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Abatract

Will the natural rate of unemployment be lower in the sahare
economy described by Martin Weitzman than in a wage economy? We
examine this question for a search economy with an equilibrium
unemployment rate, a version of Salop’a (1979) quita model.
Equilibrium unemployment is the same in both economies.

We also examine firma’ short-run adjustment to shocksa.
Share-economy firms adjust output leas than wage-economy firmsa
for both demand shocks and labor-supply shocka. Depending on
whether rapid output adjustment is stabilizing, a ahare economy
may be more or leas atable than a wage economy.



The Natural Rate in a Share Economy *

1. Introduction

One of the moat interesting macroeconomic policy ideas in
recent years is Martin Weitzman’s "share economy.' 1In this
economy, firma pay workers not just wages, but alaso shares of
their net revenues. Weitzman (1984, 1985) claima that such an
economy hgs strong tendencies to astay at full employment, as
firms act as employment ‘“vacuum cleaners,' hiring all of the
unemployed they can find.

Some have interpreted Weitzman’s claim to mean that the
share economy has a lower natural rate of unemployment than the
wage economy, but this has been controversial.l 1In part this was
because in his formal work Weitzman used models where the labor
market is at full employment in long-run equilibrium. In these
modela he showed that after ' a shock the share economy will return
more quickly to full employment than would a wage economy.

More recently, Weitzman (1986) has shown that, for the
Lindbeck and Snower (1984) model of the NAIRU, the long-run level
of unemployment will be lower in a share economy; but he analyzes

the stability properties of a share economy only for the case

#We would Like to.thank Pameia Brown, David Colander, Mark
Kuperberg and Jameas Mulligan for helpful comments.

An earlier version was presented at the Eastern Economic
Association annual meetinga, Philadelphia, April 1986.

1 At a conference on the share economy at Yale, Nordhaus
deacribed one claimed result of the share economy as
“The share economy will produce a lower natural rate of

unemployment.*"
However, Tobin, at the same conference, aasserted that the natural

rate should not change (Nordhaua and John 1986).

where the long-run unemployment level is zero.?2

Here we examine two queationa for a share economy with a
poaitive natural rate of unemployment. (1) Is the equilibrium
natural rate lower in the share economy than in the wage
economy? (2) If the equilibrium is disturbed by a shock how
will the share economy adjust? We inveatigate thease queationsa
uaing a ‘search' economy model developed by Salop (1979). 1In
Salop’s model, workers queue to obtain joba. Once on the job,
they learn about the nonpecuniary aspects of the job, and asome
workers then decide to quit. The lower the firm’s compensation
level, the more likely workeras are to decide that the negative
nonpecuniary aapecta outweigh the positive compensation. These
workers quit to search for a better job. (Thua the model might
be conaidered a '"quita*' model.)

Thia model is useful for exploring the questions raised here
for two reasons. First, Salop has shown that the model will
generate a poaitive natural rate of unemployment in a wage
economy. Second, workers quitting is a reasonable response to
lower compensation levels in both share and wage firms. For
share firma, quits identify a coat firms must pay if they decide
to hire more workers since increasing the number of workers
cauases compenasation to fall. We find that the equilibrium

unemployment rate in this model is the same in the share economy

2 Just a few papers have previously analyzed the share
economy in models other than Weitzman’a. John (1986) examines
the effecta of shocks on firms that are wage-takers in both the
short-run and the long-run. Cooper (1985) emphasisea macroecon-
omic externalities caused by private contractas; with price-
setting oligopolistic firmas, share contracts sometimes reduce
macroeconomic externalities and instability.
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as in a wage economy. Furthermore, when faced with a shock,
share-economy firma adjust output leass than do wage-economy
firms,. Demand shocka do not puah share firma aa far away from
the natural rate of output as wage firma would be driven,
confirming one of Weitzman’s claima. But share firma also adjust

output less when the economy’s labor supply changes, thus moving
more alowly to the new equilibrium. Thus, share firma might be
thought of as ''vacuum cleanera without suction."

