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On the definition of involuntary unemployment*

Malcolm Sawyer and David Spencer

Economics Division, L eeds University Business School

1. Introduction

Ever since Keynes wrote his General Theory (hereafter GT), there has been interest amongst
economists in the concept of involuntary unemployment. Keynes defined this concept in two
separate ways in his GT and debate has continued as to whether these two definitions are
compatible. But there remains a wider concern over whether, in fact, Keynes defined
involuntary unemployment at all (see de Vroey, 2004). Keynes sought to indicate the
conditions under which involuntary unemployment would exist in the real world but did not
offer a theoretical definition of involuntary unemployment as such. This raises a broader
issue as to the development of macroeconomics since Keynes, in so far as little regard has
been given to the question of who isto be classified as involuntarily unemployed at any given
point in time.

This question provides the motivation for the following paper, which focuses directly upon
the conception of involuntary unemployment. It considers the two definitions of involuntary
unemployment offered by Keynes in his GT, and argues that the definitions are significantly
different and are more akin to tests of the existence of unemployment than definitions.
Further, it is argued that each of the definitions is model specific and would only signal the
existence of involuntary unemployment under certain rather restrictive assumptions. As the
definitions of Keynes are regarded as flawed, we seek to develop our own definition of
unemployment. It is argued that unemployment as a concept aways involves denia of the
exercise of choice and should be seen asintrinsically involuntary. In addition, it is argued that

involuntary unemployment is a macroeconomic rather than a microeconomic concept.



The paper is organised as follows. Section 2 sets out some terminological and conceptual
issues which inform the ensuing discussion. Sections 3 and 4 examine Keynes's two
definitions of involuntary unemployment. Section 5 addresses the issue of imperfect
competition as a factor in the explanation of unemployment. Section 6 presents a new
definition of involuntary unemployment. Section 7 concludes.

2. Issuesof terminology and of concept

A magjor difficulty which has plagued macroeconomics and the discussion of unemployment
arises from the status and meaning of the curve which relates the real product wage and the
level of employment arising from decisions made by firms. This curve, which we will label
the ‘employment real wage relationship’ (hereafter ERWR) may refer to the firm level or be
aggregated up to the industry or economy level. It is, of course, often called the demand for
labour curve (or function, schedule etc.) but that terminology is, in general, misleading. The
genera notion of a demand function (which in the terminology of Clower (1965) would refer
to ‘notional demand’) is that it indicates how much would be demanded at each given price
and that movements along the demand function come from parametric variations in price.
Y et, the employment real wage relationship does not have those features, and specificaly the
real (product) wage is generally set by firms as a consequence of their pricing decisions and
movements along the ERWR arise from, inter alia, movements in the level of aggregate
demand.

In the neo-classical presentation, in a situation of perfect competition, a firm is assumed to
maximise profits, from which the condition of margina product of labour equal to the redl
wage is derived. This is then trandated into the demand for labour curve under the
assumption that price and money wages are given so far as the firm is concerned, and that
movements along the demand curve arise from variations in the price:wage ratio. Further,
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that the only variables influencing demand for output are relative prices (and not the level of
aggregate demand).

The perspective of Keynes (1936) of relevance here involves two elements. First, the level of
employment is determined by the level of effective demand. Second, firms adhere to the rule
of price equals marginal cost (though a constant mark-up of price over marginal cost would
not change matters significantly, provided that firms still operate on the rising portion of their
marginal cost curve). Keynes (1936, p.294) argued that ‘in a single industry its particular
price-level depends partly on the rate of remuneration of the factors of production which
enter into its marginal cost, and partly on the scale of output. There is no reason to modify
this conclusion when we pass to industry as awhole' . Keynes (ibid., pp.302-3) continued that
‘The cost-unit, or, subject to the above approximation, the wage-unit, can thus be regarded as
the essentia standard of value; and the price-level, given the state of technique and
equipment, will depend partly on the cost-unit and partly on the scale of output, increasing,
where output increases, more than in proportion to any increase in the cost unit, in
accordance with the principle of diminishing returns in the short period'. It can be seen from
this that what Keynes terms as the ‘first classical postulate’, that the real product wage equals
the marginal product of labour, will be met. Yet, in the GT, ‘the marginal product curveis not
the demand curve for labor’ (to use the first part of thetitle of Davidson’s (1983) article). The
real wage is set by firms from their pricing decisons and changes in the real wage,
employment combination would arise from changes in the level of effective demand. That is,
achange in effective demand leads to a change in employment, which in turn causes a change
in the real wage: here the direct causation runs from employment to real wages, not the other
way around, as is assumed in neoclassical theory. Keynes believed that firms would operate
on their downward-sloping marginal product of labour curve. Writing to Ohlin in 1937,
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short period as one of the few incontrovertible propositions of our miserable subject’. Hence
increased use of labour would be associated with a lower marginal product and thereby redl
wage, though Keynes viewed any increase in the use of labour as arising from an increase in
demand.

