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Competition for jobs: exploring 
the Covid-19 skills mismatch 
Jon Guest 

This resource provides answers to the questions posed in the Fiscal Policy column, in the 
April 2022 issue of ECONOMIC REVIEW. 

Question 1 
Briefly explain four different causes of unemployment. 

Structural: Unemployment that occurs because changes in the pattern of demand and supply in the 
economy cause a mismatch between jobseekers and jobs. This means that employees made 
redundant in one part of the economy cannot immediately take up jobs in other parts of the economy 
because they lack the relevant skills or experience. This mismatch can be exacerbated by 
geographical immobility. This is where jobseekers find it difficult to move between regions because of 
family ties, variations in house prices and the financial cost of moving. 

Frictional: Unemployment that occurs because of imperfect information in the labour market. Where 
information is imperfect, it takes time for (a) economically active people to search and find the most 
appropriate jobs and (b) employers to search and find the most suitable workers. 

Real wages: Unemployment that occurs because of real wages being driven up above the market 
clearing level. This could result from trade unions using their monopoly power to drive up wages or 
minimum-wage legislation.  

Demand-deficient or cyclical: Unemployment that occurs because of a fall in aggregate demand 
without a corresponding fall in real wage rates. This is associated with recessions and significant slow-
downs in the economy caused by demand factors. 
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Question 2 
Using a demand and supply diagram explain why UK salaries for driving jobs reportedly 
increased by more than seven times the average wage growth for all jobs. 

See Figure 1, below: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The labour market for driving jobs is initially in equilibrium at point ‘a’ with an employment level of E1 

and a wage rate of W1. Changes in patterns of consumer demand (i.e. more online sales) during the 

pandemic caused the demand for drivers to increase. Demand for some goods also increased rapidly 

when lockdowns came to an end. This caused the demand for labour to increase, which is 

represented by the shift from 𝐷!" to 𝐷!# in Figure 1. 

The supply of drivers also fell for the following reasons 

• Lockdowns prevented potential new drivers from taking HGV driving tests. 

• Many EU drivers returned home as a result of Brexit and the pandemic. 

• The number of domestic drivers taking early retirement increased significantly. 

This decrease in the supply of labour is represented by the shift from 𝑆!" to 𝑆!# in Figure 1. 

These changes in the labour market cause the equilibrium to move from point ‘a’ to point ‘b’. The 
demand and supply model predicts that employment will fall from E1 to E2 while real wages increase 

significantly from W1 to W2. 
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Question 3 
With reference to market failure, explain why ‘Firms often don’t supply as much skills training 
as the economy might need’. 

Expenditure on training is an investment in human capital which has short-run costs but generates 
long-run benefits. These costs and benefits tend to be shared between employers and employees. 
However, these investments may fall below socially optimal levels because of market failure.  

Employers will pay some of the economic costs of training if the value of the long-run economic 
benefits they receive are greater than the more immediate costs. Employers contribute towards the 
costs of training by paying trainees’ wages above their net marginal productivity. Net marginal 
productivity in this context refers to the value of any work activities carried out by the trainee minus the 
costs of training, such as course fees. The benefits to the firm are the greater profits the training 
generates in the long-run.  

Firms will earn these higher profits if they are able to retain their trained employees at wages below 
their productivity. The longer that trained employees remain with the firm, and the larger the gap 
between wages and productivity, the greater this extra profit and the greater the incentive for firms to 
provide training. However, employers will be reluctant to contribute towards the costs of training if their 
employees are likely to leave soon after the training is completed. If trained employees join other firms 
for higher rates of pay that are still below their productivity, then this is a clear example of a positive 
externality in production, i.e. a market failure. One firm incurs the costs, while other firms capture 
some of the benefits, i.e. the extra profit. This is often referred to in the labour market as the ‘poaching 
problem’. 


