Chapter 13

Labor Markets

I.  Introduction and Overview

A.  Factors affecting salary differentials

1.  labor unions

2.  winner-take-all markets

3.  discrimination

4.  nonwage conditions of employment

II.  Wage and Salary Determination in Competitive Labor Markets

A.  Analogy with the product market

B.  No-Cash-on-the-Table Principle

1.  marginal physical product (a.k.a. marginal product)

2.  value of marginal product

3.  pay equals VMP in equilibrium

4.  law of diminishing returns and labor

5.  factors affecting the equilibrium quantity of workers hired

a.  productivity

b.  price

c. wage

III.  Monopsony

A.  Analogy with monopoly

B.  Output and employment decision for a monopsonist

1.  reservation wages

2.  marginal labor cost

3.  hire workers until VMP equals marginal labor cost
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IV.  The Occupational Demand for Labor

A.  Upward sloping supply curve 

B.  Explaining Differences in Earnings



1.  Human Capital Theory

2.  Labor Unions

3.  Economic Naturalist 13.1: “If unionized firms have to pay more, how do they manage to survive in the face of competition from their non-unionized counterparts?”

4.  Winner-Take-All Markets

5.  Economic Naturalist 13.2:  “Why does Kathy Battle earn millions more than singers of only slightly lesser ability?”

6.  Economic Naturalist 13.3:  “Why did professional baseball players’ salaries remain stagnant until 1975, despite the large influx of television revenue that began in the 1950’s?”

7.  Economic Naturalist 13.4:  “Why have the salaries of corporate executives been rising so rapidly?”

8.  Compensating Wage Differentials

9.  Economic Naturalist 13.5:  “Why do garbage collectors earn more than lifeguards?”

10.  Economic Naturalist 13.6:  “Why do some advertising copy writers earn more than others?”

11.  Economic Naturalist 13.7:  “Why did a telecommunications equipment manufacturer recently offer “free” BMW sedans to employees with more than one year of service?”

12.  discrimination

a.  employer discrimination

b.  discrimination by others (customer discrimination)

c.  other sources of the wage gap

C.  Comparable Worth Policies

1.  comparable worth legislation



2.   reduction in economic surplus caused by comparable worth legislation
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