In the case of imperfect competition, the nature of the relationship between employment and
the real wage is even clearer (for further elaboration see Sawyer, 1992, 2002). Take the
simplest case, that of monopoly. The short-run objective function of the enterpriseis given as
follows IT = P(q,X).q - W.I where g = f(l, k): P is price charged by the firm, g enterprise
output, X is a vector of variables influencing the demand facing an enterprise including the
level of aggregate demand, W the enterprise nominal wage, | the labour input, k is the capital
stock. Lower case letters refer to quantities at the enterprise level. Materia inputs are omitted
since their inclusion would complicate the analysis without being of importance to the points
which we wish to explore here.

Using the level of employment as the key decision variable, with the capital stock and Z held
constant, the first order condition for profit maximisation yields:

W
P(a,2)

(e-l) a (l )a—l klfa fl(l k l—a) -

(D)

where f' is the first partial derivative of f with respect to the first argument and e is the
elasticity of demand. This first order condition has often been regarded as the demand for
labour schedule but it is clearly not. The enterprise sets the real product wage through its
decisions over price. Further, this equation provides only a point outcome: it is an equation in
| (k being treated as given at this point, P, g being functions of 1) which can be solved to give
the level of employment, from which the level of output, real product wage and price can be
derived. In order to map out a relationship between the rea product wage and employment
based on equation (1) it is necessary to vary some exogenous variable, and the level of

aggregate demand is the one on which we focus. Movements in the level of aggregate
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demand would generate movements in employment, and in turn, the real product wage.
Making such variations in Z would lead to arelationship as sketched in Figure 1, where it is
assumed that the function f is such that it initially displays increasing returns to labour and
then diminishing returns. If the elasticity of demand is constant, then the relationship in
Figure 1 is merely the inversion of the U-shaped short run cost curve. The relationship
derived from equation (1), and its aggregate counterpart, is drawn as the ERWR curve in
Figure 1.

Figure 1 near here
The ERWR curve (whether under perfect or imperfect competition) differs conceptually from
the notional demand for labour curve. The ERWR and the demand for labour curves may
have a similar shape and there has often been confusion between them. The particularly
significant difference between them is that movement along the demand for labour curve
would come from variations in the real wage facing firms (under the assumption that firms
could sell the resulting output) whereas movement along the ERWR comes from variations in
the level of aggregate demand. This has obvious policy implications, in so far as the cause of
fluctuations in employment differs between the two cases. The above discussion enables us to
proceed to an examination of Keynes's two definitions of involuntary unemployment.
3. Keynes'sfirst definition
The first definition of involuntary unemployment provided by Keynes was as follows: ‘Men
are involuntarily unemployed if, in the event of a small rise in the price of wage-goods
relatively to the money wage, both the aggregate supply of labour willing to work for the
current money-wage and the aggregate demand for it at that wage would be greater than the
existing volume of employment’ (Keynes, 1936, p.15, emphasis in original). This is not a
definition, only that involuntary unemployment can be said to exist, if lower real wages are

associated with an increase in both the demand for and supply of labour above the existing



level of employment. But it appears to carry with it connotations for the causes of
unemployment: that is, a position of involuntary unemployment is due to the real wage being
too high to clear the labour market. Firstly, it can be noted here that Keynes is speaking of
unemployment of people rather than underemployment in terms of hours worked. It could be
said that, when he spoke of the aggregate supply of and aggregate demand for labour, this
referred to the supply of and demand for numbers of people under the assumption that
average hours worked are constant. Alternatively, it could be interpreted in terms of hours
worked with the distribution between numbers and hours to be determined. Secondly, the
emphasis is very much on adjustment in the real wage, with a reduction in the rea wage,
brought about by higher prices, being associated with a rise in both the quantities demanded
and supplied of labour. Thiswould seem to suggest that the rise in employment brought about
by an increase in demand is accompanied by afall in the real wage.

As Darity and Young (1997, pp.22-3) argue, Keynes's first definition of involuntary
unemployment ‘is identical with the straightforward notion of an excess supply of labour
under the following narrow conditions. 1) the aggregate demand schedule for labour is
negatively related to the real wage; 2) the aggregate supply schedule for labour is positively
related to the real wage; 3) the only endogenous variable that both schedules depend upon is
the real wage rate; 4) there is only one sector in the macroeconomy’. This quote is suggestive
of a competitive demand and supply framework with the real wage above the market clearing
level (and the short-side of the labour market determining employment). A lower real wage
then is associated with a greater quantity of labour demand than initially (where labour
demand equals actua employment) and to afall in the quantity of labour supplied (assuming
the labour supply curve is upward sloping), but with the available supply of labour remaining
greater than initial employment. Full employment is restored in this case once the labour

market clears.



