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Chapter 14

Imperfectly Competitive Markets for Factors of Production
Start Up: Hockey Players Frozen Out
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14.1 Price-Setting Buyers: The Case of Monopsony

LEARNING OBJECTIVES
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Figure 14.Factor Market Price Takers and Price Setters

A price-taking firm faces the market-determined?facéhe factor in Panel (a) and can purchase any quantity it
wants at that price. A price-setting firm faces an upward-sloping supfiy ®awel (b). The price-setting firm
sets the price consistent with the quantity of the factor it wants to obtain. Here, the firnQzanitbédia

pricePy, but it must pay a higher price per &ito obtairty units.
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Figure 14.Zupply and Marginal Factor Cost

The table gives prices and quantities for the factor supply curve plotted in the graph. Notice that the marginal
factor cost curve lies above the supply curve.
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Monopsony Equilibrium and the Marginal Decision Rule

;8 @4E:<A4? 786<F<BA EH?8 4F <G 4CC?<8F GB 4 9<E@SF HF8 B9 946GBEF 64
GB 477 @BE8 HA<GF B9 4 946GBE HC GB G;8 CB<AG MRBXE I HE6GBBSIGF
MFCI<:HE8  (BABCFBAL DH<?<5E<H@HFGE4GS8F G;<F FB?HG<BA 9BE 4 9<E(
G;8 BA?L 5HLBE B9 ?45BE <A 4 CAEG<6H?4E @4E>8G

/;8 9<E@ 9468F G;8 FHCC?L 6HEI8 9BE 243 KES

@4E:<A4? 946GBE 6BFG 6HEI8 IBECABBEBI<G rioire 14310000500y
@4K<@<M<A: DH4AG<GL <F 78GBE@<A87 5L G;8 <AGBER86G<BA
B9 G;8/RMA7MFGGHEISFPG;8 9<E@ J<? 1 gB8<GF

B9 ?45BE /;8 J4:8 4G J;<6; G;8 9<E@ 64A BEghXGF

B9 ?45BE <F <I8A 5L G;8 FHCC?L 6HEI8 9BE WHBE <G <F

'45BE E868<I8F 4 J4:8 G;4G <F ?8FF GQMRP<GF

$9 G:8 @BABCFBAL 9<E@ J4F 5EB>8A HC <AGB 4 ?4E:8

AH@58E B9 F@4?? 9<E@F 4A7 4?7 BG;8E 6BA7<G<BAF <A G;8

@4E>8G E8@4<A87 HA6;4A:87 G;8A G;8 FHEIMBM G:8

6HEISF 9BE <A7<I<7H4? 9<E@F JBH?7 58 G;8 @4E>8@GV®@s4ppky curve for labor,
9BE ?45BE /;8 8DH<?<5E<H@ J4:8 JBMPAAB G;8 S and the marginal factor cost

curve MFCthe monopsony firm

DH4AG<GL B9 ?45BE 78 @4A787 JBHHID8 will select the quantity of labor

6B@C4ES7 GB 4 6B@C8G<G<I8 @4E>8G 4 @BABCRBALh thé/IRRf labor equals
FB?HG<BA :8A8E4GSF 4 ?BJSE 946GBE CE<68 4A7 ASpEADHgrsesn units of

. labor (de'te'rmined by at the
DH4AG<GL B9 G;8 946GBE 78@4A787 intersection OMRPANAMFG

and pays a wageVigh per unit

Monopoly and Monopsony: A Comparison  (the wage is taken from the
supply curve at whith, units

of labor are available). The

/;8E8 <F 4 67BF8 E8?4G<BAF;<C 58GJ88A G;8 @B78xaM3S of labor used by the
@BABCB?L 4A7 @BABCFBAL 6?84E HA78EFG4AT7R#0BPNY firm is less than