Salop’a 'quita'" model is only one of a variety of search
modelas that have an equilibrium unemployment rate. There are
alaso "efficiency wage' modela (e.g., Akerlof and Yellen 1986,
Shapiro and Stiglitz 1984) and modela with quita, hires, and
vacancies (e.g., Pissarides 1985, 1986, Jackman and Layard
1986) . In these latter modela firms search for workersas but
before a firm can hire a worker, it muat incur a fixed coat of
firat creating a vacancy. Workera are more likely to take the
job and less likely to quit at higher compenasation levels. For

simple forms of theae modela, the same equilibrium results hold

aa for the quita model. These cases are examined in the
Appendix.
The remainder of the paper is organized as follows. Section

2 briefly describea the quits model, modified to include the
share econony. Section 3 showa that the equilibrium unemployment
rate ia the same in the share and wage economies. Section 4
showa that share firms adjust output leasa in reaponase to shocksa

than do wage firma. Section S5 concludes the paper.

2. Share Firma in a Quits Model

In thias model firma are monopolistic competitora. They face
an unlimited supply of labor at the going wage, so long aas the
equilibrium rate of unemployment ia poaitive. (This and other
aasumptiona of the model are diacusaed in more detail in Salop
1979). Firma use labor and asome form of ‘'capital" to produce
output, but capital ia not explicitly modeled.

The probability that workers quit firms is deacribed by the

function @ = Q(W/W(1-U>>, with Q’(-) < O and Q@’’(.) > O,

Workera compare their own compensation, W, with the compenasation
received at the repreaentative firm, Q, and are leas likely to
quit when their own compenaation ia high. They are also leas
likely to quit when the unemployment rate, U, ia high. Some
workera quit even when W = Q, since they may diaslike nonpecuniary
agpects of the job.

When workera quit, firms incur a cost y per worker, where vy
representa the opportunity cost of training a new worker to take
the place of the worker who has quit. (Firms pay all workers
alike, so they cannot charge workers the cost of training).3

The firm’as profit function ia

M= PY - WL - yQA(-)L. (&D)

PY is total revenue. The wage firm is differentiated from the
share firm by the componenta of compenasation, W. For the wage

firm, all compensation is in the form of a wage, w. For the

3 Alternatively, workers who quit could leave a vacancy in
the production procesa. The coast of a quit would then be related
to the value of output, P. The reaulta are not affected by thisas

alternative assumption.



share firm, compensation haa two componenta, a wage component w
and a share, A, of net revenues to be shared, Rg. Each worker
thus receivea W = w + ARg/L. Rg equals the firm’as revenues minus

coata, excluding the share compensation:

Rg = PY - wL - QC.)L. (2)
So M - Rg = -ANRg, and Rg = I-%-i"' The share firm’a profit
function can therefore be rewritten asa M = (1 - A)Rg, or

T= (1 - MDIPY - wL - yA(->L]1.4 (3)

The firm maximizea profitas by finding the optimal employment
size, L, and an optimal share rate, A. As Weitzman has
diacuassed, for reasonas not in the model, firmas and workers would
agree on an all-wage compensation structure if given a choice.S
Thua, some reatraint must be placed upon compensation--either
a ceiling upon w or a floor upon A. Weitzman (1985) chose to set
w = O, which is closer to setting (a maximum) w, with firma then
chooaing A.

The firat-order condition for L is

4 This profit function already reveals many of our later
results. The share relationship doea not directly modify any of
the terms in the wage firm’as profit function (although w ahould
be lower for a share firm with positive profita). Rather, the
share firm easentially maximizes wage-firm profits times a
conatant factor. Alternative definitiona of the ‘'share' change
the function, but do not change our main resultsa.

S This does not hold in more complete models of firm and
worker behavior. ''Optimal contracts'" generally do not have fixed
wages (Stiglitz 1986), and might be like share contracta. Firm
and worker risk and risk preferencesa muat be modeled to determine
"optimal'" contracts. See also Cooper’as remarks in Nordhaus and
John (1986).

Cooper (1985) also raises an important question when he
asks why the wage ayatem has evolved. Are there important
reasona for a wage ayastem that have not as yet been identified?
Doea changing it have coats that have not as yet been discerned?

Moo= (1 - MDIMMRPL - w - Q¢ - YaIeL ., (4)

MRP{, is the marginal revenue product of labor, a function of L.

m

A 1
Now, wL = 17C i( L L L2).