Joan Robinson had much earlier pointed out that ‘Mr. Keynes definition of involuntary
unemployment is not strictly accurate .... [it] is appropriate only to short-period conditions,
when afall in real wagesis a symptom of an increase in effective demand, and it is formally
correct only for cases in which the elasticity of supply of labour in terms of real wagesis zero
or positive’ (Robinson, 1937, p. 172, fn. 1). The restrictiveness of this definition, as Robinson
went on to show, can be readily seen by relaxing these assumptions (see Ambrosi, 2003,
pp.91-2). Thus, the implied equality between labour market clearing and the absence of
involuntary unemployment given by Keynesin his first definition can be shown to be invalid
under (not unrealistic) conditions relating to the slopes of the ‘demand’ and supply of labour
curves, aswill be shown below.
It may be noted at this point that Keynes used the term ‘aggregate demand for labour’, and
Darity and Young the term *aggregate demand schedule for labour’. The common usage of
these terms (which is also suggested by Keynes's distinction (1936, p.25) between aggregate
demand and supply functions and the point of effective demand as the intersection of the two
functions) would be the demand for labour in total. Thisis with labour treated as homogenous
or measured in equivalent units asis confirmed by Keynes in the following quote:
‘For, in so far as different grades and kinds of labour and salaried assistance enjoy a
more or less fixed relative remuneration, the quantity of employment can be
sufficiently defined for our purposes by taking an hour’s employment of ordinary
labour as our unit and weighting an hour’'s employment of specia labour in
proportion to its remuneration; i.e. an hour of special labour remunerated at double
ordinary rates will count as two units. We shall cal the unit in which the quantity of
employment is measured the labour-unit; and the money-wage of a labour-unit we

shall call the wage-unit....This assumption of homogeneity in the supply of labour is



not upset by the obvious fact of great differencesin the specialised skill of individual

workers and in their suitability for different occupations.” (Keynes, 1936, p.41)
Darity and Young (1997) argue that Keynes's first definition of involuntary unemployment
breaks down if the labour demand or labour supply schedules are sensitive to any endogenous
variable other than real wages. We would endorse that view since we would argue that the
demand for labour schedule is sensitive to the level of aggregate demand.
In order to consider the basis of the argument against Keynes's first definition, we use the
schedules for the ‘employment real wage relationship’ (ERWR) and the supply of labour, so
asto illustrate how his definition relies on the slopes of these schedules being ‘ conventional’.
The ERWR, as shown above, is interpreted as portraying the link from effective demand to
employment to the real wage. The supply of labour schedule is taken to reflect the maximum
level of employment available at given real wages based on the idea that most workers face
some compulsion to work, and that the available workforce is determined by certain social
and institutional considerations regarding eligibility for work. Our underlying view of labour
supply can be contrasted with the usual one (including that of Keynes) which rests on
‘disutility’ considerations, and which sees full employment as ‘choice-determined’ (for
further discussion see Spencer, 2006; Sawyer and Spencer, 2006).

Figure 2 near here

In Figures 2a and 2b, the ERWR is portrayed as positively sloped. This is, of course, ruled
out under perfect competition but under imperfect competition the real wage-employment
relationship can readily be positively sloped over some range (as indicated above).
We start with Figure 2a where the ERWR is shallower than the upwards sloping labour
supply schedule. If the adjustment process here were one of real wage changes, then this
would be an unstable situation in that when the real wage is above the market clearing level,

employment offered exceeds supply, and real wages would be presumed to rise. Consider



though the determination of the level of employment by effective demand. When
employment is at L1, then there would be overfull employment, and a reduction in real wage
would be associated with a decline in employment, and a decline in the extent of overfull
employment. When employment is at L2, then there would be unemployment and a fal in
unemployment would be associated with a rise in the real wage. Keynes's test for the
existence of involuntary unemployment would fail in this case.

For Figure 2b, where the ERWR is steeper than the upwards sloping labour supply schedule,
employment at L3 would involve unemployment (as S exceeds ERWR) and a reduction in
employment would be accompanied by a reduction in unemployment (the gap between S and
ERWR) and a reduction in the real wage. Employment at L4 would be one of overfull
employment, and a rise in employment would be associated with a rise in the real wage.
These results are again inconsistent with Keynes's first definition of involuntary
unemployment.

In figures 2c and 2d both the ERWR and labour supply schedules are drawn as downward
doping. The shape of the labour supply schedule could be explained by the increased
pressure to work that workers will face to meet their existing needs as wages fall: hence the
view of a forward sloping labour supply curve at lower wage levels (see Prasch, 2000).
Figure 2c implies that employment at L5 would involve overfull employment. Here, if we
followed the letter of Keynes's first definition, we would have the fase appearance of
involuntary unemployment, in so far as an effective demand induced fall in real wages would
call forth agreater increase in the available supply of labour (Robinson, 1937, p.172; see also
Ambrosi, 2003, p.91). Employment at L6 would be compatible with unemployment, with an
increase in employment being associated with a lower real wage and declining
unemployment. Figure 2d would mean that at employment L7 there would be unemployment

(since S exceeds ERWR) and a decline in employment would accompany arise in real wages



and a reduction in unemployment, whereas employment at L8 would indicate overfull
employment and an increase in employment would be associated with afall in real wages and
adecrease in the extent of overemployment.
In terms of Figure 2, there are four cases (L1, L4, L5, L8) where overfull employment arises
under the assumption that employment is demand determined, and two of those (L1, L8) are
cases where the real wage would be above the market clearing level. In two cases of
unemployment (L2, L3) a decline in real wages would be associated with a decline in the
demand for labour, and in two cases (L6, L7) a decline in real wages would be associated
with demand for labour and supply of labour exceeding the initial level of employment. The
clear point which emerges from these diagrams is that the relationships between real wages
and employment, between real wages and unemployment and between unemployment and
employment are model specific.
There may be a tendency to treat the diagrams drawn in figure 2 as a curiosum. But, in the
context of labour, the widely-used idea of a backward bending supply of labour indicates the
possibility that the supply of labour curve is negatively sloped, and imperfect competition
(increasing returns) and some empirical evidence suggests that the relationship between red
wage and employment is a positive one (e.g. Blanchflower and Oswald, 1994). These various
diagrams serve to illustrate the extent to which Keynes's first definition of involuntary
unemployment is model specific (in terms of the slopes of the schedules involved) and this
definition would not identify involuntary unemployment in other situations.

