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ABSTRACT 

The workforce in India undergone in a transition phase as different industrial oriented skill programs implemented by 

various higher education Institution in India in the support of central Government. As a result of which the 

employment in India shifted to 64.33 crores in 2024-25 from 47.5 crore in 2017-18.  The unemployment rate in India 

has declined to 3.2% in 2024-25 as compared to 2017-18 by 6.0%. Basicaly to understand, Employment means a 

position where an individual performs his task for compensation. The compensation is basically in the form of 

currency, which is known as salary or wages. It is the relationship between employer the provider of the duty or work 

against compensation and the employee, the person who has to perform the task against the salary or wages. 

Employment in India is of different categories such as part time, full time or temporary. The authors made an attempt 

to elaborate different theories if employment and the its important in the current situation. This theoretical paper 

exhibits the relationship between employment and unemployment in India. Secondary sources of data such as various 

published journals and fact sheets are used for collection of information for the literature purpose.  

Keywords: Employment, Demand, Market, Organization & Unemployment.  

1. INTRODUCTION 

Unemployment is defined as a situation in which an able-bodied person who is actively interested to get the job but 

unable to find the employment at the existing wage rate. It may also be defined as a situation of less than full 

employment. According to UN experts on National and International Measures of Full Employment, full employment 

is a situation in which employment cannot be increased by an increase in effective demand and unemployment does 

not exceed the minimum allowance that must be made for effects of frictional and seasonal factors. Internationally 

Community defined unemployment according to a resolution of the international labor Organization in 1982.One can 

be called as unemployed if he/she is; 

(a) Without Work; that means the person was not in paid employment or self-employment during a particular 

reference period, 

(b) Currently available for work; that means the person was ready for a paid employment or self-employment during 

the reference period and  

(c) Seeking work; that means the person had taken specific steps in a specified recent period to seek employment or 

self-employment  

An unemployed person is defined as one who is out of work and who has actively looked for work during the previous 

4 weeks or is waiting to be recalled to a job after having been laid off. Persons for whom the only activity was work 

around their own house or volunteer work are not considered employed. A person may become unemployed on 

account of any one of these four reasons viz:  

 A person may be either a new entrant or re-entrant into the labor force i.e.; if somebody is looking for work for the 

first time or may be returned into the labor force after not having looked for work for more than 4 weeks; 

 The person may be deprived from the job either by being fired or because of the shutdown of the firm; 

 The person may leave a job on account of searching for another job and; 

 The person may be dismissed temporarily from the employment. Thus, other things remaining constant, 

unemployment increases with the increase in quits and layoffs. Job loss constituted about one-half of the new 

unemployment. Similarly, the new entrants, reentrants and voluntary separations into the labor force together 

constituted the rest of the unemployment. 

Anatomy of Unemployment: 

Research on the U.S. labor market has revealed five key characteristics of unemployment: 

 Most of the U.S. unemployment consists of people who will be unemployed for quite a long period of time; 
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 Most people who become unemployed in any given month remain unemployed for only a short period of time; 

 There are large variations in unemployment rates across groups defined by age, race, or experience; 

 There is high turnover (the number of employees starting or finishing employment at a particular place of work 

over a given period) in the labor market. Flows into and out of employment and unemployment are high relative to the 

numbers of employed or unemployed; and; 

 A significant part of this turnover is cyclical. During the period of recession, the layoffs and separations are higher. 

Similarly, the voluntary quits are high during a sudden increase of activity in the business 

Types of Unemployment 

 Frictional Unemployment:  

Frictional unemployment is defined as the number of unemployed persons under the conditions that the number of job 

vacancies equals the number of job seekers who somehow fail to get the job. It arises when the workers remain 

temporarily out of job due to several factors like imperfections in the labor market, factor immobility’s, temporary 

layoffs caused by seasonal nature of employment, shortage of the raw materials, breakdown of the machineries and the 

inter-sectoral demand shifts etc. It also occurs when the workers are in between the jobs. It allows for the fact that a 

certain amount of time may pass between the jobs. People usually take a lot of time to get a job suited to their skills. 

 Voluntary Unemployment:  

A worker is said to be voluntarily unemployed when he refuses to work at the current wage rate or the worker refuses 

to work at all. For example, a worker who goes on strike demanding more wages was considered to be voluntarily 

unemployed. Similarly, it could also occur if the potential workers are not willing to receive less wages. It is 

functionally another type of frictional unemployment and occurs when people choose not to accept a market-clearing 

wage. People have a certain amount of pride, and overtime become accustomed to a certain quality of life that is 

funded by their salary. An unemployed individual may reject a job at a market-clearing wage rate because he believes 

the pay less than he deserves. Similarly, a company may offer jobs to a number of unemployed people, but it is 

consistently rejected by them because the wage the company offers is below the market-clearing wage. In both cases, 

after a certain amount of time each party will get desperate and modify their strategy. 