=

Subatituting into (4) and collecting terms,

4 . ’ .
morn s ML) L MRPL - w - yac. o+ o-Beo YRIE2 Ty
L oA ga-nt

We1-udy
The firat order condition, M, = O, holds if the term in brackets
on the right-hand aide of this expresaion equals zero or:

A T (S)

’ .
w = MRPL - yQC:) + zg_ﬁ_l i_:_i E'
wal-u)

(5) can be interpreted as the wage rate equala the marginal
revenue product of labor (as it would in neoclassical models)
pluas two quit factora. First, there are additional costa because
any new worker will quit with some probability. Second, hiring
an additional worker in a share firm will lower the compenasation
of all current workers, increasing the probability of quits and
impoaing an additional cost on the firm.

The first-order condition for A is

"k = (-1)IPY - wL -yQC-)L) + (1 - NI~ ek W, . 6)
wa -u

wk in turn is

1 A n A 1 m A T

o T Ut W E B S 2 S S Rt S AL NS W s S & W=t S Y ALY
Subatituting into (6) we obtain
’ -
W, = ¢-1>(.3 - Z@-S_Z(__E_i + AT D,

A Wi-u

But the term in bracketa ias juat W/(1-A); collecting terms,
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"7\[1 + :Z‘YQ:S:.Z] = - i_lr__ - :YQ:SLZ_ __F__ .
Wl - w AN ga-uw oA
M, = O if the right-hand side of thia equation equala zero.

A
So the first-order condition holds when

W¢er - U
«7)

Finally, there is the constant-profit condition, which
includea the firma’s implicit cost of capital k.

M= (1 -MDIPY - wL - ¥QC«)LI = k. (8)
(8) representa long-run free entry and exit of firmas under

monopoliatic competition.

3. Equilibrium Unemployment with Share and Wage Firms

The equilibrium unemployment for share and wage firms can be
compared in several ways. The most direct is to observe the
ahare firm’a firat-order conditionas. With some manipulation,
they take the same form that Salop found for wage firms.
Substituting Q’ (-) from (7) into (S), we obtain

W+ 3 IR L T MRP - YAco. €D

(9) can be interpreted as the firm’s choice of overall compensa-
tion; it can be rewritten as

W = MRPL - yaQ(:) (10).
Total compensation equala the marginal revenue product of labor
minua the marginal cost of replacing workers who quit. So long
as both w and N are positive, the firm is not conatrained at all
by the requirement to pay a “share.'” It looks purely at total
compenaation W.

(10) is identical to Salop’s equation for a wage firm (see

his equation (39), 1979) except that in Salop’s paper W is the
wage. In both cases this equation represents an internal
equilibrium for the firm. Unemployment exists in the models
because there is a queue of workers who want jobs but firms are
unwilling to hire them. If the equilibrium compensation in both
share and wage firms is the same, then the length of the queue

and therefore the unemployment rate should be the same in both

syatems. In other words, the natural rate of unemployment ia the

same _in both economies.

This system has no excess demand for labor at the long-run
equilibrium point. This differs from the Weitzman modela where
exceas demand for labor exists at the long-run full employment
equilibrium point.® Unemployed workers are not being hired
because it ia not profitable for firms to expand their employment
beyond existing levels.

Still this result is consistent with Weitzman’s argument
that the two systems are isomorphic and with Tobin’s view that
the natural rate should be the asame in both syatems (Nordhaus and
John 1986).

Thisa result should not be surprising. Workers and firms
both know the value of compensation, they can correctly value its
two componenta, and they value the components in the same way.

The results would be different if firma and workers had different

6 It does not differ, however, from Weitzman’s results with
a positive natural rate of unemployment. Weitzman (1986)
explorea two cases; in one the economy is at full employment in
long-run equilibrium; in the other the economy is at less than
full employment in long-run equilibrium. He shows how the excesas
demand process will work for the full employment case but not for
the leas than full employment case.



expectations about future profits. If workersa were more
“optimiastic® about their own firm’s future profita per worker
than the firm waa, they would quit leass at any level of
compensation and that would lead to a lower equilibrium level of
unemployment. This could occur if the firm intended to increase
the number of workers but did not inform the workers.7?

