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PREFACE

In The Economics of Labor Markets, we present many of the important factors affect-
ing the market for labor, and the ever-present changes that move in tandem with
our expanding global economy. One of the things students will learn from this text
is to become better informed—to know what are the major events, trends, and de-
velopments in the world of work. Another is to be able to explain these real-world
outcomes. Why, for example, did annual hours of work decline in the twentieth
century? What factors are responsible for the earnings gap between men and
women? Because these questions often have more than one answer, students should
also learn why economists disagree and be able to critically evaluate alternative
theories. Finally, students should learn how to apply economic theory to analysis of
current events and current public policy issues.

The Economics of Labor Markets is intended as the basic text for a one-semester
or one-quarter course at the undergraduate level in labor economics, or labor eco-
nomics and labor relations. It is also suitable as a survey or reference text for a grad-
uate level course. The level of exposition is relatively nontechnical and the main
text eschews all mathematics except for present value and elasticity formulas.
Although the only prerequisite for this text is a one-semester principles course in
microeconomics, students with some exposure to statistics and intermediate level
theory will be able to master the material more quickly.

Distinctive Features

The text has a number of new and unique features that distinguish it from other texts:

Pedagogical Approach An innovative feature of the text is the pedagogical
approach to presenting the chapter material. Each chapter begins with a brief look
at the empirical facts concerning a particular subject. For example, Chapter 2, on
hours of work, begins with a review of the cross-sectional and time-series patterns
of hours of work. Similarly, Chapter 7 begins the discussion of human capital by
first looking at the shape of age/earnings profiles.

This approach has several advantages. For one, it helps fulfill the first criterion
noted above—to inform students about events or trends in the labor market. A sec-
ond advantage is that it provides motivation for studying the chapter material
students know why they are studying the theory and what it is meant to explain.
A third benefit is that students have more interest in the course if they can see that
it has some application to real-world behavior.

Balanced Presentation of Theory A second distinctive feature of the book is
that it presents a balanced and well-rounded presentation of labor market theory.
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xviii ® Preface

Chapter 1 argues that every labor market outcome is the product of three forces:
market forces of supply and demand; institutional forces in the form of govern-
ment, union, and corporate power; and sociological forces emanating from factors
such as family background, cultures, class, custom, and so on. We also stress that
much of the controversy in labor economics stems from differences in opinion over
the extent to which imperfections and defects exist in the market mechanism. With
this framework, it is possible to distinguish between the two major schools of
thought in labor economics—the neoclassical school and the institutional school—
based on the different weight each gives to the roles of market, institutional, and
sociological forces and on the importance of imperfections in the market process.

This approach has several advantages. First, it provides students a balanced
presentation of labor market theory. Paul Samuelson and William Nordhaus said,
“A conscientious textbook must present all views fairly. . . . Textbook authors must
be neither prosecuting attorneys nor defense counsels. They must be friends in the
court of truth.” We firmly agree with this standard and have written the text in that
spirit. A number of existing labor texts, in our opinion, do not provide students
with a representative cross section of thought in labor economics. While the neo-
classical model is presented in great detail, alternative theories or points of view are
given little, if any, treatment. The approach here provides the best exposition of the
neoclassical model, but also introduces the student to more institutionally oriented
theories.

A second advantage of this more balanced theoretical perspective is that it
illustrates to students why economists disagree, particularly about issues of public
policy. Finally, a third advantage is that a certain amount of controversy stimulates
student interest and discussion. At the same time, we endeavored not to overdra-
matize theoretical disputes or to give excessive weight to unorthodox theories.

Unigue Topic Coverage This text was the first among labor texts to cover a num-
ber of topics that were not the standard in most labor texts. Examples of these top-
ics include technological change and labor demand, discrimination in promotion,
human resource management, bargaining theories of household labor supply, the
minimum wage debate, and the Beveridge curve. A number of other topics are also
given a much expanded treatment compared with other texts—examples are the
neoclassical household model of labor supply, union wage concessions, occupa-
tional segregation, and bargaining models of wage determination. In choosing top-
ics for the text, we deliberately tried to include issues that would be of interest to
students outside of economics.

Empirical Evidence 'We made the text as real-world oriented as possible by illus-
trating the theory with numerous empirical examples. Each chapter has at least one
entire section devoted to a review of empirical research or evidence on one of the
topics under consideration. Chapter 2, for example, contains a discussion of labor
supply curves estimated from cross-sectional data; in Chapter 5 the relationship
between productivity growth and employment in agriculture and telephone
communications is reviewed. Empirica] examples from scholarly research and



periodicals such as Business Week and The Wall Street Jowrnal are also presented
throughout the text, often in the form of short footnotes.

Policy Applications Each chapter also contains at least one section devoted to an
application of the theory to some public policy issue or current events topic. In
Chapter 4, for example, the theory of labor demand is used to analyze the impact
of trade liberalization on the employment and wage rates of American workers.
Chapter 12 considers the pros and cons of the Davis-Bacon Act.

Current Events A third way we link theory to real-world events is by including
in each chapter one or more boxed examples called “In the News.” Each example
contains a brief discussion of a relevant magazine or newspaper article that supple-
ments or illustrates a particular subject contained in the chapter. Chapter 2
(“Hours of Work”), for example, contains an “In the News” section devoted to the
evidence on whether Americans are overworked, while the “In the News” section
in Chapter 13 (“Unemployment”) discusses the difficulties some cities have in
attracting businesses to their designated enterprise zones.

