
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
Blue = Real GDP 
Green = Em ploym ent 
 
W hen the econom y enters a recession it is producing goods and services below  its 
productive capacity. 
 
This m eans that few er w orkers are required to produce these goods and services, 
so the rate of em ploym ent in an econom y falls, causing unem ploym ent. 
 
In a boom  w orkers m ay w ork excessively long hours, and dem and for em ploym ent 
is high as m ore goods and services are being produced. 
 
Therefore the dem and for em ploym ent increases, and so unem ploym ent falls. 
 
This is not sustainable as w orkers cannot w ork long hours indefinitely. 
 
Fluctuations in the G D P create ‘output gaps’ w here the econom y operates either 
below  or above its long term  productive capacity. 
 
There is generally a tim e lag betw een changes in G D P and the rate of em ploym ent 
as em ployers are discouraged to act quickly on the issue of em ploym ent due to the 
expense of recruitm ent and redundancy. 


