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The noninstitutional civilian population are the number
of people potentially available for civilian employment.

The civilian labor force is the sum of those either working
or looking for work.

Those who are neither working nor looking for work are out
of the labor force.

The participation rate is the ratio of the labor force to the
noninstitutional civilian population.

The unemployment rate is the ratio of the unemployed to
the labor force.
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Employment, and
Unemployment in the

United States (in

millions), 2006 Noninstitutional civilian
population: 228.0 million

v

A 4 v
Civilian labor force l‘i‘;ﬂ;‘;
151.4 mill
- = 77.4 million
v v
Employed Unemployed
144.4 million 7.0 million
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Gambaran Umum Ketenagakerjaan
di Indonesia Tahun 2011

Total Populasi: 240.343.715 jiwa

L

L L

Bukan angkatan kerja:

Angkatan kerja: 117.370.485 jiwa 54.385.592 jiwa
Bekerja: Tidak bekerja:

109.670.399 jiwa 7.700.086 jiwa




Setengah Pengangguran
Tenaga kerja (Pengangguran Terselubung)
yang bekerja
selama kurang
dari jam kerja
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The Large Flows of Workers

An unemployment rate may reflect two very different realities.

It may reflect an active labor market, with many
separations and many hires, or it may reflect a sclerotic
labor market, with few separations, few hires, and a
stagnant unemployment pool.

The Current Population Survey (CPS) produces
employment data, including the movements of workers.
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The Large Flows of Workers

Average Monthly Flows
Between Employment,
Unemployment, and
Nonparticipation in the
United States, 1996
2003

(1) The flows of workers in and
out of employment are large.
(2) The flows in and out of
unemployment are large

relative to the number of -

unemployed. (3) There are also 14

large flows in and out of the |r Unemployment | IO:t u: the

labor force, much of it directly 6.2 million | apor force
- H

to and from employment. \ j 1.4 59.3 million

Employment

122 million

——— —
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The Large Flows of Workers

From the CPS data we conclude that:

= The flows of workers in and out of employment are large.
Separations consist of: Quits, or workers leaving their jobs
for a better alternative, and layoffs, which come from
changes in employment levels across firms.

(1.4+1.4)/6.2 _ . .
= The flows in and out of unemployment are large in relation to

the number of unemployed. The average duration of
unemployment is about three months.

= There are large flows in and out of the labor force, much of
them directly to and from employment. Discouraged
workers are classified as “out of the labor force” but they
may take a job if they find it. The non-employment rate is
the ration of population minus employment to population.
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The Current Population Survey (CPS) is the main source of
statistics on the labor force, employment, participation, and
earnings in the United States.

Economists use these data, which are available in large
computer files, in two ways:

The first way economists use these data is to get
snapshots of how things are at various points in time.

The second way is to exploit the fact that the survey
follows people through time.

For more on the CPS, go to www.bls.gov/cps/




6-2 Movements in Unemployment

Il Figure 6 -3 100 —
Movements in the U.S. | —
Unemployment Rate

Since 1948 80 —

Since 1948, the average
yearly U.S. unemployment
rate has fluctuated between
3% and 10%.
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How fluctuations in the aggregate unemployment rate affect
Individual workers is important because the answer determines
two effects:

= The effect of movements in the aggregate unemployment
rate on the welfare of individual workers

= The effect of the aggregate unemployment rate on wages

There are implications for both employed and unemployed
workers:

= |f the adjustment takes place through fewer hires, the
chance that an unemployed worker will find a job diminishes.

= |f the adjustment takes place instead through higher layoffs,
then employed workers are at a greater risk of losing their
jobs.
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6-2 Movements in Unemployment

Il Figure6-4 L 15%‘
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6-2 Movements in Unemployment

Bl Figure6-5 -

The Unemployment Rate
and the Monthly

Separation Rate from -
Employment, 1968-1999

Unemployment
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When unemployment is
high, a higher proportion of
workers lose their jobs.
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When unemployment is high, workers are worse off in two ways:

= Employed workers face a higher probability of losing their
jobs.

= Unemployed workers face a lower probability of finding a
job; equivalently, they can expect to remain unemployed for
a longer time.
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Collective bargaining is bargaining between firms and unions.

Common forces at work in the determination of wages include:

=  Workers are typically paid a wage that exceeds their
reservation wage, the wage that would make them
Indifferent between working or being unemployed.

= Wages typically depend on labor market conditions. The
lower the unemployment rate, the higher the wages.
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Bargaining
How much bargaining power a worker has depends on two factors.

= How costly it would be for the firm to replace him—the nature
of the job.