There is another way to show that the share economy doesa not
affect equilibrium unemployment. Assume a pure wage economy.
Then reduce wages, allowing firms to subastitute share compensa-
éion. This problem is equivalent to the problem where w changes
and the effects upon U, L and A are determined by differentiating
the three equations of the equilibrium model, using the implicit-
function rule. These equationas are the representative firm’s
firat-order conditions and the zero-profit constraint, 4), (7),

and (8). The effectas of changing w can be found by solving the

matrix equation

dL

(4)L (4)k (4)U dw —(4)w
dA

(7)L (7)k (7)U dw = —(7)w 1)
du

(8)L (B)A (8)U == —(8)w

dw

with partial derivativeas with reaspect to the equations written

) and so on. Solving for the full effects of w,

L
dL da _ 2L du _
il S0 = -a-m° Fco dw = o. (12)

7 Weitzman’s view that firms would hire more workers that
would ’‘dilute’ each worker’s share is conaistent with this
interpretation. So are the hostile criticiams of labor union
leaders. See Epstein 1986.
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dA/dw has the value that keeps W conatant. Thua, directly
considering a change in the external constraint gives the same
concluaions.

While the introduction of sharing itself may not affect the
natural rate of unemployment, ita actual implementation could. To
overcome resistance to the acceptance of share arrangements,
Weitzman has proposed a subaidy (or lower tax) on share compen-
sation (Weitzman 198S, p. 946). Several authoras, working with
similar search modela, have found policies that reduce the
natural rate of unemployment. These policiea change firmsa’
marginal cost of labor, while remaining revenue-neutral. For
example, Jackman and Layard (1986) propose a wage tax that is
offaet (for firmas as a whole) by a per-worker subsidy. The
firm’s profit function under their tax-subsidy syastem looks like

T =PY - W + t)L + SL - YAd.)L
with t the tax rate and S the subsidy. Jackman and Layard (1986)
prove that this tax-subsidy acheme reduces the natural rate of
unemployment.

For Weitzman’s subsidy to be revenue-neutral, a tax must be
imposed--perhaps on wage compensation. Such a tax-subaidy
arrangement would affect firm behavior and the natural rate of
unemployment, much as Jackman and Layard have argued, but it can
be shown that the direction of the effect dependa on the specific
form of taxea and subsidiea chosen and in some cases parameter
valuea, Thua such arrangements ahould be carefully designed; but
a combination of tax-subsidy arrangements and sharing could lead

to a lower natural rate and (see below) leass adjustment to
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shocks.
The British government is adopting a subsidy on share
compensation (Economiat 1986), but thia repreasenta an attempt to

reduce workers’ compenasation to its equilibrium level.

4. Share Firma’ Reaponase to Shocks
How do ahare firmas react to macroeconomic shocka?8 Weitzman
showa in hias modela that the share economy has lower unemployment
ratea during the period of adjuatment to a shock. Thias section
examinea adjuastment to two shocksa: (1) a sudden increase in the
supply of workera, who 'parachute' uniformly into the economy,
and (2) a audden fall in the marginal revenue product of labor.

(1) Increased supply of labor. We examine the responase of a

share firm and a wage firm to thias shock. Both firms are at
equilibrium when the shock occura; thua, they are paying the
same level of compensation and have the same output.

When the workers suddenly *parachute'" into the econony,
unemployment is inatantly increased. In both economies, workers
reapond by reducing their quit rate, so firma in both economies
will adjust output.® 1In Weitzman’s analysis of shocks neither

wage rates, w, nor share rates, A, can be instantly changed,

8 In interpreting the firm’a response to shocks we aasume
the firm reacts only to the initial change in the unemployment
rate or demand for the product. (The optimal full reaction path
of the firma is very difficult to calculate (Barro 1972).)
Firma’ deciasiona to hire will clearly affect unemployment, and
in the share economy W as well. We ignore these effects, and so
analyze only the initial response to the shock.

9 Workers observe the change in unemployment, but cannot
immediately observe other firms’ changea in wage rates, so W in
the guits term remains consastant.
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but employment levels can adjust. However, the share firm
affecta compenasation when it changea L. Thus, while the wage
firm facea a conatant W in adjusting ita output, the share firm
findas ita compensation changing--falling, as we shall show.

The effect of increased labor supply on wage firms can be

found from equation (10) with W interpreted aas the wage rate:

d _ yarcoizma-n?

ao MRPLL > O 16)
MRPLL ia the second derivative of the revenue function with
reapect to L and is negative. The entire expreaaion ia thua
poaitive. In other words, an increase in labor supply that

initially increases the unemployment rate causeas firma to hire
additional workersa.

This result ias different from Weitzman’s. In his model
there ia no quit function and entry of new labor into the labor
force does not affegt the wage firm’a short-run optimum--i.e.,
employment remains at ita original level.

