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To the Instructor

This volume is a revised version of our The Economics of Work and Pay, Third Edition.
Other than the standard updating, it differs by its introduction of algebraic analysis to
supplement and complement the graphical presentation of theories of labor supply,
human capital, and labor demand; by its introduction of 11 entirely new policy issues;
by its addition of problems and questions at the end of each chapter; and by its inclusion
of a number of very recent advances in labor economics. Among these advances are
the concepts of efficiency wages and the share economy, especially as both pertain to
cyclical fluctuations in the labor market; the analysis of facts on time use in the home
and the market; and the integration of concepts of internal labor markets into theoreti-
cal labor economics through what has been termed the new economics of personnel.

With each theoretical discussion there is an examination of the data to which the
theory applies and the econometric evidence that has been brought to bear on the
theory. The supporting evidence is mainly based on studies of the labor market in the
United States. In many cases, though, illustrations from research on other countries
are used, and data on other countries are presented to help reduce the parochialism of
the student. In all cases the empirical results are referenced specifically, as are the
sources of data presented in the tables. However, if the study or data were produced
by the U.S. Department of Labor, only a title reference is used.

Throughout the book we illustrate the theory with issues of labor market policy.
The issues are designed to give students practice using the tools and analysis they have
learned and to provide a sense of the many ways in which analytical labor economics
is useful in the discussion of policy. The policy issues make excellent topics for those
instructors who choose to assign term papers, and the references on which they are
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TO THE INSTRUCTOR

based provide good springboards for students who are attempting to assemble a bibliog-

raphy for such a paper.

The Economics of Work and Pay assumes that the student has had only a yearlong
course in economic principles and is able to handle graphical analysis. Only a little math
is used in the text. In many cases the figures are original, as they were in previous

editions.
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To the Student

This book is about labor economics—the branch of economic analysis that deals with
topics such as the supply of labor, the allocation of labor among uses, the extent and
incidence of unemployment, and the determination of wages. Two questions help to
define the field: Why is labor economics a separate branch of economics? How does
labor economics differ from industrial relations?

The answer to the first question is that labor markets are very different from both
commodity markets and markets for other productive inputs. Employment involves a
continuing personal relationship between an employer and an employee; transactions
in most other markets are brief and impersonal. Labor economics also involves the
study of a major economic institution—the trade union—which is very different from
the firm and whose behavior is not covered by the main body of economic theory.

Industrial relations has as its main focus the relationship between an employer
and the workers or their union in a particular establishment or firm; labor economics
deals with larger aggregates. Because of its focus on smaller units, industrial relations
is an interdisciplinary field that includes inputs from sociology, psychology, law, and
personnel management as well as from economics. For much the same reason, indus-
trial relations is largely an applied field. This book does not pretend to cover industrial
relations, but it does provide the legal and institutional detail necessary for understand-
ing the economics of industrial relations.

In this volume we present recent data to illustrate how the theory of labor markets
applies to contemporary economies. These data are important in their own right. Being
familiar with them will enable you to develop a good sense of the way labor economics
explains how modern labor markets function. In each chapter we present a number of
policy issues—nearly 50 in the entire book—that are designed to illustrate the theoreti-
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Xii TO THE STUDENT

cal discussions after which they appear. Each policy issue is set apart from the body
of the text at the end of a section or subsection, but each should be read along with
the preceding discussion. The issues are important because they deal with problems in
labor market policy that are continually in the news. Along with each policy issue,
which would be an excellent topic for a term paper, we provide references that can be
used as background for such papers. Although most of these references are technical,
some of them are summaries of the literature that you will find more accessible.

At the end of each chapter are questions and problems. The problems are not
Mickey Mouse problems; they require thought and an ability to work out applications
of the theoretical concepts that have been introduced. The questions are broader and
usually require that you integrate several of the major points in the chapter. Answering
the questions and problems is a good way to affirm that you understand the material
in the chapter.

We assume only that you have had a yearlong course covering the principles of
micro- and macroeconomics. Any tools not usually included in principles courses are
introduced here; essentially we teach you all the necessary detail about those tools,
usually in an introductory section to the point at which they will be applied. Much
research in modern labor economics is based on the use of statistical methods to analyze
economic data. For students who have not studied these methods, we intersperse only
the results of this research throughout the text to illustrate the theory. Those students
who have studied statistics and econometric methods would benefit greatly from exam-
ining a few of the studies we cite, in order to understand how the knowledge that
underlies so much of the discussion in the text is obtained.

Daniel S. Hamermesh
Albert Rees
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chapter

Labor-Force Participation

THE MEANING OF LABOR SUPPLY

In the writings of the classical economists of the eighteenth and nineteenth centuries,
the discussion of labor supply concerned the forces that determine the size of the
population of working age and, especially, the effect of changes in real wages on
population growth. Not much was said about the amount of work supplied by a
population of any given size. There was no reason to consider this—everyone old
enough and healthy enough to do any useful work toiled the entire day. More recently,
labor economists have reversed this emphasis. We define the supply of labor as the
amount of effort offered by a population of a given size. We pay only slight attention
to changes in the size of the population, leaving the study of population dynamics to
demography. This separate discipline, which combines economics, sociology, and math-
ematics, has well-developed methods of its own for studying fertility, mortality, and
migration flows that make up changes in population.

