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Characteristics of the
Market for Labor®

In spite of these restrictions, the conditions under which em-
ployers and employees rent labor constitute a market for labor.
This is not as obvious as it may seem to some policymakers. Dur-
ing the late 1960s thén Secretary of Labor, Willard Wirtz,follow-
ing discussions with the AFL-CIO®, asked that all references to
labor markets be removed from new Department of Labor docu- '
ments. Although this policy was later overturned, it has not al-
ways been apparent that human resources should be classified as
operating in a market. However, there are several characteristics
which suggest that a market operates for human resources in the
United States. First, a price is determined for labor services for
the items to be delivered. This price is determined either formally
through a labor contract like those obtained in collective bargain-
ing agreements,@or implicitly through informal or unwritten a-
greements® that are based on precedents or experience.

The courts, in some recent cases, have ruled that personnel
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practices are binding and have the weight of a formal contract in
setting both wages and the length of employment. These court
decisions have modified the longstanding employment-at-will*
doctrine ,“ which allows employers to fire or dismiss employees at
any time. Rulings in California have even given employees puni-
tive damages for “illegal firings”“under state law. Second, there
are formal institutions established for renters and sellers of labor
services to help in the exchange. For example, these transactions -
in the market for labor occur through help wanted ads, * person-
nel offices, government-sponsored and private employment agen-
cies,“and union hiring halls.

In these market exchanges, workers are typically compensa-
ted for their time rather than for what they produce. In most cas-
es this means compensation on an hourly, weekly, monthly, or
yearly scale. In the U. S. workforce, most workers are paid to
show up for work and follow orders. Under this form of compen-
sation of pay for time worked, employers must give a great deal
of attention to the safing and selection of employees, as well as
attention to factors that encourage retention and reduce absen-
teeism. In the U. S. labor market, the ability to forecast individual
differences in motivation and commitment to work can be a major
factor in organizational success.

Employers also view the demand for labor services in a way
that is different from the way they view transactions in product
or financial markets. “Employers do not hire labor for the plea-
sure of having a particular number of employees. For most orga-
nizations, workers are hired because they help produce a product
or service. This means that the demand for labor is a derived de-
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mand; that is, the demand for labor is dependent on the demand
for products or other services. ®Generally, modern methods of
production require the simultaneous use of labor, machines, tech-
nology and raw materials. This is called joint demand.®H the
product is a refrigerator, management must decide how much
steel, rubber and aluminum to use. In deciding how' many people
to use along with other inputs in production, firms are making a
joint demand decision,®usually based on current technology and
the prices of the other inputs. ®

Two of the major issues in labor market analysis deal with
compensation and productivity. ®In a competitive market 'for the
products of a firm, two key questions are asked by economists.
First, why would one employer choose to pay more to their work-
ers than would another employer? Second, why do not more of
those that pay more go out of business?®The answer to the first
question of why some firms pay more than others is usually dif-
ferences in productivity varying across groups of workers® and
“firms, and if this is the case,®it also answers the second ques-
tions of how these firms can stay in business with higher labor
costs. ®If this is not the answer, then information costs® across
companies are high in markets for products, or competition does
not exist in product markets.

For employers, this implies®that a decision must be made on
a strategy for wage determination within their organization. *For
many firms, the decision of what to pay is based on the education
and training of their employees. #In addition, compensating wage
differentials, which are extra pay to attract workers to a job, are
based on the fact that some workers perform tasks that are either
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more unpleasant or hazardous than others. * .

In other organizations, wages also vary based on the amount
of monitoring or supervision” needed of other employees. For
many blue collar workers and to a large extent in the nonfederal
public sector,*unions and management determine wages by bar-
gaining. In the private sector, bargained wages are determined
based on the economic strength of unions or management with
the outcome determining how much should go to workers and
how much should be allocated to shareholders® of the company.
This process assumes that there are profits that can be allocated
among the various constituents of the firm. For the most part,
these are the market driven factors that influence wage determi-
nation by employers in a competitive setting. However, other fac-
tors such as race, sex, and market barriers form substantial im-
~ pediments® that also help explain differences in wages across or-
ganizations,

Under this view of market for labor many of the competitive”
assumptions that influence other kinds of markets are presumed
to influence human resources. Both individuals and firms are as-
sumed to be rational and act in their own self interest in the mar-
ketplace. In economics , employers are assumed to make decisions
that maximize their long-run® wealth position. For workers, they
may want to maximize long-run satisfaction, or utility , that may
or may not involve high income ,®and may also involve nonmone-
tary benefits like job safety. In this context, costing out potential
opportunities in the labor market forms the basis of decisions for
employers and employees. Just as financial market participants
attempt to estimate future cash flows, labor markets also take in-
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to account long-term wage flows for individuals, or costs for the
employer. This includes the importance of knowing that wages
today are more valuable than wages in some future period, and
the ability to incorporate that assumption in making current deci-

sions.
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(DCharacteristics of the Market for Labor; from {Labor Eco-
nomics ) Charpter 10 “Theory of the Labor Market” by Roy B.
Helfgott. Bondom House 1980, New York.