Figure 3 near here
However, in Keynes's approach the margina product of labour curve is not the demand for
labour curve, and we now consider implications of that statement. In figure 3, suppose for a
given level of effective demand, employment is at the level L* .Whether or not L* is a

position of full employment depends on the real wage. In terms of Keynes' s first definition of
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involuntary unemployment, the real wage is at W1, and there is unemployment in terms of
the difference between the available supply of labour (here denoting the maximum level of
employment) and the effective demand determined level of actua employment. Like the
neoclassicals, Keynes defined the labour supply curve in terms of the marginal disutility of
labour (Spencer, 2006). If the real wage is at W2, then there would be a position of full
employment in the sense of labour being on its supply curve (i.e. the real wage is equal to the
marginal disutility of labour). Thereis then a sense in which unemployment in Keynes (1936)
does arise from real wages being too high to clear the labour market but any real wage above
the market clearing level denotes unemployment by definition — hence the association of
unemployment with non-labour market clearing: however in Keynes (1936) there is no
mechanism by which the real wage would fall from W1 to W2. Although unemployment is
perceived to be generated by a lack of demand (in the sense that demand is less than the
equivalent of L+), full employment could be restored by a drop in the real wage to W2
(leaving aside issues such as the effect of real wages on demand and issues concerned with
declining wages rather than lower wages).

Keynes's argument in chapter two of the GT proceeds as if the real wage is at W1, and his
first definition of involuntary unemployment implies that the labour market features an
excess supply of labour, with arise in demand leading to alower real wage, via higher prices.
This will reduce involuntary unemployment through a combination of higher employment
due to higher aggregate demand and increased voluntary leisure due to the induced fall in the
real wage — the real wage adjusts in this case via changes in effective demand. The case of
the real wage being too high is, of course, the flip side of prices being too low (relative to
money wages). In effect, firms can be said to have too little market power to raise prices. In
this situation, unemployment could be resolved if either firms received more market power

and drove down real wages (clearly this would have negative effects on the distribution of
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income), or if workers were not so keen to work as much, i.e. if the supply of labour curve
shifted to the left.! In both cases, the change in unemployment can be seen to occur without
any change in effective demand.

Keynes's first definition of involuntary unemployment suggests a change in the real wage as
accompanying the fall in involuntary unemployment: but this fits in with later chapters of the
GT only if the reduction in the real wage comes as a result of an increase in aggregate
demand which generates an increase in output and thereby in marginal cost which raises the
price of output, thus reducing the real wage. Further, it requires that firms have indeed set
their prices (p) according to margina cost (mc) (for then p = mc = w/mpl, w wage, mpl
margina product of labour, and hence mpl = w/p). If firms have set their prices above
marginal cost, then the real wage is lower than otherwise and firms are not operating along
the marginal product of labour schedule. In terms of Figure 3, firms could be operating at any
real wage between W1 and W2. At real wage W2, there would be full employment in the
sense of labour being on its supply curve. At a wage between W2 and W3, an increase in
effective demand would increase employment without any necessary implications for the rea
wage: hence the great importance attached to aggregate demand in this case. A reduction in
the real wage (when the real wage is between W3 and W2) would involve no change in
employment though the quantity of labour supplied would be reduced. The existing level of
employment would remain unchanged but full employment would diminish, due to an
increase in voluntary leisure.

In this section we have given examples to support our contention that Keynes's first
definition of involuntary unemployment is model specific and at most only applies where the
‘demand’ for and supply of labour have the conventional negative and positive slopes

respectively. To what extent did Keynes move beyond the confusion created by the
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discussion of unemployment contained in chapter two of the GT? This question is addressed
in the following section.
4. Keynes ssecond definition
Keynes (1936) provided in chapter three of the GT a second definition of involuntary
unemployment based on the responsiveness of employment to an increase in effective
demand. This entailed defining involuntary unemployment in terms of its opposite, namely
full employment. Thus, Keynes wrote, ‘an alternative, though equivalent criterion [for full
employment] is that a which we have now arrived, namely a situation in which aggregate
employment is inelastic in response to an increase in effective demand for its output’
(Keynes, 1936, p.26).
Darity and Young (1997, p.25) reproduce the following quotes from Keynes's writings after
the GT which provide a similar view on full employment (and by implication on involuntary
unemployment).
‘The only reason why the orthodox theory denies the multiplier is because it is in fact
assuming that there is always full employment, so that output as a whole has a zero
easticity’ (Keynes 1973, p.58)
‘[Full employment is defined] as the limiting case in which the supply of output
ceasesto beelastic ...’ (Keynes 1973, p.85-6)
‘If I were writing again, | should feel disposed to define full employment as being
reached at the same moment at which the supply of output in general becomes
indlastic’ (Keynes 1973, p. 71)
‘Indeed the condition in which the elasticity for output as a whole is zero is, | now
think, the most convenient criterion for defining full employment’ (Keynes 1973,