 Cyclical Unemployment:  

This type of unemployment takes place in an economy during the period of recession. When there is recession in the 

trade, the demand for goods and services declined. The deeper the depression, higher would be the unemployment i.e.; 

in an economy, unemployment would be increased during the economic downturns. During this period, rate of growth 

of an economy is very low. The demand for workers by the employers are low Thus, cyclical unemployment occurs 

when there is not enough aggregate demand in the economy to provide job for everyone who wants to work. When 

supply of laborers is greater than the demand, unemployment results. When business cycles are at their peak, cyclical 

unemployment will be low because the total output is being maximized. When economic output falls as measured by 

the gross domestic product (GNP), the business cycle is low and cyclical unemployment will rise. 

 Structural Unemployment:  

This type of unemployment occurs when the skills, experience and education of the workers are not matched with the 

job openings in an economy. It is a form of frictional unemployment, but usually lasts longer. It may occur due to 

several reasons like (a)workers may lack requisite job skills; (b) the workers may live far from regions where jobs are 

available but are unable to move there (lack of mobility between regions) and; (c) the workers may be unwilling to 

work because the existing wage rates are very low in an economy. So, while jobs are available, there is a serious 

mismatch between what company’s need and what workers can offer. 

 Seasonal Unemployment: 

This type of unemployment takes place in a particular industry through seasonal variations in its activity brought about 

by climatic conditions or by changes in fashions. In certain regions, unemployment may be seasonal; e.g. the 

unemployment rises in winter when there are no tourists. 

Theories of Employment:  

Full employment refers to a situation in any economy which has been characterized by an absence of involuntary 

unemployment. In such a situation, there may be frictional, structural or voluntary unemployment. A worker may be 

voluntarily unemployed if he refuses to accept the job at the existing wage rate. Suppose, in economy, stands for the 

total working force and m1 represents the actual amount of employment. In such context full employment would take 

place in an economy if the difference between m and m1 will approach to zero. An employed person is defined as one 

who, during the reference week (the week including the 12
th

 of the month) did any work at all (at least 1 hour) as a 

paid employee, worked in his or her own business, profession, or on his or her own farm, or worked 15 hours or more 
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as an unpaid worker in an enterprise operated by a member of the family. There are two theories of employment: (A) 

Classical theory of employment and (B) Keynesian theory of employment. Let us analyze these two theories in detail. 

A. Classical Theory of Employment 

The classical economists had a great faith in the equilibrating forces of the economy at full employment. The free 

working of the economic system would guarantee full employment equilibrium in an economy. According to them, the 

situation of general over-production and hence general unemployment cannot be a long run phenomenon. If there is 

unemployment at any time, there is a tendency towards full employment provided there is no interference with the 

functioning of the economy. Full employment was considered as normal situation and unemployment took place due 

to the interference with the free working of the economic systems. In order to tackle the unemployment, all the 

interferences whether by the collective action of trade union or by the government should be removed in the economy. 

The classical theory assumes there is a state of full employment without inflation over the long run. Any deviation 

from this log run equilibrium is not permanent because wage price flexibility can remove excess demand or excess 

supplies in the economic system. The classical theory of employment has based on the following assumptions. 

(a) Policy of Laissez Faire: 

The classical theory of full employment has based on the principles of “laissez faire” i.e. there is complete absence of 

government control or regulation of the private enterprise. 

(b) Competitive Markets: 

Classical theory assumes perfect competition in the product as well as labor market.    There is absence of monopoly 

elements in the economic system. The prices and wages are flexible both upward and downward in response to both 

the forces of demand and supply during the period of depression and unemployment, prices are decreased   to tackle 

the depression. Likewise, unemployment in the economy is also cured by reducing the wage rates.  As there is perfect 

competition in product, money and labor markets, any deviation can only persist temporarily in the economic system. 

(c) Perfect Information: 

In classical theory, all economic decision makers are assumed to be operating with all the information they needed to 

make the best decisions. As a result of which the producers, consumers, and workers are aware of the prices and 

wages existing among traders in the markets. They acquire complete knowledge about the prices at which goods are 

being bought and sold. Perfect information of market conditions forces the sellers to sell their product at the prevailing 

market price and the buyers to buy at that price. There is absolutely no information gap among them.   

(d) Resource Mobility: 

In classical theory, there is an easy movement of human and material resources within the industry. There is the 

perfect mobility of goods and factors between industries. The transaction costs of directing and redirecting resources 

to different uses in accordance with change in demand and supply forces are allowed. 