EEENEFHER BB LK 16 ¥ EADSH labor
force (FBh1) Ml not in labor force (FEFH BN A1) XEF A, H
H1 labor force X 04} A employed (Ffdk#) #1 unemployed (M)
) WX, UEMFESHNMHORS EFEFShTHRE, %
32 labor market status) #EATAMT. HEEIR T 35 2 1 7
®, FHHHGHHRERLFARNEZHYFH, ERERAME
BHUSERHEL, XFHANHRENIHHE, TR ERR
MFHH AT HERHRS O ERRIEBAMTHIR, WA GBS
AT HREREXEHNRANERAEE LT ERNT
. —iR, ®HEHATH L, FBT not in labor force 1y
A, SEELS “Fri¥FEAN" (new entrance) 3 “H FH#k A\ ” (reintran-
ce) X AL labor force; ifif /& labor force 1y A O th B
AWragL “BKk” (retirements) B H b R 89 “B "
(dropouts) A% Not in labor force —3& A, if employed il un-
employed iXPIE AL R EEN “MR”  (ayoffs). “HIR”
(quits) BI B “FHBMA” (new hires) 1 “EFH BE” (Recalls) &
FREFAEHAES LG,

® AFL-CIO: 4 # 3 American Federation of Labor-
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Congress of Industrial Organization, Bl EEH % THE &—7= LT
ZEEE Gijk— =8,

3collective bargaining agreements; B IRFITHIL . 35 i B 7
FIRE CE¥R TS T/AEANG B EZE R THEN T LIk
ZHPERHFFRITRAZ S LR, Tt ERMERE
FHFEBENBTTEMMETNER, XEERYFTIAERN B
H X SR A,

@Dinformal or unwritten agreements ; JEIE 2 A B A B SCHI B
W '

WEA) AT R < 5 — 4 4 B 4 BB E SR 3 A 4R AR BT X
AL 55 80 6 IR AR BKOR ML AE » B0 R IR oy & P 9 A A 5
B 2280 Fir 8 9 3E IE R BUR BRI MR LAE .~

(®employment-at-will; iR FEEWEH.

®doctrine: %, ¥, HE.

Dillegal firings.: IFEHRE,

®wanted ads. ; FER 4,

©government-sponsored and private employment agencies
H 7R BRAL A 7R B

@@union hiring halls: T2 IRV ABH (ABEITE R

[N :

' ({Dproduct or financial markets: =R &I, &8 A[1%
1R E T 5B TR B LS AT =R SRS L
Fr#EfT B X S B AR

i2the demand for products or other services: X5l H
AR 55 oK .

idjoint demand ; LHEEETK, MEK,

@@joint demand decison: F4& TR,

(3the other inputs: HEF/EBA. ATER.: “H4010L
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EMHMEREERANEARREEREOAN, BFRERE
X H AR BB HAR KRR R L SR e TR IR
v (Dissues : 1] 5 , F & ; deal with: &, ¥ & ;compensation:
#M%; productivity: FiEAEER, A FER. “XWHFHNHHH
A3 RR B R i A B R T 55 Sh A R AME N 3 B AR 7 R )
.7 :
@go out of business: &k, Bk, go in to business: AF
rlLyESh, Bl

[@across groups of workers and firms: i M &RFhEM
HXAl. 2HFFEN: “BEEF-ITEXAT2FLEELVES
— eV BT T8 TR E S AR, RATA LR R B il R
B, SHARLHEYHHENRRCLEFNETRTEHLFE
RRER.”

@9if this is the case: MFEFLREMM,

@labor costs: FHEN WA,

@Dinformation costs: & B4,

@imply (implies HE=AFBEFOER) . B, BWRE.

@£mulEN . MWRENMRME, LERELHER ML
eh Rk A 2% T BT AL A8 F B R R A TR OR .7

@&m A FER B A E XTI R B R R ERAR N HE
AN BEKFMZINGEERRER.”

@compensating wage differentials. #MEHE T 2T,

@A T EN . “HHh, AMRETHEZR, BAREEREZL
MNERF T THRIMUE, BREELETHENTHNES
HRRRER . XEHFHEFAFNLIESHBRERAMELE, R
REARZN, RERFERNERY.”

@)monitoring . MaHR, EH; supervision: EH,

@nonfederal public sector; FEERIPEFEIT.