= How hard it would be for him to find another job—Ilabor market
conditions.
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Efficiency Wages

Economists call the theories that link the productivity or
the efficiency of workers to the wage they are paid
efficiency wage theories.

These theories also suggest that wages depend on both
the nature of the job and on labor-market conditions:

= Firms that see employee morale and commitment as
essential to the quality of their work, will pay more
than firms in sectors where workers’ activities are
more routine.

= Labor market conditions will affect the wage.
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In 1914,Henry Ford decided his company would pay every
qualified employee a minimum of $5 per day for an eight-
hour day. While the effects support efficiency wage
theories, Ford probably had other objectives as well for

raising his wages.

Annual Turnover and Layoff Rates
(%) at Ford, 1913-1915

1913 1914

Turnover Rate 370 54
Layoff Rate 62 7




Wages, Prices, and Unemployment

W= P*F(u,z)
(_1+)

The aggregate nominal wage, W, depends on three
factors:

= The expected price level, P
= The unemployment rate, u

= A catchall variable, z, that stands for all other
variables that may affect the outcome of wage setting.
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Wages, Prices, and Unemployment
The Expected Price Level

Both workers and firms care about real wages (W/P), not nominal
wages (W).

= Workers do not care about how many dollars they receive but
about how many goods they can buy with those dollars.
They care about W/P.

= Firms do not care about the nominal wages they pay but
about the nominal wages, W, they pay relative to the price of
the goods they sell, P. They also care about W/P.
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Wages, Prices, and Unemployment
The Unemployment Rate

Also affecting the aggregate wage is the
unemployment rate, u.

If we think of wages as being determined by
bargaining, then higher unemployment weakens
workers’ bargaining power, forcing them to accept
lower wages. Higher unemployment allows firms to
pay lower wages and still keep workers willing to
work.
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Wages, Prices, and Unemployment
The Other Factors

The third variable, z, is a catchall variable that
stands for all the factors that affect wages, given
the expected price level and the unemployment
rate.

Unemployment insurance is the payment of
unemployment benefits to workers who lose their
jobs.
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The production function is the relation between the
Inputs used in production and the quantity of output
produced.

Assuming that firms produce goods using only labor, the
production function can be written as:

Y = AN

Y = output
N = employment
A = labor productivity, or output per worker

Further, assuming that one worker produces one unit of
output—so that A = 1, then, the production function
becomes:

Y=N
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Firms set their price according to:
P=(1+ u)W

The term u is the markup of the price over the
cost of production. If all markets were perfectly
competitive, =0, and P = W.
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In this section we will look at the implications of wage
and price determination for unemployment.

Let's assume that nominal wages depend on the
actual price level, P, rather than on the expected price

level, P¢

Wage setting and price setting determine the equilibrium
rate of unemployment.
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The Wage-Setting Relation

Since P¢ equals P, then:

W = PF(u,2)
We can divide both sides by the price level.
W
—=F(u,2)
P )

This relation between the real wage and the rate of
unemployment—wage-setting relation.
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6-5 The Natural Rate of Unemployment

The Wage-Setting Relation

Il Figure6-6

Wages, Prices, and the
Natural Rate of
Unemployment

o,
The natural rate of =
unemployment is the g Price-setting relation
unemployment rate such S 1+u PS
that the real wage chosen in =

o

wage setting is equal to the
real wage implied by price
setting.
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The Price-Setting Relation

The price-determination equation is:

P=(1+ )W
If we divide both sides by W, we get:
@
W
& To state this equation in terms of the wage rate, we invert
E both sides:
I
F W 1
(D) 5 .
= 7 < The prllc?-settlng
5 relation
: P (1+ w)
S
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The Price-Setting Relation

The price-setting relation in equation (6.6) is drawn as
the horizontal line PS (for price setting) in Figure 6-6.

The real wage implied by price setting is 1/(1 = W); it does
not depend on the unemployment rate.
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Equilibrium Real Wages and Unemployment

Eliminating W/P from the wage-setting and the price-
setting relations, we can obtain the equilibrium
unemployment rate, or natural rate of unemployment, u,:

F(u,z)=-—
(u, 1+ 1

The equilibrium unemployment rate (u,) is called the
natural rate of unemployment.
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Equilibrium Real Wages and Unemployment

The positions of the wage-setting and price-setting
curves, and thus the equilibrium unemployment rate,
depend on both z and p.

= At a given unemployment rate, higher unemployment
benefits lead to a higher real wage. A higher
unemployment rate is needed to bring the real wage
back to what firms are willing to pay.

