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How long has this been going
on? Long-term unemployment

in the UK
by Mike Elsby

It is more than thirty years since the UK was
shaken by the emergence of widespread long-
term unemployment (LTU). A raft of economic
modelling and policy responses was directed
at the problem. But since the mid-1990s,

LTU has been on a downward trend, and its
response to the Great Recession of the late-
2000s was conspicuously modest, especially
compared with elsewhere in Europe. So why
has the LTU problem subsided in the UK?
And has the UK managed to alleviate long-
term joblessness in general? If so, how? This
paper briefly summarises the most plausible
answers to these questions.

The first clue on the moderation of LTU
comes from the fact that it is a natural
side effect of the decline in the trend
and cycle of aggregate unemployment.
Figure 1 reveals that while the overall
unemployment rate peaked lower

in the Great Recession than during
downturns in the 1980s and 1990s,
LTU accounted for a similar share of
the stock as before. So a first set of
explanations would look to plausible
reasons why the overall unemployment
outlook has improved in the UK.

Since the early 2000s real wage growth
has slowed dramatically. But even
more striking was the unprecedented
10% fall in real wages between 2009
and 2014. Workers and firms might
have traded off such large declines

in real wages against reductions in
employment, restraining any build-up
in LTU and overall unemployment.
Another explanation could be found
in the increasing rate since the 1990s
at which the unemployed found new
jobs. The decline in the job-finding

School of Economics

THE UNIVERSITY of EDINBURGH

rate in the Great Recession was

also less severe and less prolonged
than in previous downturns. This not
only improves the prospects of re-
employment from LTU but also reduces
the likelihood of individuals making it

there in the first place. Reinforcing this,
job-finding rates for those in LTU were
relatively resilient during the Great
Recession, compared with those at
shorter durations. This made LTU a

i~ o
= - L
& e o
:ErE .-"Il.nl HK'IHL' N -, =
:’ E ] |"Ill L I' .":;I y ~ Bl
g [ A0 %
o | | L% '-,I - -'Fé'
= | R T \ i
2 | TR S -8 -
= { # \ &
E .II .'. T \
c e L |II . |II \ TN %
- =7 \I H'"- | \
.'I / \ e, | ""'
I| u‘\\\_j..- -
= ! —
1975 1980 1985 1990 1995 2000 2005 2010 2015

unemployment rate

(TN RO B2 Foundations of the Macroeconomy

————— LTU Share 12mths+

FEBRUARY 2019



5
1

4
1

3
1

% of working age population

2
|
]
y
I
\

el S

I | I ! I | | I
1984 1988 1994 19499 2004 2009 2013 2016

Long-Term Sick ————- Long-term Unemployed

less punishing state for workers to be
in than perhaps it has been in the past.

These improvements in re-employment
rates have very much been the target
of active and interventionist labour
market policy in the last two decades.
The introduction of Jobseeker’s
Allowance (JSA) in 1996 implemented
more stringent job-search requirements
for unemployment benefit eligibility.
While the policy did increase the flow
of individuals out of unemployment,
many did not move into employment

in the short-run, and there is evidence
of poorer long-term labour market
outcomes for those affected by it.
Similarly, the Restart programme, the
predecessor to JSA, seemed to simply

divert the long-term unemployed away
from the overall count, rather than back
into work.

Coinciding with improvements in

the outlook for LTU in the UK, there
has been a large rise in the share of
working-age individuals who classify
themselves as being inactive due

to long-term sickness (Figure 2).
Emphasising this stark contrast, in
the last quarter of 2015 there were
1.8million long-term sickness benefit
claimants of over one year, and

only 200,000 LTU benefit claimants.
Regional improvements in working-age
employment and the share in long-
term sickness are related. At secular

frequencies then, it appears as though
recent patterns in LTU and long-term
sickness are closely related.

While some aspects of policy
interventions appear to have been
successful in addressing the LTU
problem of decades previous,

a lingering concern is that they

have shifted the issue of long-term
joblessness elsewhere. Indeed, long-
term joblessness in the UK has been
increasingly manifested in long-term
sickness claims. While progress on
addressing this issue has been made
in recent years, it is here that more
work needs to be done.

Information

This paper is from Elsby, Mike.,
Smith, Jennifer C., and Wadsworth,
Jonathan., How long has this been
going on? Long-term unemployment
in the UK. In: Bentolila, Samuel and
Jansen, Marcel, (eds.) Long-Term
Unemployment After the Great
Recession: Causes and remedies.
London Centre for Economic Policy
Research. (2016)

Mike Elsby is Professor of
Economics at the University of
Edinburgh and co-investigator on
the Credit and Labour Foundations
of the Macroeconomy (MacCalLM),
which brings together a group of
leading economists to re-examine
macroeconomic theory, focusing
on how malfunctions in labour and
financial markets seem to be at the
root of macroeconomic failure. The
project is based at the University
of Edinburgh and led by Professor
John Moore.

The University of Edinburgh is a charitable body, registered in Scotland, with registration number SC005336.

www.maccalm.org



