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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

�� �89<A8�@BABCFBAL�4A7�7<998E8AG<4G8�<G�9EB@�@BABCB?L�
�� �CC?L�G;8�@4E:<A4?�786<F<BA�EH?8�GB�G;8�CEB9<G�@4K<@<M<A:�FB?HG<BA�B9�4

@BABCFBAL�5HL8E�
�� �<F6HFF�F<GH4G<BAF�B9�@BABCFBAL�<A�G;8�E84?�JBE?7�

18�;4I8�F88A�G;4G�@4E>8G�CBJ8E�<A�CEB7H6G�@4E>8GF�8K<FGF�J;8A�9<E@F�;4I8�G;8
45<?<GL�GB�F8G�G;8�CE<68F�G;8L�6;4E:8
�J<G;<A�G;8�?<@<GF�B9�G;8�78@4A7�6HEI8�9BE�G;8<E
CEB7H6GF���8C8A7<A:�BA�G;8�946GBE�FHCC?L�6HEI8
�9<E@F�@4L�4?FB�;4I8�FB@8�CBJ8E�GB
F8G�CE<68F�G;8L�C4L�<A�946GBE�@4E>8GF�

��9<E@�64A�F8G�CE<68�<A�4�946GBE�@4E>8G�<9
�<AFG847�B9�4�@4E>8G�78G8E@<A87�CE<68
�<G
9468F�4A�HCJ4E7�F?BC<A:�FHCC?L�6HEI8�9BE�G;8�946GBE��/;<F�6E84G8F�4�9HA74@8AG4?
7<998E8A68�58GJ88A�CE<68�G4><A:�4A7�CE<68�F8GG<A:�9<E@F�<A�946GBE�@4E>8GF����CE<68�
G4><A:�9<E@�64A�;<E8�4AL�4@BHAG�B9�G;8�946GBE�4G�G;8�@4E>8G�CE<68��<G�9468F�4
;BE<MBAG4?�FHCC?L�6HEI8�9BE�G;8�946GBE�4G�G;8�@4E>8G�78G8E@<A87�CE<68
�4F�F;BJA�<A
+4A8?��4��B9!<:HE8�������!46GBE�(4E>8G�+E<68�/4>8EF�4A7�+E<68�.8GG8EF�����CE<68�
F8GG<A:�9<E@�9468F�4A�HCJ4E7�F?BC<A:�FHCC?L�6HEI8�FH6;�4FS<A�+4A8?��5���$G�B5G4<AF
Q� HA<GF�B9�G;8�946GBE�J;8A�<G�F8GF�G;8�CE<68P� ��/B�B5G4<A�4�?4E:8E�DH4AG<GL
�FH6;�4F

Q� 
�<G�@HFG�B998E�4�;<:;8E�CE<68
P� �

�;4CG8E����$@C8E986G?L��B@C8G<G<I8�(4E>8GF�9BE�!46GBEF�B9�+EB7H6G<BA

���



Figure 14.1Factor Market Price Takers and Price Setters

A price-taking firm faces the market-determined pricePfor the factor in Panel (a) and can purchase any quantity it
wants at that price. A price-setting firm faces an upward-sloping supply curveSin Panel (b). The price-setting firm
sets the price consistent with the quantity of the factor it wants to obtain. Here, the firm can obtainQ1units at a

priceP1, but it must pay a higher price per unit,P2, to obtainQ2units.
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Figure 14.2Supply 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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Figure 14.3Monopsony
Equilibrium

Given the supply curve for labor,
S, and the marginal factor cost
curve,MFC, the monopsony firm
will select the quantity of labor
at which theMRPof labor equals
its MFC. It thus usesLm units of

labor (determined by at the
intersection ofMRPandMFC)
and pays a wage ofWm per unit

(the wage is taken from the
supply curve at whichLm units

of labor are available). The
quantity of labor used by the
monopsony firm is less than
would be used in a competitive
market (Lc); the wage paid,Wm,

is lower than would be paid in a
competitive labor market.