The effect of increased labor supply on share firma comes

from equation (S5S):

aL o YOV Ga-y? T MRSV GGn® 0 L,
du MRPLL + WLR(RB/L)yO (.)/G(l W
Since share compensation falla aa L risea, W, < O. Also,

Q" (-) > 0. The full expression ia positive. A larger labor
force causea employment to expand.

Which economy reaponds better to this shock? Employment
expanda in both. Unemployment will be lower in the economy where
employment increasea more. Comparing equations (16) and (17), it

ia not clear in which economy the expansion will be greater. If
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the second-order termas containing Q" (-) are very small,lO then

(17) becomes

a . 1T __ 7. war-w oo . 4. (17%)

With thia aimplification the wage economy doea better. The only
difference between (16) and (17’) is that W appeara in the
nume;ator of (16) and w in the numerator of (17’). Since
compenaation in both systema is initially the same and w is only
the fixed part of share compensation, w < W. The wage sysaten,
therefore, reacts more atrongly than does the share system. In
the short run, unemployment will be lower in a wage aysten.

Thia ias the oppoaite of Weitzman’s conclusion. 1In hia model
the share economy’s greater flexibility in compeﬁaution encoura-
gesa the firm to hire more workera. In thias model share compensa-

tion also falla as employment goesa up, but aa the share firm’s

compenaation falla, quit ratea rise. These two effecta offset
each other. Furthermore, the higher unemployment rate raises the
coat of increasing the probability of quits - the laat term in
equation (S). The wage firm doea not change itas compensation
level, so when it hirea more workera the probability of quita ias
not changed. The expanasionary effecta are therefore greater (if
the second-order terma are ignored as in (17’)).

(2) Demand Shock. The demand shock changea the marginal

revenue product of labor. We model that by aasuming that the

10 The terms containing Q’’(.) are second-order termsa
deacribing how lower compensation affecta the rate of change of
the probability of quita. The first-order terms which deacribe
the direct effect of lower compensation and the adjustment of the
quit rate to lower compensation levela cancel each other and do
not appear in equation (17).
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shock affects the firat-order condition for choice of L, (5), by
s fixed amount &, and calculating dL/dé§ for the two systema.ll
Since the share firm’a compensation adjusta automatically with
the change in revenue due to the shock, it changea output leas,

Equation (10), for the wage firm, ia now W = MRPpL - yQ(.) - §.

L ___% __ (18)
5 < 0.

Adding the same -§& term to (S), the share firm’s adjuatment isas

dL 1 < o. (19)

dé MRP + wLX<Rs/L)yQ"(-)/a(1_U)

Both of the terma in the denominator are negative, so for this
shock the share firm adjusta labor lesas than the wage firm. If
the Q"(:) term is very small, then the two reactiona will be
about the same. Since the share firm’asa adjustment in labor
supply is leas than or equal to the wage firm’a, fluctuationa in

output ashould be amaller in the share economy.

S. Concluaion
This paper has shown for atandard modelas that the share and
wage economies have the same natural rate of unemployment.
Furthermore, in such models with a positive natural rate of
unemployment share firms adjust output lessa in response to both
demand and labor supply shocka; their demand adjustment keeps

the economy closer to the natural rate, but their labor sasupply

11 1f the demand curve is linear and the production function
haa a conatant marginal product of labor, a demand shift can be
interpreted as the & shift.
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adjustment slowa movement to the natural rate,.

These results are different from those obtained by Weitzman
(1986) who useas a different approach to defining the natural rate
of unemployment. As Weitzman states, hia model may be more
applicable to a European environment where uniona are stronger.

These resulta suggest that reaching any firm conclusions
about the superiority of a share economy may be difficult.
Furthermore, these modela of equilibrium unemployment may be
leaving out important factora. For example, current models do
not include adjuastmenta to shocka. Perhapa the natural rate
of unemployment should be defined over a range of shocks and
adjuastment to them. If, in that case, the share economy has

superior adjustment propertieas equilibrium unemployment would be

amaller.
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Appendix

This appendix sketches the efficiency-wage and quits-hirea-
vacancieas modela for share firms. The models follow Jackman and
Layard (1986), except that the firma are monopolistic competitorsa
and so choose price and labor. These modelas have natural rates
of employment aimilar to the '*quita'" economy. For thease models,
the share economy does not affect the natural rate of unemploy-
ment.