G;<F E8?4G<BAF;<C J<?? ;8?C GB 6?4E<9L 5BG; @7d%p° used in a competitive
market [¢); the wage paidin,

is lower than would be paid in a
I<:HES _ (BABCB?L 4A7 (BABCFBAIBB@CA4ESF G:gcompetitive labor market.
@BABCB?L 4A7 @BABCFBAL 8DH<?<5E<H@ FB?HG<BAF BG:
GLCS8F B9 9<E@F 4E8 CE<68 FSGGSEF /;:8 @BABCB?L <F 4 CE<68
FS8GGSE <A <GF CEB7H6G @4E>8G G:8 @BABCFBAL <F 4 CE<68
F8GGSE <A <GF 946GBE @4E>8G BG: 9<E@F @HFG 6:4A:8 CE<68 GB 6:4A:8 DH
@BABCB?L @HFG ?BJSE <GF CEB7H6G CE<68 GB F8?? 4A 477<G<BA4? HA<G B
@BABCFBAL @HFG C4L @BES GB ;<E8 4A 477<G<BA4? HA<G B9 G:8 946GBE 8
GLCS8F B9 9<E@F @HFG 47=HFG CE<68F GB 6;4A:8 DHAAG<G<8F G:8 @4E:<A4?
B9 G:8<E 6:B<68F 4E8 ABG :<I8A 5L G:8 CE<68F G;8L 6;4E:8 9BE CEB7H6GF BE C

+E<68 .8GG<A: HL8EF /;8 4F8 B9 (BABCFBAL



4CG8E $@CB8E986G?L B@C8G<G<I8 (4E>8GF 9BE 46GBEF B9 +EB7TH6G<BA

946GBEF !BE 4 @BABCB?L @4E:<A47? E8ISAHS <F ?8FF G;4A CE<68 9BE 4 @BA
@4E:<A47? 946GBE 6BFG <F :E84G8E G;4A CE<68

Figure 14.4Mlonopoly and Monopsony

The graphs and the table provide a comparison of monopoly and monopsony.
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ANSWER TO TRY IT! PROBLEM
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Panel (a)
Wage/day $0 $20 $30 $40 $50
Workers/day 2 3 4 5
Total factor cost $0 $40 $90 $160 $250
MFC $30 $50 $70 $90
Workers/day 2 4
Total product/day 0\/\/20\/27\/32\/35
Marginal product 9 7 5 3
MRP $90 $70 $50 $30
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14.2 Monopsony and the Minimum Wage

LEARNING OBJECTIVES
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Figure 14.5/inimum Wage and Monopsony
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A monopsony employer faces a supplyScarmearginal factor cost cuWEC and a marginal revenue product
curveMRP It maximizes profit by employipginits of labor and paying a wage of $4 per hour. The imposition of
a minimum wage of $5 per hour makes the dashed sections of the dEiplyraeslirrelevant. The marginal
factor cost curve is thus a horizontal line at $%uymits of laboMRPandMFChow intersect ab so that

employment increases.
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Case in Point: The Monopsony-Minimum Wage
Controversy
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14.3 Price Setters on the Supply Side
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Figure 14.6/lonopoly Factor Supply

Price, marginal revenue product,
marginal revenue, marginal cost

Quantity of input per period

A monopoly supplier of a factor of production acts just as any other monopoly firm. Here, the monopoly faces
demand curv@and the marginal revenue cuviR Given the marginal cost ciNgit maximizes profit by
supplyingdnand charging a pri&a.
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Higher Wages and Other Union Goals
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If the union has monopoly power
over the supply of labor and faces
a monopsony purchaser of the
labor the union represents, the
wage negotiated between the two
will be indeterminate. The
employer will hirem units of the
labor per period. The employer
wants a wagdém on the supply
curveS The union will seek a
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Unions and the Economy: An Assessment
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Other Suppliers and Monopoly Power
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Case in Point: Boeing vs. Its Union and the National Labor
Relations Board
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ANSWER TO TRY IT! PROBLEM
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14.4 Review and Practice
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Number of workers | Output per day
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