Monopsony Equilibrium and the Marginal Decision Rule
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Monopoly and Monopsony: A Comparison
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Figure 14.4Monopoly and Monopsony

The graphs and the table provide a comparison of monopoly and monopsony.
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�?G;BH:;�64F8F�B9�CHE8�@BABCFBAL�4E8�E4E8
�G;8E8�4E8�@4AL�F<GH4G<BAF�<A�J;<6;
5HL8EF�;4I8�4�78:E88�B9�@BABCFBAL�CBJ8E����5HL8E�;4Fmonopsony power� <9�<G
9468F�4A�HCJ4E7�F?BC<A:�FHCC?L�6HEI8�9BE�4�:BB7
�F8EI<68
�BE�946GBE�B9�CEB7H6G<BA��� .<GH4G<BA�<A�J;<6;�4�5HL8E

9468F�4A�HCJ4E7�F?BC<A:�FHCC?L
6HEI8�9BE�4�:BB7
�F8EI<68
�BE
946GBE�B9�CEB7H6G<BA�

�;4CG8E����$@C8E986G?L��B@C8G<G<I8�(4E>8GF�9BE�!46GBEF�B9�+EB7H6G<BA

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



!BE�8K4@C?8
�4�9<E@�G;4G�466BHAGF�9BE�4�?4E:8�F;4E8�B9�8@C?BL@8AG�<A�4�F@4??
6B@@HA<GL�@4L�58�?4E:8�8ABH:;�E8?4G<I8�GB�G;8�?45BE�@4E>8G�G;4G�<G�<F�ABG�4�CE<68
G4>8E��$AFG847
�<G�@HFG�E4<F8�J4:8F�GB�4GGE46G�@BE8�JBE>8EF��$G�G;HF�9468F�4A�HCJ4E7�
F?BC<A:�FHCC?L�6HEI8�4A7�;4F�@BABCFBAL�CBJ8E���864HF8�5HL8EF�4E8�@BE8�?<>8?L�GB
;4I8�@BABCFBAL�CBJ8E�<A�946GBE�@4E>8GF�G;4A�<A�CEB7H6G�@4E>8GF
�J8�F;4??�9B6HF
BA�G;BF8�

/;8�A8KG�F86G<BA�8K4@<A8F�@BABCFBAL�CBJ8E�<A�CEB98FF<BA4?�FCBEGF�

Monopsonies in Sports

+EB98FF<BA4?�FCBEGF�CEBI<78�4�F8GG<A:�<A�J;<6;�86BAB@<FGF�64A�G8FG�G;8BE<8F�B9�J4:8
78G8E@<A4G<BA�<A�6B@C8G<G<I8�I8EFHF�@BABCFBAL�?45BE�@4E>8GF��$A�G;8<E�4A4?LF8F

86BAB@<FGF�4FFH@8�CEB98FF<BA4?�G84@F�4E8�CEB9<G�@4K<@<M<A:�9<E@F�G;4G�;<E8�?45BE
�4G;?8G8F�4A7�BG;8E�JBE>8EF��GB�CEB7H68�4�CEB7H6G��8AG8EG4<A@8AG�5BH:;G�5L�G;8
94AF�J;B�J4G6;�G;8<E�:4@8F�4A7�5L�BG;8E�9<E@F�G;4G�FCBAFBE�G;8�:4@8F��!4AF
<A9?H8A68�E8I8AH8F�7<E86G?L�5L�CHE6;4F<A:�G<6>8GF�4A7�<A7<E86G?L�5L�:8A8E4G<A:�G;8
E4G<A:F�G;4G�78G8E@<A8�G8?8I<F<BA�4A7�E47<B�47I8EG<F<A:�E8I8AH8F�9EB@�5EB4764FGF�B9
:4@8F�

$A�4�6B@C8G<G<I8�FLFG8@
�4�C?4L8E�F;BH?7�E868<I8�4�J4:8�8DH4?�GB�;<F�BE�;8EMRPPG;8
<A6E84F8�<A�G84@�E8I8AH8F�G;8�C?4L8E�<F�45?8�GB�CEB7H68���F�)8J�2BE>�24A>88F
BJA8E�"8BE:8�.G8<A5E8AA8E�BA68�CHG�<G
�Q2BH�@84FHE8�G;8�I4?H8�B9�4�54??C?4L8E�5L
;BJ�@4AL�94AA<8F�;8�CHGF�<A�G;8�F84GF�R