p.101)
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Keynes (1936, p.15) suggested that his two alternative definitions of involuntary
unemployment amount ‘to the same thing'. Darity and Y oung (1997, pp.23-4) and de Vroey
(2004, p.71) argue that the two definitions are, in fact, different. Keynes's first definition can
be interpreted as being consistent with the absence of labour market clearing, in which
workers are ‘off’ their labour supply curve and firms are ‘on’ their labour demand curve. This
is, in contrast, to the second definition that focuses simply on the elasticity of employment
with respect to effective demand. Darity and Young comment ‘taken literaly, this second
definition is not identical with the first. The movement of real wages does not enter into this
definition, nor, strictly speaking, does the market for labour. The definition says the economy
is at full employment when no further increase in employment is forthcoming from an
increase in aggregate demand’ (1997, p.24).

On the interpretation of Darity and Young, the most obvious reason why the elasticity for
output as a whole will be zero is that ‘the economy has reached full capacity, given its
prevailing stock of capital equipment and technical know-how’ (1997, p.25). Thus the direct
link between the rise in aggregate demand and the increase in employment can be seen to
depend on the extent of productive capacity carried by firms. Two comments can be made
here. Firstly, it seems that even in chapter three of the GT Keynes believed that full
employment would be defined by the labour supply curve based on the marginal disutility of
labour. Hence his comment that ‘the volume of employment is not determined by the
marginal disutility of labour measured in terms of real wages, except in so far as the supply of
labour available at a given real wage sets a maximum level of employment’ (1936, p.30;
emphasis in origina). Full employment in this sense could be seen as set by subjective
factors, independently of the level of productive capacity (see Spencer, 2006). The second
comments relates to the possibility that full capacity working (of capital equipment) may be

reached before employment reaches full employment, notably in the case where there is a
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capital shortage. That is, employment may be unresponsive to increases in aggregate demand,
even where the economy features positive levels of unemployment when there is inadequate
productive capacity (which may include the distribution of productive capacity as well as the
total level of productive capacity). We return to this issue below.

The second definition of involuntary unemployment given by Keynes (1936) refers to
employment being inelastic to increases in aggregate demand, which could be read to mean
that the proportionate rise in employment is less than the proportionate rise in demand. This
applies in the (near to) full employment case, whereas employment is elastic with respect to
aggregate demand in the case of involuntary unemployment. However, some of the quotes
given subsequently by Keynes indicate a zero rise in employment following a rise in demand
fits the case of full employment.

This second definition would seem to confront two difficulties. First, it suggests that either a
position of full employment involves a vertical supply of labour curve or that a rise in
demand has no implications for the real wage. When the supply of labour depends on the
margina disutility of labour, as Keynes himself assumed, then the supply curve may be
positively or negatively sloped and avertical curve would only arise as a specia case (though
Keynes himself only suggested a positively sloped curve). The supply of labour could then be
expected to be sensitive to the real wage. Further, we are speaking here of the supply of
labour in terms of hours and more specifically the hours individuals would like to supply: if
we take the more redlistic case where employers determine the hours of work, then the
employees would not be able to actually vary their hours of work, and may be forced to work
longer or shorter hours than they prefer. In chapter three of the GT, Keynes retained the
neoclassical view that full employment (as defined by points on the preference-determined
supply curve of labour) is compatible with a situation where all workers can decide their own

hours of work (see Spencer, 2006). The second issue (that a rise in demand has no
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implications for real wage) aso runs counter to Keynes's argument that price varies with
margina cost and hence with output, and thereby the real wage varies with employment.

The second difficulty is that Keynes's second definition takes no account of the amount of
productive capacity in existence. If firms are already operating with high levels of capacity
utilisation, even in the face of high levels of unemployment, then increases in demand may
not bring forward higher levels of output and employment. This can only occur, if there are
net additions to capacity. The working assumption of Keynes appears to be that firms are
operating with plenty of capacity, so that increases in demand can be absorbed by increasesin
output up to the point of full employment.? However, since Keynes maintained the
assumption of perfect competition, the firms in operation are working in the range where the
margina cost is rising (to satisfy the second order profit maximising condition), and hence
increases in output require some combination of existing firms expanding output with rising
costs and other firms re-entering the market.

