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The Labour Market 
 

 Wage-setting equation 
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 Price-setting equation 
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 Equilibrium  (the “natural rate of unemployment”) 
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The natural rate of 

unemployment is the 

unemployment rate such 

that the real wage 

chosen in wage setting is 

equal to the real wage 

implied by price setting. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Based on Blanchard, 7th edition, chapter 7. 


