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noninstitutional civilian population,

153.8 0
was therefore 5322, or 64.7%.

» The unemployment rate, defined
as the ratio of the unemployed to
the labor force, was therefore
14.8/153.8 = 9.6.

» The participation rate has steadily
increased over time, mostly due to
the increasing participation rate of
women.
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The participation rate, defined as
the ratio of the labor force to the
noninstitutional civilian population,

153.8 0
was therefore 5322, or 64.7%.

The unemployment rate, defined
as the ratio of the unemployed to
the labor force, was therefore
14.8/153.8 = 9.6.

The participation rate has steadily
increased over time, mostly due to
the increasing participation rate of
women.
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Wage bargaining between employers and employees takes many forms.

>

In some occupations, wages are determined by collective bargaining between
unions and firms.

In the United States, less than 15% of workers are covered by collective
bargaining agreements.

Highly or uniquely skilled workers (e.g., athletes, entertainers) engage in
individual bargaining with their employers.

For jobs that require little skill, employers may make take-it-or-leave-it wage
offers.
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Price L the labor force L L
Determination
The Natural
Rate of Unem- . .
ployment » The first step follows from the definition of the unemployment rate (u).
From . e
oy s » The second follows from the fact that, from the definition of the labor force,
Practice the level of unem- ployment (U) equals the labor force (L) minus employment

().
» The third step follows from simplifying the fraction.

References

» Putting all three steps together: The unemployment rate u equals 1 minus the
ratio of employment N to the labor force L.
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Practice Problem

Practice Problem
Notes 06
Labor Market
Tour
Movements in

Unemploy-
ment

i Suppose that the markup of goods prices over marginal cost is 5%, and that the
etermination . . . .
. wage-setting equation is W = P(1 — u) where u is the unemployment rate.

Determination 1

. What is the real wage, as determined by the price-setting equation?

The Natural

G U 2. What is the natural rate of unemployment?

ploymen

3. Suppose that the markup of prices over costs increases to 10%. What happens
Problem

to the natural rate of unemployment? Explain the logic behind your answer.

References
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Practice Problem

Notes 06
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Tour

Movements in
Unemploy-
ment

Wage
Determination

Price
Determination

The Natural
Rate of Unem-
ployment

Practice
Problem

References

Notes 06 (Loyola-Chicago Spring 2015, Section 101)

Solutions

Suppose that the markup of goods prices over marginal cost is 5%, and that the
wage-setting equation is W = P(1 — u) where u is the unemployment rate.

QUESTIONS:

1. What is the real wage, as
determined by the price-setting
equation?

2. What is the natural rate of
unemployment?

3. Suppose that the markup of prices
over costs increases to 10%. What

happens to the natural rate of
unemployment? Explain the logic
behind your answer.

1 _
. Just solve 1701 —

Business Fluctuations

SOLUTIONS:
1. Recall that price setting equals the

wage setting equation via the real
wage:
ﬁ:%:F(u,z):l—u.
Thus, according to the LHS, the
W =0.952.

. Next solving le =1—u for u,

u = 0.0476.

1 — wu for u,
u = 0.0909.
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Practice Problem
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Comments, questions, or concerns?

Price
Determination

The Natural
Rate of Unem-
ployment

Practice
Problem
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Practice Problem
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