimates	 are	 now	 derived	 on	 the	 usual	
principal	status	as	well	as	the	usual	principal	
and	 subsidiary	 status	 basis.	 Theusual	

status	 unemployment	 rate	 is	 a	 person	 rate	
and	 indicates	 chronicunemployment,	
because	 all	 those	 who	 are	 found	 usually	
unemployed	 in	 thereference	 year	 are	
counted	 as	 unemployed.	 This	 measure	
is	 more	 appropriateto	 those	 in	 search	 of	
regular	 employment,	 e.g.,	 educated	 and	
skilled	 personswho	may	 not	 accept	 casual	
work.	 This	 is	 also	 referred	 to	 as	 'open	
unemployment'.

(ii)		Usual	 Principal	 and	 Subsidiary	 Status	
Unemployment	 (UPSS):	 Hereperson	 is	
considered	 unemployed,	 if	 besides	 UPS,	
those	available	but	unable	to	find	work	on	a	
subsidiary	basis	during	a	year.

(iii)	Current	 Weekly	 Status	 Unemployment	
(CWS):	This	refers	to	the	numberof	persons	
who	 did	 not	 find	 even	 an	 hour	 of	 work	
during	the	survey	week.

(iv)	Current	 Daily	 Status	 Unemployment	
(CDS):	 This	 refers	 to	 the	 number	 of	
persons	 who	 did	 not	 find	 work	 on	 a	 day,	
or	on	 some	days,	during	 the	 survey	week.	
Rates	 of	 unemployment	 differ	 based	 on	

different	concepts	and	these	concepts	have	
their	 own	 advantages	 and	 limitations	 and,	
therefore,	 they	 have	 different	 implications	
for	 analysis	 and	 policy	 formulation.	 The	
UPS	 and	UPSS	measure	 reflect	 only	 long	
term	 unemployment	 spells.	 The	 CWS	
measure	 captures	 shorter	 unemployment	
spells,but ignores unemployment for less 
than	a	week.	The	CDS	measure	is	the	most	
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inclusive,	 capturing	 both	 open	 as	 well	 as	
partial	unemployment.	

UNEMPLOYMENT AND INFLATION 
RELATIONSHIP

	 In	 economic	 literature	 there	 are	 many	
different	accounts	of	labour	market	theory.	
All	 labour	 market	 outcomes	 have	 been	
explained	 by	 theoretical	 arguments	 with	
the	 help	 of	 three	main	 forces:	 the	 market	
forces	 ofdemand	 and	 supply;	 institutional	
forces	 inthe	 form	 of	 government,	 union,	
and;	 sociological	 factors	 such	 as	 cultures,	
class,	 customs,	 and	 family	 background.	
With	 this	 framework,	 different	 schools	 of	
thought-	the	classical,	the	neoclassical,	and	
the	institutional	schools	-emerged	in	labour	
economics	 literature.	 They	 were	 based	
on	 relative	 importance	 and	 the	 working	
of	 these	 forces	 to	 bring	 about	 specific	
labour	market	out-comes.	The	neoclassical	
school	focused	primarily	on	the	Alternative	
theoretical	 explanations	 on	 the	 problem	
of	 unemployment	 have	 been	 putforward	
by	 different	 schools	 of	 economic	 thought.	
Keynesian	 economic	 thinkingfocuses	 on	
lack	 of	 effective	 demand	 for	 goods	 and	
services	 which	 causeunemployment	 in	
an	 economy,	 and	 argues	 that	 government	
policies,	 both	 monetary	 and	 fiscal,	 could	
be	 used	 to	 increase	 aggregate	 demand,	
thus,	 increasing	 economicactivity	 and	

reducing	unemployment	 and	deflation.	On	
the	 contrary,	 the	ClassicalandNeoclassica1	
Schools	of	thought	have	focused	on	labour	
market	 rigidities,	 such	 as	 minimum	 wage	
and	 other	 regulations	 as	 explanations	
for	 unemployment	 in	 aneconomy.	 But	
these	 explanations	 may	 not	 be	 adequate	
enough	 to	 explain	 the	 problem	 operation	
of	market	forces	in	determining	the	wages	
and	 allocation	 of	 labour,	 and	 considered	
other	 institutional	 and	 social	 factors	 as	
given.	 On	 the	 contrary,	 the	 institutional	
school	emphasized	the	role	of	 institutional	
forces,	such	as	internal	labour	markets	and	
unions,	 andsociological	 factors,	 such	 as	
class	and	discrimination,	segmentation,	and	
stratification	Unemployment	 in	 the	 labour	
market.	 The	 institutional	 school,thus,	 puts	
emphasis	 on	 the	 unique	 features	 of	 the	
labour	 market,	 and	 explains	 how	 these	
forces	abate	the	role	of	market	forces.

	 It	 is	 desirable	 to	 understand	 an	 important	
theoretical	 exposition	 of	 the	 relationship	
between	 unemployment	 and	 inflation	
discovered	 by	 A.	 W.	 Phillips.	 He	
established	an	inverse	relationship	between	

unemployment	 andinflation,	 showing	
a	 downward	 sloped	 curve,	 popularly	
known	as	 the	Phillips	curve.	He	explained	
the	 trade-off	 between	 unemployment	
and	 inflation,and	 how	 any	 attempt	 by	
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governments	to	reduce	unemployment	was	
likely	to	cause	increased	inflation.