Figure 4 near here

A possible situation which fits this situation is given in Figure 4, with the ERWR drawn with
agenera form. The significant point hereisthat at a point such as A in Figure 4, any increase
in demand would not lead to any increase in employment or output, but it would not be a
position of full employment (as defined by labour being on its supply curve). Thus, it may be
concluded that Keynes's second definition requires an assumption that, if aggregate demand
is stimulated in the economy, there is sufficient productive capacity on which labour can be
employed. In effect, it would be necessary to assume away any kind of capacity constraint on
the achievement of full employment. Keynes's second definition provides a demand-deficient
view of unemployment, but at the expense of overlooking unemployment which may arise
from structural problems exhibited in a lack of productive capacity (relative to the potentia

workforce).
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5. Imperfect competition
Darity and Young (1997, p.24) remark that ‘Keynes may have considered the page 15 and
page 26 definitions as ‘equivalent’ because, at the time, it was inconceivable for him that
employment and real wages could rise ssimultaneously’. Keynes (1939) seriously considered
this possibility and began to revise his views on diminishing returns in response to evidence
such as that of Dunlop (1939) and Tarshis (1939), but he never managed to revise his own
theory of employment to take account of increasing returns. He did though note that on the
basis of a positive relationship between employment and real wages that ‘if we can advance
farther on the road to full employment than | had previously supposed without seriously
affecting real hourly wages or the rate of profits per unit of output, the warnings of the anti-
expansionists need cause us less anxiety’ (Keynes, 1939, p. 41).
Models of imperfect competition, from Chamberlin (1933) onwards (and in the
macroeconomic context notably Weitzman, 1982) suggest firms operate with declining
average costs, and rising productivity of labour. Figure 5 illustrates a possible situation where
the ERWR is again the employment, real wage relationship and the rising part of that curve
corresponds to declining costs. The level of employment in this approach would be set by the
level of effective demand. Take an outcome such as point B. A move to full employment (at
C) would require an increase in aggregate demand and an increase in the rea product wage.
In this situation, the two definitions of involuntary unemployment offered by Keynes would
clearly conflict.

Figure 5 near here
The adjustment process in this situation is not one of the real wage changing (but if such an
adjustment process were postulated then this situation would be seen as unstable, since red
wages would tend to fal in the face of excess supply). The level of effective demand

determines the level of employment, and that would change with decisions outside of the
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‘labour market’. It could be concluded from this that involuntary unemployment cannot be
aigned with either of Keynes's two definitions: the page 15 one rests on particular
assumptions on the slopes of the ‘demand’ and supply of labour functions, whereas the page
26 one rests on an assumption of excess capacity (and profitability). Relaxing either of these
assumptions then requires that we search for an alternative definition of involuntary
unemployment. We offer our own definition below.

6. Thedefinition of involuntary unemployment

Involuntary unemployment can be readily defined as the difference between those who would
be in paid employment in a situation of full employment and those who are actually in paid
employment. A situation of full employment would be one where all who want or need to
secure paid work are able to do so. This view of full employment recognizes that, whilst for
some employment and the hours worked may be a matter of effective choice (in that the
aternative is tolerable), for most it is not a matter of effective choice: to put it at its strongest
if the alternative is no income and starvation, then there cannot be said to be a‘choice’ not to
work in any meaningful sense. The concept of unemployment is, in our view straightforward,
and the main difficulty lies in trandlating that concept into an operational form.

There are two aspects of the concept of full employment to consider: what may be termed the
social and the individual. Society through its laws and norms takes a view on who is regarded
as in the workforce, and hence who would have to be employed if full employment were to
be achieved; but aso there are views on who is outside the workforce. The clearest example
of this concerns children and the degree to which they are in the workforce and can legally
take paid employment. There can be changes, sometimes abrupt, in who is regarded as in the
available workforce: the war time experience in the UK being a prime example of an abrupt
change in the attitude to the employment of married women. There have also been changing

views on age of retirement, especialy on early retirement (in the sense that early retirement is
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a euphemism for unemployment, and requires to be supported by some part of society other
than the individua in terms of payment of pension etc.).

It could be said that society deems certain groups to be outside the workforce: this may be
undertaken through legal restrictions (as with child labour) or through the provision of some
kind of income support (this may largely be through government, but also charities etc.).
Within the group deemed ‘eligible’ for employment, some may have a degree of choice asto
whether or not they offer themselves for employment. The very capital wealthy, for example,
do have a choice as to whether to work or not. For most in this ‘eligible’ category, however,
there may be perceived to be little or no choice, in the absence of other sources of income.®
Unemployment is by its nature involuntary. It is the situation in which some individuals, who
prefer or are required to work, are not able to exercise that preference or satisfy that
requirement. We have to recognise that any opportunities for paid employment may be
heavily circumscribed and the individua has little option but to seek paid employment.
Unemployment is then the situation in which the preferred state of employment cannot be
attained. The state of involuntary unemployment has then to be distinguished from the state
of leisure for the latter state is one which has been chosen by the individual concerned (in
effect, because there is sufficient non-labour income for them to be able to make that choice).
The notion and measurement of unemployment would be straightforward in a world where
there was an unambiguous definition of the workforce (even if it is one which varied with the
level of real wages etc.), where the labour force is homogenous and where there is no
unemployment arising from mobility of labour between jobs. Let us look at these three
conditionsin turn.