/;8�@BABCFBAL�@B78?
�;BJ8I8E
�CE87<6GF�G;4G�C?4L8EF�946<A:�@BABCFBAL
8@C?BL8EF�J<??�E868<I8�J4:8F�G;4G�4E8�?8FF�G;4A�G;8<EMRPF����G8FG�B9�@BABCFBAL
G;8BEL
�G;8A
�JBH?7�58�GB�78G8E@<A8�J;8G;8E�C?4L8EF�<A�6B@C8G<G<I8�@4E>8GF
E868<I8�J4:8F�8DH4?�GB�G;8<EMRPF�4A7�J;8G;8E�C?4L8EF�<A�@BABCFBAL�@4E>8GF
E868<I8�?8FF�

.<A68�G;8�?4G8�����F
�G;8E8�;4F�588A�4�@4=BE�F;<9G�<A�G;8�EH?8F�G;4G�:BI8EA�E8?4G<BAF
58GJ88A�CEB98FF<BA4?�4G;?8G8F�4A7�BJA8EF�B9�FCBEGF�G84@F��/;8�F;<9G�;4F�GHEA87�G;8
BA68�@BABCFBA<FG<6�@4E>8G�9BE�CEB98FF<BA4?�4G;?8G8F�<AGB�4�6B@C8G<G<I8�BA8���89BE8
����
�9BE�8K4@C?8
�CEB98FF<BA4?�54F854??�C?4L8EF�<A�G;8�0A<G87�.G4G8F�C?4L87�HA78E
G;8�G8E@F�B9�G;8�QE8F8EI8�6?4HF8
R�J;<6;�FC86<9<87�G;4G�4�C?4L8E�J4F�QBJA87R�5L�;<F
G84@��*A68�4�G84@�;47�46DH<E87�4�C?4L8ESF�6BAGE46G
�G;8�G84@�6BH?7�F8??
�GE478

E8G4<A
�BE�7<F@<FF�G;8�C?4L8E��0A?8FF�G;8�G84@�7<F@<FF87�;<@
�G;8�C?4L8E�J4F�HA45?8
GB�B998E�;<F�F8EI<68F�9BE�6B@C8G<G<I8�5<77<A:�5L�BG;8E�G84@F��(BE8BI8E
�C?4L8EF
8AG8E87�@4=BE�?84:H8�54F854??�G;EBH:;�4�7E49G�G;4G�J4F�FGEH6GHE87�FB�G;4G�BA?L�BA8
G84@�;47�G;8�E<:;G�GB�5<7�9BE�4AL�BA8�C?4L8E��/;EBH:;BHG�4�C?4L8ESF�64E88E
�G;8A


�;4CG8E����$@C8E986G?L��B@C8G<G<I8�(4E>8GF�9BE�!46GBEF�B9�+EB7H6G<BA

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



G;8E8�J4F�4?J4LF�BA?L�BA8�G84@�G;4G�6BH?7�5<7�BA�;<@P846;�C?4L8E�94687�4
@BABCFBAL�CHE6;4F8E�9BE�;<F�F8EI<68F�GB�@4=BE�?84:H8�54F854??�

�BA7<G<BAF�J8E8�F<@<?4E�<A�BG;8E�CEB98FF<BA4?�FCBEGF��(4AL�FGH7<8F�;4I8�F;BJA�G;4G
G;8�F4?4E<8F�B9�CEB98FF<BA4?�4G;?8G8F�<A�I4E<BHF�G84@�FCBEGF�98??�94E�F;BEG�B9�G;8<E
MRPF�J;<?8�@BABCFBAL�CE8I4<?87�

1;8A�G;8�E8F8EI8�6?4HF8F�J8E8�454A7BA87
�C?4L8EFS�F4?4E<8F�F;BG�HCP=HFG�4F
86BAB@<6�G;8BEL�CE87<6GF���864HF8�C?4L8EF�6BH?7�B998E�G;8<E�F8EI<68F�GB�BG;8E�G84@F