= By letting firms increase their prices given the wage,
less stringent enforcement of antitrust legislation
leads to a decrease in the real wage.
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Equilibrium Real Wages and Unemployment

W= P°F(u,z)
(_’+)

Unemployment Benefits 1 w _E
and the Natural Rate of - gu,z)
Unemployment

An increase in unemployment
benefits leads to an increase
in the natural rate of
unemployment.

Real wage, W/P
+ =

P=(1+ )W

w 1
P 1+ u)

u u',
Unemployment rate, u
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Equilibrium Real Wages and Unemployment

W= P°F(u,z)
(_’+)

Markups and the Natural
Rate of Unemployment

An increase in markups 1
decreases the real wage and g 1+4
leads to an increase in the g
natural rate of unemployment. S
S 1
w 1+
o
«c
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S —
5 P=(1+ ©)W
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© P (l+ M ) Unemployment rate, u
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LABOR SUPPLY & DEMAND (MODEL KLASIK)

W/P Z naik
$14 , S
\ ¢
$13 7  \
$12 \
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$10 - >a(E (1,200, $10)
g \\\

$9 “
$8 - ///

T MPL
=D

|

700 1,200 1,600
Quantity of Labor (# of workers)

W 1
P (1+ n)

Kenaikan unemployment
benefit, z, pekerja akan
menawar upah lebih
tinggg (S ke atas).

- Pengangguran naik
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LABOR SUPPLY & DEMAND (MODEL KLASIK)

wW/P
$14 1 S W W 1
/ —=F(u,2) P
$13 il \\ P (—,+) ( + /Ll)
$12 \ Kenaikan markup p, akan
$11 - N menaikan harga sehingga
\ upah rill (W/P) yg diterima
$10 1 //'\E (1,200, $10) pekerja turun (D ke bawah).
$9 - Pengangguran naik
$8 - /// \\\\MPL
=D
u naik

|

700 1,200 1,600
Quantity of Labor (# of workers)
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IMPACT OF MINIMUM WAGES (e.g. UMR=12)?

Kondisi permintaan dan penawaran dalam pasar tenaga kerja di Indonesia
merupakan salah satu pertimbangan yang penting bagi pengambilan keputusan
oleh pihak perusahaan, angkatan kerja, maupun pemerintah. Pemerintah, dalam
hal ini Kementerian Tenaga Kerja, berkordinasi dengan Pemda menetapkan
beberapa kebijakan yang bertujuan melindungi tenaga kerja dari eksploitasi
pengusaha. Salah satu kebijakan yang sering kontroversial adalah penetapan
(peningkatan) tingkat Upah Minimum Regional (UMR), yang ditetapkan dalam
Peraturan Daerah (Perda) Kabupaten/Kota/Provinsi.
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1) Jelaskan tentang teori upah
efisiensi (efficiency wage theory),
dan kaitkan dengan kebijakan
UMR ini.

2) ada pendapat bahwa RUU Ciptakerja
cenderung menganak-emas-kan pelaku
usaha. Jelaskan tentang pernyataan
ini, dan kaitkan juga dengan teori upah
efisiensi yang Anda pelajari di
makroekonomi. Bagaimana dampak
RUU tersebut jika diterapkan, misalnya
terkait dengan masalah
ketenagakerjaan

1 Ul oV



Equilibrium Real Wages and Unemployment

Because the equilibrium rate of unemployment reflects
the structure of the economy, a better name for the
natural rate of unemployment is the structural rate of
unemployment.
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From Unemployment to Employment

Associated with the natural rate of unemployment is a
natural level of employment.

U L-N _ N

U=

L L L

Employment in terms of the labor force and the
unemployment rate equals:

N=L(1-u)
The natural level of employment, N, is given by:

N = L(-u,)
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From Employment to Output

Associated with the natural level of employment
IS the natural level of output, and since (Y=N):

Y =N_=L(1-u)

n

The natural level of output satisfies the following:

Y ]
Fel- "zt =
L 1 +p

In words, the natural level of output is such that, vy
at the associated rate of unemployment, u, = 1- T”
the real wage chosen in wage setting is equal

to the real wage implied by price setting.
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non-institutional civilian population
labor force; out of the labor force
participation rate

unemployment rate

separations, hires

Current Population Survey (CPS)
quits, layoffs

duration of unemployment
discouraged workers
non-employment rate

collective bargaining

reservation wage

bargaining power

efficiency wage theories
unemployment insurance
production function

labor productivity

markup

wage-setting relation
price-setting relation

natural rate of unemployment
structural rate of unemployment
natural level of employment
natural level of output
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