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A Perfectly Competitive Firm’s
Demand for Labor

e Value of marginal product (VMP): the value, VMP = M PL . P
at current market price, of the extra output “
produced by an additional unit of input.

e The hiring rule for the firm is to choose that B
amount of labor for which the wage rate is = ) VMP. = W’\(
equal to the VMP s
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Figure 14.1: The Competitive Firm’ s
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Labor Demand in the Long-Run

 The firm’s demand for labor will tend to be
more elastic he more etasttc the demand IS;

for its produtt:

e The firm’ s demand for labor will tend to be
more elastic the more it is able to sybstitut
the services of labor for those of other
INpLts.
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Figure 14.2: Short and Long-Run

Demand Curves for Labor
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Figure 14.3: The Market Demand fmooy/lesponsiw. fo a changg
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An Imperfect Competitor’s Demand for
Labor

* Marginal revenue product (MRP): the
amount by which total revenue increases
with the employment of an additional unit of
input.

* The firm will hire that quantity for which the
wage rate and MRP* are equal.
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The Supply Of Labor

e Leisure activities: which here include play, sleep,
eating, and any other activity besides paid work in
the labor market.

e The choice is between two goods we may call
“income” and “leisure.” As in the standard
consumer choice problem, the individual is
assumed to have preferences over the two goods
that can be summarized in the form of an

- indifference map.
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Figure 14.4: The Optimal Choice

of Leisure and Income
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Figure 14.5: Optimal Leisure Choices
for Different Wage Rates
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Figure 14.7: The Labor Supply Curve for a
Worker Seeking a Target Level of Income
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Figure 14.8: When Leisure and Income

are Perfect Complements suppese W = 204/ hoor
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Figure 14.9: An Increase in Demand
by One Category of Employer

Wage increasen

Total employment
o N Increseq
" from q, t&,
In In busineys tote |
ps “‘gg;'g;ﬁs s PO e g

IVCREHSE DV (_@w -@ ) = (@m -@A;_) t [GZ"Q/)

FACTOR MKT Page 27



Page 16

Wednesday, April 24, 2019 11:07 AM

Monopsony (/’( company % town )

* Average factor cost (AFC): another name for the
supply curve for an input.
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Monopsony

e The optimal level of employment for a
monopsonist is the level for which MFC and
the demand for labor are equal.

— For the monopsony firm wages will be lower
than under competition.

9
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Figure 14.10: Average and Marginal
jﬁ' Factor Cost
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Figure 14.11: The Profit-M
and Employment Levels
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Figure 14.12: Comparing Monopsony

and Competition in the Labor Market
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Minimum Wage Laws

e |n 1938 Congress passed the Fair Labor Standards
Act.

— One of whose provisions established a minimum wage
for all covered employees.

e Whether the net effect of the minimum wage is to
increase the amount of income earned by unskilled
workers depends on the elasticity of demand for
that category of labor.
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Figure 14.13: A Statutory Minimum Wage
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Figure 14.14: The Minimum Wage Law
in the Case of Monopsony
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