. well-defined labour force

If the labour force could be defined with precision, then unemployment is simply the

difference between the labour force and employment. By definition, unemployment is the
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absence of employment where the latter is sought, and is thereby involuntary. Those who are
not in paid employment and not seeking employment are not unemployed: they fit into a
range of other categories, undertaking unpaid work in the home, retired, children,
incapacitated from work through ill heath etc.. Whilst the label of voluntary unemployed
may be applied to some of these categories, it is a misuse of language. Thus, our notion of
unemployment refers to those who would wish to have employment, those who would accept
employment if offered and those who have to work but who are not currently looking for paid
employment, say, for reasons of alack of available jobs. This latter group could be seen as
involuntarily detached from the available labour force, in so far as they would be actively
searching for work, if they thought they had a chance of gaining work. Taking the category as
a whole, many included in the above notion of unemployment would appear in the official
statistical measures of unemployment (whether of the administrative form of those receiving
unemployment benefits or of the survey form of responding to the question of whether you
have sought work in the past few weeks and are available to begin work in the next few
weeks). There would in general be some ‘disguised unemployment’ as well — that is people
who in terms of our definition would be unemployed but who would not appear in the
statistical measures of unemployment. When measured unemployment is based on a claimant
count, the ‘disguised unemployed’ would include those available for work but not currently
claming or digible for unemployment benefits. When measured unemployment is based on
those who actively sought a job within a specified time period, the disguised unemployed
would include those available for work but dissuaded from actively seeking work through
perception of low probability of obtaining ajob.

Some of the statistical measures of unemployment (e.g. those based on claimant count) may
include a few who are not in pad employment but who are not available for work. This

would not reinstate the notion of voluntary unemployment as a theoretical construct but
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rather puts a label on those included in measured unemployed but who are not unemployed
according to our definition.

o labour is not homogenous

If labour were homogenous (and abstracting from ‘frictional unemployment’) it would be
relatively straightforward to say whether non-employment was or was not involuntary: if
someone was willing to work at the going wage but was unable to find work, they would be
unemployed. Someone who was not willing to work at the going wage would be outside the
labour force. In this situation the only reason for retaining the term voluntarily unemployed
may be to indicate that the person concerned would wish to supply labour at a higher wage
(soin that senseisin the work force) but currently does not do so.

In a world where labour is homogenous in all aspects, then whether an individua was
unemployed or not in a situation of overall unemployment would in effect be determined at
random. Unemployment would be a negative ‘prize’ in alottery. If labour were homogenous,
then firms would have no way of choosing one person over another, and an individual worker
could not do anything to enhance her chances of being employed.

However, in the real world, labour is far from homogeneous, and in a situation of demand for
labour falling short of the supply, some rationing mechanism comes into play. Employers can
use arange of criteriato decide who to employ and who not to employ. The characteristics of
workers (which can range over many factors including skill levels, previous employment
history, location etc.) may well influence who is employed and who is not. When some
mechanism for the determination of who works and who does not exists, then the ‘ sharpness
of the notion of involuntary unemployment is lost at the level of the individual. Insofar as an
individual can vary (or give the appearance of varying) characteristics (e.g. acquire skills,
move location) which are relevant for the employment decision made by firms, then, at the

level of the individual, there may be perceived to be some element of choice. An individual
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can seek to acquire the characteristics which will enhance their employment prospects. If
one's ability to push to the head of the queue is relevant, then those who do not push hard
enough are the unemployed, and to some degree their unemployment has come from their
own actions (or lack of actions). But, of course, a general increase in ‘pushiness’ does not
reduce the level of unemployment. In a situation where there is a limited number of anything,
then who gets what is available may to some degree be a matter of choice. Take the example
of a highly popular sporting event where the attendance capacity is limited. Who is admitted
involves some choice — those who are first to book, those who are prepared to bribe and
caole etc. get the tickets, for an individual there may be an element of choice; but
collectively the number to be admitted is pre-determined. There are aways some people who
will be disappointed. Unemployment can be similarly viewed: the number of jobs is set by
the level of aggregate demand, and how those jobs are allocated may depend on ‘choice’: it
could be those with less work motivation are less likely to get ajob, though having high work
motivation would not be a guarantee for securing a job, given that the number of available
jobs depends upon demand conditions in the economy. Indeed, where jobs are in short
supply, due to low levels of demand, even the most highly motivated workers may face
disappointment in obtaining paid employment.

From this perspective, the test of whether there is involuntary unemployment (as compared
with individuals not in paid employment but who undertake other activities) would involve
asking the following question: if one additional person became employed was this at the
expense of someone else not being employed? Continuing the example given above, if one
person gets aticket for the sporting event has this replaced someone el se getting one. It hasto
be recognized that this is a test which would be virtually impossible to apply in practice, but
would seem to get to the heart of the notion of involuntary unemployment. It does not impose

any particular notion as to why there is a lack of sufficient jobs to secure full employment.
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This could arise from, inter alia, a lack of demand, a lack of productive capacity, or the
presence of an inflation barrier. It also indicates that involuntary unemployment is a
macroeconomic concept which does not have a precise individual counterpart. In effect, an
individual may be regarded as voluntarily unemployed because they have not tried hard
enough, searched enough, been prepared to take alow paid job, been unwilling to accept jobs
involving much less skill than they have etc.. But if that individua tried harder, searched
more, demanded lower wages, accepted low skilled work etc., in a situation of rationing there
would be no effect on the overall level of employment since they would merely replace
someone else. The level of involuntary unemployment would remain the same as well, only
the membership of the unemployed pool would be altered.

