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o Labor Supply

¢ A resource supplier has a labor supply
curve for each possible uses of his labor

¢ To some markets, the quantity supplied
IS zero over the realistic range of wages
@ Bx: mEfebalE 0k

% An person’s labor supply to each market
depends on
= Ability
= taste for the job
@ opportunity cost of their time,
Let wages in other markets remain constant




o Utility Maximization
¢ Two sources of utility are considered

= The consumption of goods and services
» serves as the basis for consumer demand

@ The enjoyment of leisure
e A normal good
e subject to the law of diminishing marginal utility

Related to a scarce resource: Time

o Three Uses of Time

¢ Individuals can use their time in
following three ways
= Undertake market work = selling time in
the labor market for income

% Undertake nonmarket work = Produce their
own goods and services
e Ex: Laundry, education

= Spend time as leisure =» all nonwork uses of
their time




o Work and Utility

% Work is not a pure source of utility,

@ A source of disutility = the opposite of
utility

¥ Work is subject to increasing marginal
disutility =
= more works—> greater the marginal disutility
of working another hour

¢ Net utility of work

= Utility of consumption made possible by
work — disutility of the work itself

== makes some amount of work an attractive
use of an individual’s time

@  Utility Maximization

¢ Limits of time: one balance his time
among
= market work,
= nonmarket work
@ leisure
to maximize utility

¢ Rational consumer maximize utility:
MUpyw = MUyuw = MU,

< Comparison: (Spend $ to max. utility)
@ Time->Budget
@ MUy = MUy ---=> MU,/Px= MU, /Py




o Some | mplications

¢ The higher your market wage,
other things constant,

& the higher your opportunity cost of
leisure and nonmarket work

¢ The higher the expected earnings
right out of high school,

= the higher the opportunity cost of
attending college

o Wages and I ndividual Labor Supply

¢ As wage Increases,
= Individual initially increase the
quantity of labor supplied

2z Eventually reduce the quantity of
labor supplied,

¢ Consider the impact of wage
INncreases on the allocation of time
== choice between market work and
other uses of time

e Substitution Effect
e Income Effect




Q Substitution Effect

¢ Higher wage provides an incentive
to work more

@z Each hour of work now buys more
goods and services

¢ As the wage increases, you
substitute market work for other

activities = substitution effect of a
wage increase

o | ncome Effect

¢ Higher wage
= Higher income for the same working hours
= ->Demand for all normal goods increases

@ Leisure is a normal good,

= Higher income increases the demand for
leisure

= = Allocation of time to market work declines

& The income effect of a wage increase
tends to reduce the guantity of labor
supplied to market work

See next slide
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Labor Supply Curve Bends Backward

¥ Wage<12

S = slopes upward
144 = Substitution effect
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¢ Wage of $12,
= bends backward
= Income effect
dominates
z  Quantity of labor
supplied decreases.
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Hours of labor per week

@ Flexibility of Hours Worked

¥ Previous model assumes that

= workers have some control over the time they
work

% Worker control the working time by
= Part time and overtime work
= Control over timing and length of vacations

= How long a person stays in school and when
they retire
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° Nonwage Determinants of Labor Supply

¢ The supply of labor also depends
on some factors other than the
wage as follows:

@ Other sources of income
2 Nonmonetary factors

2z Value of job experience
@ Taste for work

Described as follows:
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o Other Sources of Income

+ The willingness to supply labor depends
on income on other sources:
@ Prior savings,
@ Borrowing,
= Family support

< Generally, wealthy people have less
Incentive to work
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o Nonmonetary Factors

¢ Capital and land can be supplied
regardless of the whereabouts of
the owner,

¢ Labor supplier must be in the same
place where the work is performed

# Individual must be present to
supply labor,

22 Nonmonetary factors become
Important ... See next slide
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o Nonmonetary Factors

¢ Nonmonetary factors
& Difficulty of the job

e The more difficult the job, the higher
payment

2= Quality of the work environment

e The more attractive the working
conditions, the more labor supply

@ Status of the position

e the higher the status, the more labor
supply
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o Value of Job Experience

¢ Individual is inclined to take a job
that provides valuable experience

< Willing to accept relatively low
wages
22 For the promise of higher wages later

¥ The more a job enhances future
earning possibilities, the greater
the supply of labor
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o Taste for Work

¢ Tastes for work also differ among
labor suppliers

2 Some prefer physical labor
©2 Some prefer desk job

% Economists argue that
@ tastes are relatively stable

& individuals will supply more labor to
jobs they like
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o Market Labor Supply Curve

I ndividual supply curves (horizontal) sum to a market
supply curve
Market supply still Slopesupward

(a) Individual A (b) Individual B (c) Individual C (d) Market supply
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o Why Wages Differ

¢ Wage differences according to the
factors:

= Differences in training, education, age, and
experience

= Differences in ability

@ Differences in risk

=2 Geographic differences

= Job discrimination

= Union membership
See following slides
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o Training, Education, Age, and Experience

% Long and costly training period

@ >Fewer individuals are willing to incur the
time and expense required

= = Smaller market supply

& Extensive training increases the
productivity
= =¥ increased demand for these skills

% Next slide shows how education and
experience (age) affect earnings
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o Age and Education

140
Doctoral Degree

120 ~~
0 /N

/ Bachelors Degree
80 >

At every age, those with more
education earn more.