BJA8EF�58:4A�GB�5<7�9BE�G;8<E�F8EI<68F��+EB9<G�@4K<@<M<A:�BJA8EF�J8E8�J<??<A:�GB
C4L�4G;?8G8F�G;8<EMRPF���I8E4:8�4AAH4?�F4?4E<8F�9BE�54F854??�C?4L8EF�EBF8�9EB@
45BHG����
����<A������GB�A84E?L������@<??<BA�<A��������I8E4:8�4AAH4?�C?4L8E�F4?4E<8F
<A�@8ASF�54F>8G54??�EBF8�9EB@�����
����<A������GB�������@<??<BA�<A�������!BBG54??
C?4L8EF�JBE>87�HA78E�4A�4?@BFG�CHE8�9BE@�B9�@BABCFBAL�HAG<?�����
�J;8A�4�98J
C?4L8EF�J8E8�4??BJ87�9E88�4:8A6L�FG4GHF�846;�L84E��$A�����
�J;8A�����C?4L8EF�J8E8
E8?84F87�GB�G;8�@4E>8G�4F�9E88�4:8AGF
�G;BF8�C?4L8EF�E868<I87�C4L�<A6E84F8F
4I8E4:<A:�@BE8�G;4A�������0A78E�G;8�)!'�6B??86G<I8�54E:4<A<A:�4:E88@8AG�<A�89986G
<A�����
�C?4L8EF�6BH?7�586B@8�HAE8FGE<6G87�9E88�4:8AGF�<9�G;8L�;47�588A�C?4L<A:�9BE
9BHE�L84EF��/;8E8�J8E8�����HAE8FGE<6G87�9E88�4:8AGF��BHG�B9�4�GBG4?�C?4L8E�CBB?�B9
4CCEBK<@4G8?L��
�����G;4G�L84E���5BHG�;4?9�F<:A87�A8J�6BAGE46GF�J<G;�G;8<E�B?7
G84@F�J;<?8�G;8�BG;8E�;4?9�F<:A87�J<G;�A8J�G84@F�/45?8�������/;8�$@C46G�B9�!E88
�:8A6L� <??HFGE4G8F�G;8�<@C46G�B9�9E88�4:8A6L�<A�9BHE�CEB98FF<BA4?�FCBEGF�

/45?8����� /;8�$@C46G�B9�!E88��:8A6L

Player Salaries As Percentage of Team Revenues

MLB NBA NFL NHL

����O�� ���� ���� ���� ����

���� ���� ���� ���� ����

!E88�4:8A6L�;4F�<A6E84F87�C?4L8E�F;4E8�B9�GBG4?�E8I8AH8F�<A�846;�B9�G;8�@4=BE�@8ASF
G84@�FCBEGF�/45?8�������/;8�$@C46G�B9�!E88��:8A6L�:<I8F�C?4L8E�F4?4E<8F�4F�4
C8E68AG4:8�B9�G84@�E8I8AH8F�9BE�@4=BE�?84:H8�54F854??��('��
�G;8�)4G<BA4?
�4F>8G54??��FFB6<4G<BA��)���
�G;8�)4G<BA4?�!BBG54??�'84:H8��)!'��4A7�G;8�)4G<BA4?
#B6>8L�'84:H8��)#'��7HE<A:�G;8�����O�����C8E<B7�G;4G�C?4L8EF�<A�846;�?84:H8
JBE>87�HA78E�@BABCFBAL�6BA7<G<BAF�4A7�<A�����
�J;8A�C?4L8EF�<A�846;�?84:H8�;47
:4<A87�G;8�E<:;G�B9�9E88�4:8A6L�

.BHE68��"8E4?7�1��.6H??L
�Q+?4L8E�.4?4EL�.;4E8�4A7�G;8��<FGE<5HG<BA�B9�+?4L8E
 4EA<A:F
RManagerial and Decision Economics
��������������O���

�;4CG8E����$@C8E986G?L��B@C8G<G<I8�(4E>8GF�9BE�!46GBEF�B9�+EB7H6G<BA

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



"<I8A�G;8�7E4@4G<6�<@C46G�BA�C?4L8E�F4?4E<8F�B9�@BE8�6B@C8G<G<I8�@4E>8GF�9BE
4G;?8G8F
�8I8AGF�FH6;�4F�G;8�����O�����?B6>BHG�<A�;B6>8L�64@8�4F�AB�FHECE<F8��/;8
4:E88@8AG�58GJ88A�G;8�BJA8EF�B9�;B6>8L�G84@F�4A7�G;8�C?4L8EF�<A������GB�?<@<G�G;8
GBG4?�C4LEB??�B9�846;�G84@�E8<AFG4G8F�FB@8�B9�G;8�B?7�@BABCFBAL�CBJ8E�B9�G;8
BJA8EF��+?4L8EF�;47�4�;H:8�9<A4A6<4?�FG4>8�<A�E8F<FG<A:�FH6;�4GG8@CGF�

Monopsony in Other Labor Markets

��9<E@�G;4G�;4F�4�7B@<A4AG�CBF<G<BA�<A�4�?B64?�?45BE�@4E>8G�@4L�;4I8�@BABCFBAL
CBJ8E�<A�G;4G�@4E>8G�� I8A�<9�4�9<E@�7B8F�ABG�7B@<A4G8�G;8�GBG4?�?45BE�@4E>8G
�<G
@4L�;4I8�@BABCFBAL�CBJ8E�BI8E�68EG4<A�GLC8F�B9�?45BE��!BE�8K4@C?8
�4�;BFC<G4?
@4L�58�G;8�BA?L�?4E:8�8@C?BL8E�B9�AHEF8F�<A�4�?B64?�@4E>8G
�4A7�<G�@4L�;4I8
@BABCFBAL�CBJ8E�<A�8@C?BL<A:�G;8@�

�B??8:8F�4A7�HA<I8EF<G<8F�:8A8E4??L�C4L�C4EG�G<@8�<AFGEH6GBEF�6BAF<78E45?L�?8FF�9BE
G846;<A:�4�C4EG<6H?4E�6BHEF8�G;4A�G;8L�C4L�9H??�G<@8�<AFGEH6GBEF��$A�C4EG
�G;8
7<998E8A68�E89?86GF�G;8�946G�G;4G�9H??�G<@8�946H?GL�@8@58EF�4E8�8KC86G87�GB�;4I8
@BE8�GE4<A<A:�4A7�4E8�8KC86G87�GB�6BAGE<5HG8�94E�@BE8�<A�BG;8E�4E84F���HG�G;8
@BABCFBAL�@B78?�FH::8FGF�4A�477<G<BA4?�8KC?4A4G<BA�

+4EG�G<@8�<AFGEH6GBEF�4E8�?<>8?L�GB�;4I8�BG;8E�E8:H?4E�8@C?BL@8AG����HA<I8EF<GL
;<E<A:�4�?B64?�466BHAG4AG�GB�G846;�4�F86G<BA�B9�466BHAG<A:�7B8F�ABG�;4I8�GB�JBEEL
G;4G�G;4G�C8EFBA�J<??�:B�GB�4ABG;8E�FG4G8�GB�9<A7�4�58GG8E�B998E�4F�4�C4EG�G<@8
<AFGEH6GBE��!BE�C4EG�G<@8�G846;<A:
�G;8A
�G;8�HA<I8EF<GL�@4L�58�G;8�BA?L�8@C?BL8E�<A
GBJAP4A7�G;HF�45?8�GB�8K8EG�@BABCFBAL�CBJ8E�GB�7E<I8�G;8�C4EG�G<@8�<AFGEH6GBESF
J4:8�58?BJ�G;8�<AFGEH6GBESFMRP�

Monopsony in Other Factor Markets
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Case in Point: Professional Player Salaries and
Monopsony
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ANSWER TO TRY IT !  PROBLEM
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14.2 Monopsony and the Minimum Wage
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Figure 14.5Minimum Wage and Monopsony

A monopsony employer faces a supply curveS, a marginal factor cost curveMFC, and a marginal revenue product
curveMRP. It maximizes profit by employingLm units 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 supply andMFCcurves irrelevant. The marginal
factor cost curve is thus a horizontal line at $5 up toL1units of labor.MRPandMFCnow intersect atL2so that

employment increases.
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14.3 Price Setters on the Supply Side
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Figure 14.6Monopoly Factor Supply

A monopoly supplier of a factor of production acts just as any other monopoly firm. Here, the monopoly faces the
demand curveDand the marginal revenue curveMR. Given the marginal cost curveMC, it maximizes profit by
supplyingQm and charging a pricePm.
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Higher Wages and Other Union Goals
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Figure 14.7Bilateral
Monopoly

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 hireLm units of the

labor per period. The employer
wants a wageWm on the supply

curveS. The union will seek a
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wage close to the maximum the
employer would be willing to pay
for this quantity,Wu, at the

intersection of the marginal
revenue product (MRP) and the
marginal factor cost (MFC)
curves. The actual wage will be
somewhere between these two
amounts.

Unions and the Economy: An Assessment
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Other Suppliers and Monopoly Power
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ProducersÕ Cooperatives
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Case in Point: Boeing vs. Its Union and the National Labor
Relations Board
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14.4 Review and Practice

Summary
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NUMERICAL PROBLEMS
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Number of workers Output per day
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