UNEMPLOYMENT IN INDIA

	 In	 India,	 the	 unemployment	 rates	 by	
the	 four	 alternative	 concepts	 (the	 usual	
principal	 status;	 the	 usual	 principal	 and	
subsidiary	status;	the	current	weekly	status;	
and,	 the	current	daily	status)	have	become	
available	 from	various	 rounds	 of	National	
SampleSurvey	Organization.

	 There	has	been	a	continuous	and	consistent	
decline	 in	 the	 primary	 sector,	 i.e.,	
agriculture,	 and	 increase	 in	 the	 share	 of	
secondary	and	tertiary	sector	employmentin	
total	 employment.	 However,	 employment	
diversification	 has	 been	 slow.	 Duringthe	
period	of	1972-73	to	2004-05	the	share	of	
agriculture	 has	 declined	 from	 nearly74.0	
per	cent	in	1972-73	to	56.5	per	cent	in	2004-
05.	On	the	contrary,	the	share	ofsecondary	
sector	 employment	 has	 increased	 from	 1	
1.3	to	18.7	per	cent	during	thesame	period.	
Similarly,	 the	 share	 of	 tertiary	 sector	
employment	 has	 also	 increased,at	 a	 faster	
rate,	especially	after	1987-88.

	 Another	important	facet	of	the	structure	of	
employment	 is	 that	 of	 the	 distribution	 of	
workers	by	 their	employment	status.	Even	
though,	there	has	been	a	shift	of	employment	
from	agriculture	to	non-agriculture,	the	share	
ofregular	 wage	 employeeshas	 remained	
more	 or	 less	 stagnant.	 More	 than	 50	 per	
cent	of	the	total	workforce	is	self	employed.	
The	unprecedented	rise	in	self	-employment	
and	 a	 stagnant	 share	 of	 regular	 workers	
raise	 doubts	 on	 the	 nature	 and	 quality	 of	
employment	 available	 in	 the	 economy.	 In	
the	 absence	 of	 any	 direct	 employer	 as	 in	
the	 case	of	 self-employment,	 it	 is	 difficult	
to	 assess	 the	wages	 and	 earnings	 of	 these	
workers.	

SELF EMPLOYED, REGULAR 
EMPLOYEES AND CASUAL 

WORKER

	 The	National	Sample	Survey	Organization	
(NSSO)	 characterizes	 employmentas	 'self-
employed',	 or	 'regular	 salaried	 jobs'	 or	
'casual	 labour'.	 Persons	 whooperate	 their	
own	 farm	 or	 non-farm	 enterprises,	 or	 are	
engaged	independently	ina	profession/trade	
on	their	own,	or	in	partnership	are	deemed	
to	 be	 self-employed.The	 essential	 feature	
of	 the	 self-employed	 is	 that	 they	 have	
autonomy	(i.e.,	what,how,	where,	and	when	
to	 produce)	 and	 economic	 independence	
(i.e.,	 market,scale	 of	 operation,	 and	
money	 transactions)	 in	 carrying	 out	 their	
operations.	 Persons,	 who	 work	 in	 others'	
farms	or	non-farm	enterprises	and,	in	return,	
receivesalary	 or	 wages	 on	 a	 regular	 basis	
(i.e.,	 not	 on	 the	 basis	 of	 daily	 or	 periodic	
renewal	 of	 work	 contract)	 are	 defined	 as	
'regular	 salaried	workers'.	 Finally,	 aperson	
who	is	casually	engaged	in	others'	farms	or	
non-farm	enterprises	and,	inreturn,	receives	
wages	 according	 to	 the	 terms	 of	 the	 daily	
or	periodic	workcontract,	 is	classified	as	a	
'casual	labourer'	(NSSO,	2001).

	 Theoverall	employment	has	declined	 from	
2.48	per	cent	during	1972-73/1	983-84		 to	
1.98during	 1993-94/2004-05.	 All	 three	
broad	 sectors	 have	witnessed	 a	 slowdown	
in	 employment	 growth	 rates	 during	 the	
above	 mentioned	 period.	 Agriculture,	 the	
largestemployer,	 has	 experienced	 a	 steep	
decline	 in	 growth	 rates.	 On	 the	 contrary,	
secondaryand	 tertiary	 sectors	 have	 shown	
significant	 positive	 growth	 rates.	 But,	
overallemployment	 growth	 is	 largely	
influenced	 by	 agriculture,	 since	 its	 share	
in	 total	 employment	 is	 the	 largest.	 The	
decline	 in	 job	 creation	 in	 agriculture	may	
be	identified	as	one	of	the	important	reasons	
behind	 the	 increasing	 unemployment	 in	
India.
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	 Open	 unemployment	 as	 measured	 byUPS	
has	increased	from	2.60	in	1993-94	to	3.10	
per	cent	in	2004-05,	and,	according	to	CWS,	
from	3.60	to	4.40	per	cent	during	the	same	
period.	The	CDSmeasure	of	unemployment	

is	not	only	higher	than	that	ofUPS,	but	over	
the	years,	it	has	increased.	The	differential	
rates	ofunemployment	clearly	indicate	that	
the	 problemof	 underemployment	 is	 more	
acute	than	that	of	open	unemployment.
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