(e) No Long-run Leakages: 

Classical theory has ruled out the leakages from the circular flow of national income during long period. The leakages 

can arise only temporarily in the economic system. So, the savings of the savers are eventually borrowed and then 

spent by the business firms in an economy.  Money acts as a medium of exchange to make easier in order to acquire 

the goods and services desired by households. Therefore, whole income is spent on consumption and capital goods. 

B. Keynes Theory of Employment 

The economy of USA and many other countries faced a serious economic disaster during 1930s.There was a drastic 

fall in national income and unemployment in many countries of the world. There was a sharp decline in induced 

investment. During this depression, the unemployment in U.S.A was increased from 3.2 percent in 1929 to 25 percent 

in 1933. This unemployment rate of the labor force was estimated officially, but unofficially it was so high. One of 

every four workers was unemployed. The GDP was also reduced by 30 percent and that could not be recovered until 

1939.This economic disaster had created a lot of problems to the society. So In this regard, there was a lot of 

controversy amongst the economists in the past. The views of classical economists   with regard to flexibility in wages 

and prices could not solve that economic crisis of the economy. The wage and price flexibility did not restore the labor 

and product markets to market - clearing equilibrium. 

John Maynard Keynes finally suggested remedial measures to tackle the depression. Keynes pointed out that 

deficiency of aggregate effective demand was responsible for large scale unemployment and low level of national 

income. He suggested that fiscal and monetary policy should be designed in order to enhance the aggregate effective 

demand in the economy. The government should spend a lot of money on public works in order to fight with 

depression. In 1936, John Maynard Keynes published a book entitled “The General Theory of Employment, Interest 

and Money” to analyze the factors responsible for involuntary unemployment and suggested remedies to tackle it. 
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Keynes pointed out that the level of income and output in an economy depends upon the level of employment.  In his 

book (commonly referred to as the General Theory), Keynes had criticized classical model on empirical and 

theoretical grounds and replaced that with his own version of how the macro economy works. In Keynesian analysis, 

only short -run behavior of macro variables have been studied. During the short run, there exists a fundamental 

relationship between real national income and the employment level, so real national income can be changed only by 

varying the amount of labor employed. 

The Keynesian theory is not applicable to every economy of the world.  It is only applicable to advanced   capitalist 

economies. Before we study applicability of Keynesian economics to under-developed countries, it is essential to 

analyze the assumptions of Keynesian economics vis-a-vis the conditions prevailing in under- developed economies. 

Keynesian Assumptions in the Under- Developed Countries: 

The Keynesian economics is based on the following assumptions which limit its applicability to under- developed 

countries. 

 The Keynesian theory is based on the existence of cyclical unemployment which occurs during a depression. 

Unemployment can be tackled by an increase in the aggregate effective demand. But, the nature of employment in an 

under -developed country is quite different from that in a developed economy. In such economies, unemployment is 

chronic rather than cyclical. It is not due to lack of effective demand but is the result of deficiency in capital resources. 

The under- developed countries are also suffering from disguised unemployment. Keynes was concerned with the 

removal of involuntary unemployment and the problem of economic instability. So, he did not give any importance to 

disguised unemployment of the UDCs. The remedy for the chronic and disguised unemployment is economic 

development to which Keynes paid no attention at all. 

 The Keynesian theory is based on short- period. However, the development economics is a long period analysis in 

which all the basic factors change over time. 

 The Keynesian theory of employment is based on the assumption of closed economy but under- developed 

countries are open economies in which foreign trade play a very dominant role. Thus, the Keynesian economics has 

little relevance to under- developed countries in this respect. 

 Lastly, according to Keynesian analysis, labor and capital are un- employed simultaneously. When labor is not 

employed, capital and equipment are also not fully utilized. But this is not so in under- developed countries. In UDCs, 

if labor gets unemployed, there is no question of capital being unutilized because there is acute shortage of capital and 

equipment. 

The Keynesian policy prescriptions are hardly tenable under the conditions prevailing in under- developed country. 

2. CONCLUSION 

In the long-run, immigrants have negative influence on the unemployment. Immigrants create more jobs than they fill, 

owing to the growth of demand in particular. The immigrants besides occupying jobs create jobs through their demand 

for goods and services in the destination. In the long-run, the labor market adjusts and unemployment is brought 

down. In the short-run, migratory inflows appear to be conditioned by the level of wages of the host country. The 

variations of the wage rates in the host country have a positive influence on migration flows in the short-run. 

Immigration seems to be conditioned by the level of short-term wages in the host country. The presence of immigrants 

in the host country seems to have positive effects on migration flows. Thus, it has been concluded that the relationship 

between immigration and unemployment is negative in the long-run whereas it is positive in the short-run. 
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