60 / /\

//ngh School Diplomg—
40 Some High School
20 é

Earningstend toincrease as
workersacquire job experience

Less Than 9th Grade

Average yearly earnings
(thousands of dollars)

and get promoted.

The pay boost with experience 0 | | | | |
isgreater for more educated 1824 25-34 35-44 4554 5564 65and
workers. up
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@ Differencesin Ability

% Individuals that are more able and
talent earn more than others

& Ex: lawyers, executives, professional
athletes,

= pay differences often reflect differing
abilities
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Q Differencesin Risk

+ Jobs with a high probability of injury
pay more, other things constant

% Workers also earn more in seasonal jobs
such as construction, where the risks of
unemployment are greater
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o Geographic Differences

+ People want to sell their resources in
the market where they earn the most,
other things constant

¢ They tend to migrate to areas, regions,
or countries where the pay is higher
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o Job Discrimination and Union Membership

% Different wages might due to racial or
gender discrimination

=z glass floor (Z4FEHERY)
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¢ Members of organized labor tend to
earn more - Labor union
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o Overview of Unions

¢ About 1/7 U.S. workers belongs to
a labor union

¢ The overwhelming share of union
agreements are reached without a
strike(gE 1))

¢ Examine the tools that unions
employ to seek higher pay or
welfare
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o Types of Unions

& Labor union

&2 a group of workers who join together
to improve their terms of employment

¢ Craft unions ([FZT1TE)
@ confined to workers with a particular
skill (Ex:RETAE)
@ American Federation of Labor

e national organization of craft unions
e founded in 1886 under Samuel Gompers
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o Types of Unions

¢ The Clayton Act of 1914:

= Exempted labor unions from antitrust
laws

= Unions at competing companies
could legally join forces to raise
wages

# Unions were also tax exempt
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o Types of Unions

@ The Congress of Industrial
Organizations (C10)
= formed in 1935
= National organization of unions
22 Mass production industries

¢ The CIO consists of unions of all
workers in a particular industry

% These /ndustrial unions included all
types of workers in an industry
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o Collective Bargaining

¢ Collective bargaining
@ representatives of union and management negotiate a
mutually agreeable contract:
e wages,
e employee benefits
e working conditions

¢ Med/ator GEE)
impartial observer

Listens to both sides separately

Suggests each side to adjust its position to resolve
differences

no power to impose a settlement on either party

& B/nd/ng arbitration (ff#)
a neutral third party evaluates both sides of the dispute
issues a ruling that both parties must accept
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o The Strike

¢ A major source of union power
2 threat of a strike

¢ Strike
&2 stop production,

= force the firm to accept the union’s
position

22 Also impose significant costs on union
members
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o Union Wages and Employment

% Union desires
= higher wages,
© more benefits,
= greater job security,
= better working conditions

¢ To keep the analysis easy, consider

three following ways a union can

increase wages

@ Forming an inclusive, or industrial union

@ Forming an exclusive, or craft union

# Increasing the demand for union labor
See later slides.
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o | nclusive, or Industrial Unions

# The union tries to negotiate an industry-
wide wage for each class of labor

% Next slide shows the market demand
and supply for a particular type of labor
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Wage rate

(a) Industry

Equilibrium
wage: W
Equilibrium
employment: E

E Labor per period

Firm hiresup to MRP=MRC=W

Wage rate

Effect of a Union’s Wage Floor

Individual employer facesa horizontal, or
perfectly elastic supply of labor depicted by s.

(b) Firm

d = Marginal
revenue product

D 4+ —————

Labor per period
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Effect of a Union’s Wage Floor

The union negotiates a wage W'>W =» no labor will be supplied at a lower wage.
Supply curve: W’aS

kink wher e the wage floor joins the upward-sloping portion of the original supply curve.