Efficiency-wage modela (Akerlof and Yellen 1986, Shapiro and
Stiglitz 1984) have a function that affecta productivity:
workera work harder at higher wagea. Output per worker is

y=(<), with e(:) = e(=---=---- ).

The firm’s revenuea are Pye(.)L and the firm’s profita are
M = Pye(:)L - WL. (A1)

A wage firm would maximize (Al) by choice of L and W:

"W = ZFmmmem- - L = 0, 8o

W - 0 (A2)

T =pw<u*-qyw<o-w=o,
or, defining the elaaticity of price with reapect to labor as e,

W = Py(l + 1/€)e(:).

Substituting for Py,

W= Wl - Wl o+ 1/7e-S822, (A3)
)

With the share rule, profita are (juat as in the quits economy),

M= (<1 - NDI[Pye(-)L - wLl.
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Moo= (1 - DIPA + 1/e)yel) + glgileEwL - wl = 0. ad)
wa - U
T,o=-0e) e A - amBrelinL w, =0,
wa -
- i—g—i + (1 - A):EIQ_SZ_ ?i—%_i32 g = 0, 8o again
w(l u)
e’ (+) = 9_(.}_:_92 (AS)
Py
Substituting into (A3) for Py,
_ () W - 2 (-
W= @G- DA s 1o feise « B Rl g
) e’ (W1 - v
- S S A P _ef:)
W= w + e Y Wl uy(1 + 1/6)8,(.). (A6)
(A4) and (A7) are the same. The same equivalence exiatas here as
in the quits model.
The quits-hirea-vacanciea model modifies the ''quita"
function by including the ratio of vacanciea to unemployment. In

thie'model, firma require capital or incur some fixed coat per
worker to produce. Only with that coat incurred can they attempt
to fill a vacancy. Thus the firm incuras a coat if the poaition
is not filled, just aa with the quits model. That cosat is

Y$#(1 + V/N), where y ias the worker’s marginal product and ¢ is
the coast of having the position, while V ia the number of
vacancies and N is the number of poaitiona available to be
filled. At equilibrium, the firm maintains a éonatunt labor
force, 8o that defining H aa the probability of firing a worker
for a vacancy and Q as the probability that a worker will quit,

VH = QN. Subatituting, the firm’s profits are

18

T = PY - WL - y&(1 + E)L (A7)
The basic behavioral relationships are that

Q = a<?,-9—> H = H(g,—g-).

W V/N W V/N

For a wage firm, the first-order conditiona are

T = MRP, - W - y&(1 + 3 =0

L L H

W= MRP, - y&(1 + ) (A8)

L H
QNH - H, Q
Hw = -L - y# -=-----= E_L = 0.
1Y H
QH - Hwo ,
N LT 5 = 1 (A9)
Y H

(Thia model reaches equilibrium unemployment by the U/V ratio in
Q(+) and H(+:); while firms chooae W, they cannot affect W/W;
rather, the U/V ratio haa to change for overall equilibrium.)
Subatituting for y® in (A8),

ot 2
Q W H
W = MRPL + (1 + ﬁ)a ACTRTG (A10)
W w
For a share firm,
Q
MW= (1 - NIPY - wL - ¥ + E)L]' (A11)

In a share economy, a change in L changes W, so

a Qi - HQ
T o= (1L - AMIMRP, - w - y#(1 + 2) =~ y#-lt-----Z- LW, 1 = o,
L L H 2L
W H

a H - H, @

w = MRP, - y&(1 + ) + y& -H4-—oon S S (A12)
L 27 17-TRL
W H
Q. H - H,Q
LSRR SRR e TSR O S g-—ka = 0
w H
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S ) . I
1 - A 9 H2 1 - A
Q H - H Q
SN S g_ =1 (A13)
w H
Again substituting for (@&,
_ 2 Q H - H . Q
we e o e gtatas - SRt 1R U
w w w w
AT Q. @___H?
w o+ i—:—;\- E = MRPL + (1 + ﬁ)a—ﬁ—:—ﬁ;a. (Al4)

(A10) and (Al14) are the same.

Thias appendix has shown in several standard models that the
equilibrium rate of unemployment is the same in share and wage
economieas. These models have been used to show that such
policies as TIP, MAP, and wage arbitration will reduce the
equilibrium unemployment rate. The explanation ias the same as

in the main text: firms and workers care about overall

compensation and in these models they can accurately observe

overall compensation.
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