. mobility between states

On the basis that the unemployed are those who wish to have work but cannot find it, the
category voluntary unemployed in theoretical discussion disappears. It may make a
regppearance in two contexts. First, when moving from theoretica discussion to
measurement, some who are measured as unemployed may be deemed by some as not
available for work and hence in that sense as voluntarily unemployed. But, in theoretical
terms, there would be no difference between a rentier with sufficient income to pursue alife
of leisure and arecipient of unemployment benefit who would not want to accept ajob— both
would be placed in our ‘other’ category and not be regarded as unemployed. People may well
shift between categories over time, and as they do so the measure of unemployment would
change: for example, the rentier who now decides to seek work but who is unable to find a
job and the benefit recipient who responds to the perception of increased demand by seeking
work would join those categorised as unemployed.

Second, the theoretical framework is essentially a static one and does not make any

allowance for ‘frictional unemployment’ and the inevitable movement between jobs. In
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genera, ‘frictional unemployment’ may be regarded as involuntary unemployment at the
level of the individual, and its extent is a function of the efficiency of the ‘matching’ process
in the labour market. But, of course, the ‘search unemployment’ literature models *frictiona
unemployment’ in terms of decisions over the length of search in light of the incentives
faced, and a longer period of search unemployment may be deemed as part of ‘voluntary
unemployment’ by utility-maximising individuals.

At the level of the individual, unemployment may have an element of voluntariness in the
sense that the individual could take actions which increases her chances of obtaining a job.
But that would come at the expense of displacing some other worker. For workers as awhole,
unemployment is essentially involuntary. In a world of homogenous labour, it is clear that
unemployment is involuntary, as argued above. But there are systemic forces which
determine the level of unemployment. Potentially these could be changed, and in that sense
unemployment is a collectively chosen state.

What happens in the economy is the result of human decisions — there is nothing else. Hence
if unemployment arises, there is some sense in which it arises from choice: collectively,
humans could have made different decisions which would have led to full employment. But
note if we view unemployment as endemic to capitalism, the choice involved would be an
aternative economic system (as noted by Kalecki, 1943, ‘fundamental reforms would be
required). If the central bank is viewed as suppressing demand to achieve an inflation target
and unemployment results, when they could have taken the decision to raise demand levels,
then unemployment results (in that context) as the decision of the central bank.
Unemployment could then be said to be voluntary at the level of the central bank, but
involuntary as far as the individuals who are unemployed.

Collective choices are important to the determination of unemployment. In particular, we

would argue that the choice of policies to tackle unemployment is of vita importance.
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Clearly, where the achievement of low unemployment is not afforded any priority, or where
unemployment is viewed as necessary to achieve low inflation, the persistence of
unemployment may be seen as the outcome of collective choices taken by policy makers (in
this case, choices not to achieve full employment). We would argue that over recent years
many governments and central banks in Western economies have taken the decision not to
resolve the unemployment problem but instead have decided to prioritise the control of
inflation, and that this has contributed to the persistent failure to achieve full employment in
these countries.

7. Conclusions

This paper has focused on the definition of involuntary unemployment. The two definitions
given by Keynes, it was argued, are best seen as tests of whether there is involuntary
unemployment rather than as definitions of involuntary unemployment. Hence, if the
experiment could be conducted of increasing aggregate demand and employment increased as
a consequence, then that would be evidence of involuntary unemployment in the initia
position. However, in this case involuntary unemployment (at the level of the individual)
could exist and aggregate demand may not reduce it if there were inadequate productive
capacity.

We have argued that unemployment as a theoretical construct is essentialy involuntary. The
term voluntary unemployment is a misuse of language. The appearance of voluntary
unemployment arises only when the statistical measures of unemployment do not correspond
to the concept of unemployment as discussed in this paper. Some individuals (e.g. the very
rich) are in a position to choose between employment and ‘leisure’, but they are not choosing
unemployment as we defineit. We have also argued that involuntary unemployment has to be
viewed as a macroeconomic concept rather than a microeconomic one. Within a given pool

of unemployment, the characteristics, decisions and actions of individuals can influence
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whether they are unemployed rather than others and in that sense have some appearance of
voluntariness. But, in a collective sense, the degree of unemployment is not the outcome of
decisions made by the individuals concerned. Rather, it is dependent upon certain other
factors, most notably the level of aggregate demand. Finally, we would emphasise that some
collective choice is always available to reduce unemployment and that governments can and

should play an active part in securing full employment.

Endnotes
* We would like to thank Mark Hayes for his comments on an earlier version of this paper
and we are grateful for the comments and guidance of the Editor of this journal. Remaining

errors are our own.

1. Whether a particular level of employment is regarded as full employment here depends on
whether that level of employment is on the supply of labour curve. In the neo-classical
approach, a change in the ‘taste’ for employment would shift the supply curve and hence the

level of full employment.

2. This was perhaps a reasonable assumption to make in the context of the 1930s depression,
though even in these conditions, losses in capital and capacity through lack of replacement
investment and idleness may still have meant that output and employment were slow to

respond to rises in demand, in spite of high levels of unemployment.

3. We would note that self employment can act as one alternative source of income for those
who are unemployed and we would include it as part of paid employment; however, we

would stress that the viability of self-employment as a route out of unemployment will

26



depend on demand levels in the economy and the insufficiency of demand will prevent the
unemployed becoming self-employed, even where the start-up costs of such employment are

relatively low.
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