The amount of labor supplied by a given population can be divided for conve-
nience into four factors.

1. Labor-force participation rate, or the percentage of the population engaged in
or seeking gainful employment, has been studied extensively. Today we under-
stand a great deal about why different groups are more or less likely to be
working or seeking work and how government programs affect participation.
In this chapter we discuss the various factors that determine participation.

2. Number of hours people are willing to work per day, per week, or per year
while they are in the labor force. This aspect of labor supply is treated in
Chapter 2.



4 LABOR SUPPLY

3. Amount of effort that people put forth per hour or day while they are at work.
This is discussed in the last section of Chapter 2.

4. Level of training and skill that workers bring to their jobs. This important
topic is the subject of Chapter 3.

Although we separate these four components of labor supply, they are not inde-
pendent of each other. Many of the same forces that affect any one of them affect each
of the others. Together these components make up the amount of labor—work effort—
that is available for the production of goods and services to be sold in the marketplace.

THE LABOR FORCE

The labor force is the number of people who work for pay or profit or who are
unemployed during any part of some short period of time, usually a week. In the United
States the labor force is measured every month. During the week following the reference
week—the week containing the twelfth day of the month—people in 60,000 households
in over 700 separate geographic areas are interviewed by an employee of the U.S.
Bureau of the Census. The same household is included in the survey for 4 consecutive
months, is removed from the survey for 8 months, and then is included again for a final
4 consecutive months. The households are chosen to reflect the principal characteristics
of the population as measured in the most recent decennial census. These interviews
form the Current Population Survey, the basis for the unemployment statistics and
other labor-force statistics that are usually announced on the first Friday of the next
month.

In the United States as of 1986, the employed are defined as those who worked
1 hour or more for wages or salary during the reference week or did 15 hours or more
of unpaid work in a family business or farm. Those absent from work because of
vacation, illness, bad weather, or strikes and lockouts are also counted as employed but
in the separate subcategory “with a job but not at work.” The unemployed are those
who are on layoff from a job; who have no job but have looked for work during the
preceding 4 weeks and were available for work during the reference week; or who are
waiting to report to a new job within the next 30 days.

The labor force as defined in the United States is now limited to those persons
who are 16 years of age and older who are not institutionalized in prisons, mental
institutions, and the like. The small amount of labor supplied by those under age 16
is not counted. However, being in school does not preclude someone 16 or over from
being counted as in the labor force (as we see later in this chapter). Separate data are
kept on the civilian and the fotal labor forces; the latter adds resident military personnel
to the civilian labor force. The discussion in this book analyzes the behavior of the
civilian labor force only.

The questions asked by the interviewer enable government analysts to determine
the labor-force status of each civilian age 16 and over who is not in an institution. This
is an all-or-nothing matter: For purposes of the survey, a person is either in or out of
the labor force; by definition, one cannot be partly in the labor force and partly out.
The answers to the questions enable the entire civilian noninstitutionalized population,
P, to be divided into employed, E, unemployed, U, and out-of-the-labor force, O:



LABOR-FORCE PARTICIPATION 5
P=E+U+O

The labor force, L, consists of those who are employed or unemployed

L=E+ U
The labor-force participation rate, usually measured as a percentage, is
LFPR = 100 X %

The unemployment rate, also measured in percentage form, is:

U
UR = 100 x 2
T

Because the interviewers also record the age, sex, race, ethnicity, and marital
status of people in the households, the government publishes information on participa-
tion classified by these criteria. Special supplements to the survey each year provide
additional information on participation rates classified by workers’ education. Informa-
tion on labor-force participation by detailed location is collected in the decennial
Census of Population. Taken together, the data in the Current Population Survey and
the Census of Population enable us to calculate labor-force participation rates for a
variety of population groups and to examine their determinants.

Labor-force participation rates by age and sex for a recent year are shown in Table
1.1. These rates are based on a civilian noninstitutional population of 181 million people
age 16 or over, of whom 86 million were men, 95 million were women. Large variations
in rates among the groups are immediately apparent. The participation rate is generally
higher for men than for women; but within each sex there is substantial variation by
age, and the age patterns for men and women are somewhat different. Participation
rates also differ by race. Fewer black men age 20 or over are in the labor force: In 1986
their participation rate was 74.8 percent as compared to 78.5 percent of white men.
Among ethnic groups for which data from the Current Population Survey are pub-
lished, Hispanic adult men were most likely to participate: 84.6 percent were in the
civilian labor force in 1986. A somewhat higher percentage of adult black than white
women were in the labor force: In 1986, 58.9 percent participated as compared to 54.9

Table 1.1 CIVILIAN LABOR-FORCE
PARTICIPATION RATES
BY AGE AND SEX, 1986

Age Males Females
16-19 56.4 53.0
20-24 85.8 72.4
25-34 94.6 71.6
35-44 94.8 73.1
45-54 91.0 65.9
55-64 67.3 42.3

65+ 16.0 7.4

Source: Employment and Earnings, Janu-
ary 1987, p. 158.



