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e We have halited a ler about whet defermines
Qw«ﬁ\cﬂw.uf (V) ., However, our mode/ viewed
Flackuakions in N as Fluckations in Fhe
houvs _worked ‘v a “representfuhie household

T, #he real world, most eyclical Variahon o
)\:.,.y-g worleed rqmscnis chn’;q 'n Fhe number 0
people who have Jobs.

¢ A ww\Plc(-Q Pu‘d-uvc of He Jabor market re7m'r¢;
oan uhders"ﬁvdl"\ O'P unemplo ment, W‘\; ’s It
+het some reople went fo Work, but cannot-
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1) unemylovm"' Rate = E‘{FM

E+\

2.) Parhicipation Role = o vy

o The u.mmplo\‘,mcu‘,' rate exhibifs both cj‘/owla
e.uolw‘«a heevds , anel Sharp cvc).‘a\l he €S,
T+ is a }n‘)l\l} countercyehical avel /amm?
variable,



Percentage of the Labour Force Unemployed

FIGURE 16.2
Deviations from Trend in the
Unemployment Rate, and
Percentage Deviations from
Trend in Real GDP for
1976-2005

The unemployment rate is
countercyclical, as it tends to
be above (below) trend when
real GDP is below (above)
trend.

Source: Adapted from the Statistics
Canada CANSIM database, Series
V2062815, v1992067.

1846-2005

The unemployment rate
shows considerable cyclical
volatility. In Canada, there
was also a frend increase in
the unemployment rate from
the late 1960s until the
mid-1980s, and a small trend
decrease from the mid-1980s
through the 1990s.

Source: Adapted from the Statistics
Canada CANSIM database, Series
V2461224, and from the Statistics
Canada publication Historical Statistics
of Canadsa, Catalogue 11-516, 1983,
Series D491.

Deviations from Trend
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2.) Searc Frichons = T the real world, Here
S l\e-l-eroﬁcnef/-; on beth scdes af F+he labor
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A Simple Secrel, Mode

s Jou batk in Lecture 4 we developed a so~callef
"ba}'H-ub modle !’ of unemployment-
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Where St Hhe e on mle ard £ #he job :4'&4/”.'3
rode . That analysis cssumeo] S and F were 607

1“’3 o eno’o7c.w:‘ae £ , W 1le

enous. Now We
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1) Todividuals are alwe
) e;q.:" wofkl'n} or "’ookfnj for a Job.

2.) To bs differ acoon'-'n? fo the woges, v, ﬂ:ey P4Y.

3.) With robabdi ity , 5 cach e"“P"' <l Person
) loses ﬁ)\eir Job\‘? Tls: Sefamh'on 7m%¢, s, /s

He Same for all Jobs.

§.) With PrObabiu P eacl unemphyed perso
)rec.c.\‘vcs a job o ’er ! Pt peys QP\Jzﬁc %7‘-’7
' drawh rondomly From the distribubon ,
Flw), where Flw)+ Prob[wﬁ-ge <w], The

ST J.-‘siribuh'on IS erogenous and Constant

over hme,



5) While unemployed , & pesson recelves @
Constent 'unemrlopmen‘f benefrt' of b per period,

b.) Workers have an Infinite p/&mln; horrzon , anel vt

o woeximi 2 their gpc_b_ft_o_( uh./l;‘y . Workers
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Where v is the interest rate . Mote ot &

s random . It deperols on Whepher the person
has @ Job in pu:‘oo( and 1 59, et Kind
of Job hee has. Therefore, a person Can only

Mmoot 2€ expected uh lity.

. Noke Het witd all Hhe assump
He only reel decision @ person hes Is U eHer

Yo actept & given Job erver. (Tf g aceept
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Frere 5o “om the job S’ee?rd. i /
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heve W €fo, 7] and o) is the dewsiy assocnind with R,

Nohee H Hhins here
1) Vu 19 indepudent of W.

2.) Ve depends onm\(/u , avd Vu depercls on Ve , They
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since Vi is indeperdent of W, He

Nohce +het
Ve =) Fanchon inher'ss He Same properkies A as
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ten .
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2.) ﬂg&ed‘ $ W< w*
where Ve l(w*) = Vo . The Hhreshold wage
offer, W*, is called Hhe “reservabon wege’,



Determimhon of Hhe reservehon wehe con be
Uiswelized a3 follows:
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Swppese the wege dishribubion has Just 2 values.
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The vllolf Pg,~n+ O‘F JQVCJO)?I;? a wode/ /'3 7&1474
it allows us fo peedict how
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the Cconom res/awl;
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E le 1: Inerense in +he Tob Offer ml-e) P.
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Job 0ffer robe increnses He
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Eu.nplg 2 Tnereased Tones on Labor Income

P e

An inerease 1N Lober T ncome MQ-S, I"OC/’CSMS
e and Phe e,w’/i‘m'um

$he reservahion WeH
uhemp'o,mtﬂ' rehe,