(a) Industry S (b) Firm
8 \ / 8
Sw Sw s
(8] ()
(o)) (@)
@ @®©
= W+ ! = w s
I
I I
[ I
: : D I d = Marginal
L] : revenue product
||5 EI Labor per period é Labor per period
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Effect of a Union’s Wage Floor
Wage floor has been established (W>W?")
Since the wageis now higher, the quantity of labor demanded declinesfrom eto €
(a) Industry S (b) Firm
b =
Sw Sw s
(8] (3]
o) =) I
@ ®© ,
SWtH———+— ! = w i s
I
I I | I
b 1 I I
: : : D : : d = Marginal
’ | L I I revenue product
| | | 1 1
E e' e

g' Labor per period Labor per period

The higher wage leadsto areduction in total employment
declinefrom Eto E'
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o Effect of a Union’s Wage Floor

At wage W', excess labor supply: E-E’

Without union, excess labor supplied -unemployment-> L ow wage

With the union-> individual workers cannot offer to work for less, nor can employershire
them at alower wage.

(a) Industry < (b) Firm
2 )
Sw Sw s
(&) (]
(@) @)} I
© g X
S W =W I s
I
I
I
D : I d = Marginal
I : revenue product
1 1 X
E' E E" Labor per period e e Labor per period

Union must somehow ration available jobs,
Such asawar ding jobs based on worker seniority or connectionswithin the union.
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o Effect of Union Wage Floor

< With the inclusive, or industrial union,
@ the wage rate is higher
= total employment lower
than would be in the absence of a union

¥ Those who cannot find union
employment will look for jobs in the
nonunion sector

= the nonunion wage will be driven
downward
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o Effect of Union Wage Floor

¢ Wages are relatively higher in the union
sector for two reasons

= First, because unions bargain for a higher
wage

@ Second, excess labor supply crowd into the
nonunion sector

¢ Unions are most successful at raising
wages in less-competitive industries
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o Exclusive, or Craft, Unions

¢ To increase wages while avoiding excess labor
supplied
= Union may reduce the supply of labor
# Union can
@ limit its membership
= force all employers hire only union members
See next slide

o Membershlp can be restricted
= high initiation fees,
= long apprenticeship (B4, R%) periods,
% difficult qualification exams,
# restrictive licensing requirements,

% devices aimed at slowing down or discouraging new
members.




Effect of Reducing Labor Supply

A successful supply restriction would be
shown astheleftward shift from Sto S'.

D

Labor per period 45

o Exclusive, or Craft Unions

& Wage setting-> typical for
Industrial union

¢ Restricting supply-> typical of craft
unions (Like doctor, lawyer)

¢ Restrictions are usually defended
& Protect the public

2 self-serving attempts to increase
wages and incomes
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o | ncreasing the Demand for Labor

¥ Ways in which unions try to increase the
demand for union labor
= Increase demand for union-made goods

@ Restrict supply of nonunion-made goods
e Ex: United Auto Workers restricted the imported
cars
= Increase productivity of union labor

= Unions increase worker productivity by
minimizing conflicts, resolving differences, and
monitoring workers

e Productivity increases > the demand for union
labor should increase

2 Featherbedding (See later)

¢ See next slide for the graph
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o Effect of Increasing Labor Demand

Union increase the demand:
D-> D",

Mor e attractive!
I ncrease employment: E->E*
Increase wagerate: W >W:*

No need to ration jobs among
union members.

Wage rate
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* Featherbedding

¢ Featherbedding

&2 an attempt to ensure that more union
labor is hired than producers prefer

¢ For example,

= each Broadway theater hire
permanent “house” carpenters,
electrician, and property manager

e When show run begins, workers appear
only on payday
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Q Featherbedding

¢ Featherbedding
2 does not create a true increase In the
demand,

@ 1t forces firms to hire more labor than
they want, thus moving the firm to a
point to the right of its true labor
demand curve

¢ The union gives the firm an all-or-
none choice,

= Hire the number of workers the union
requires, or strike!
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o Recent Trends in Union Membership

# In 1955, about 1/3 of salary workers
belonged to unions
@ Since then, union membership declined
= now only 1/7 belongs to a union

¢ Government workers make up nearly
half of all union members
= Typical union member is a schoolteacher

% See next slide
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Unionization Rates

Rates for men are higher than for women.
©  Many men are in manufacturing
#  Women in the service sector

The highest membership rates are for middle-aged males
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° Recent Trends in Union Membership

¢ Union membership rates vary
greatly across states
@ Highest in the Northeast US
@ Lowest in the South US

¢ Decline in union membership is

due partly to structural changes in
the U.S. economy

= Employment in the industrial sector
has been declining while increasing in
the service sector

22 The growth in foreign competition
@2 The near disappearance of strikes
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Homewor k

¢ 7 Discuss permanent wage different
¢ 13. Compute the market supply of labor

¢ 14. Determine the effect of increasing
demand on the industry with industrial
union.
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