International Features One cannot open a newspaper today without recognizing
how much more globally focused the United States is becoming. Because of this,
almost every chapter contains at least one internationally-focused example, illus-
tration, or application. For example, Chapter 4 explores how growing imports
affect employment in the United States; Chapter 7 compares social and private
rates of return from around the world; Chapter 9 compares the degree of occupa-
tional segregation in many different countries; and Chapter 13 compares and eval-
uates the experience of different countries with unemployment.

Mathematical Modeling Appendices A unique feature of the text is appendices to
each of the core chapters on labor supply and labor demand (Chapters 2-5). Each of
these appendices presents the mathematical representation (using simple calculus) of
the major theoretical outcome contained in the chapter. For example, the appendix
to Chapter 2 derives the equilibrium condition for utility maximization in the
labor/leisure choice model, showing mathematically that in equilibrium the wage is
equal to the marginal rate of substitution; and the appendix to Chapter 5 derives the
long-run equilibrium for the demand for labor, showing that the input price ratio is
equal to the marginal rate of technical substitution between capital and labor.

Linear Regression Appendices Another unique feature of the text is the series of
three appendices that illustrate the use of linear regression techniques to estimate
economic relationships. An appendix to Chapter 2, for example, first explains how
linear regression is used to estimate a labor supply curve and then presents regres-
sion results from an empirical study to illustrate the theory.

Data and Reference Appendix The appendix to Chapter 6 contains a detailed list
of data and reference sources in labor economics, including Internet sources, to aid
students in writing research reports and term papers.
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xx ® Preface

Organization and Course Outline

We organized the chapters in a logical progression so that one subject smoothly
flows into another. Chapter 1 provides an overview of the major labor market out-
comes examined later in the text; a detailed discussion of the role of market, insti-
tutional, and sociological forces in the labor market; and a review of the evolution
of labor market theory. Chapters 2 and 3 are devoted to labor supply (hours of work
and labor force participation), and Chapters 4 and 5 to labor demand (in the short
run and long run). We prefer to discuss labor supply before labor demand,
although instructors who prefer the opposite approach can easily change the chap-
ter sequence. In Chapter 6 demand and supply are combined to show the process
of wage determination. Although wage determination is probably the central issue
in labor economics, few texts give this topic adequate coverage, and none that we
know of examine the extent to which the predictions of the competitive model
accord with real-world behavior. These topics are considered in detail in this book.

Chapters 7 through 10 discuss the causes of wage differentials in nonunion
labor markets. Chapter 7 is devoted to human capital theory, Chapter 8 examines
occupational wage differentials, Chapter 9 looks at the causes and consequences of
discrimination, and Chapter 10 examines the wage structure in the context of
human resource management.

Chapters 11 and 12 are devoted to the economics of unions and labor relations.
Chapter 11 describes why workers join unions and examines the process of collective
bargaining. Chapter 12 analyzes the impact of unions on wages, fringe benefits, pro-
ductivity, income inequality, and profits. Since courses in labor economics differ con-
siderably with respect to the amount of attention given to unions and collective
bargaining, it was difficult to decide the amount of space to devote to this topic in the
text. Some authors devote as little as one chapter, others use half the book. We tried
to strike a balance at about 15 percent—a figure approximating the size of the orga-
nized sector in the labor market. The material on unions in Chapters 11 and 12, along
with the extensive treatment of human resource management in Chapter 10 (as well
as material in Chapters 2, 4, and 9), is extensive enough to make the text suitable for
a course that includes a significant emphasis on labor relations, without detailed
discussion of labor history, labor law, and the administration of the labor agreement.

The final chapter of the text is devoted to the one macroeconomic issue
that probably receives the most attention from the press and from policy makers:
unemployment. Both the causes and consequences of unemployment receive con-
siderable attention.

One consequence of the extensive topical coverage, the in-depth treatment of
most subjects, and the presentation of alternative theories is that the text is rela-
tively comprehensive. We believe, however, that most instructors will find this to
be a virtue, not a vice. Some topics that appeal to one instructor may not appeal to
another. With this text, instructors can structure the content of the course to match
their needs and interests. Each chapter is written so that one or more sections can
be deleted without loss of continuity. In addition, the nontechnical style of exposi-
tion allows the instructor to assign sections in each chapter as outside reading,



making it possible to cover more of the book than could be covered in class dis-
cussion alone.

New Features of the Seventh Edition

In addition to updating statistics, data, and policy/institutional details, this edition’s
revision includes updated applications and the new “In-the-News” boxes. It is
important to keep the applications of the theory relevant to what the student is
reading about in the newspaper and seeing on the TV news.

Some of the major changes in this edition include a completely rewritten sec-
tion on the evolution of labor market theory in Chapter 1, a new policy application
on the earned income tax credit in Chapter 3, a new empirical example about the
wage impact of immigration in Chapter 6, and updated Empirical Evidence 6.2
with more recent example of job losses, and a revised section on the “Firm’s
Demand for HRM Services” model in Chapter 10.

Additional changes include the many updated “In the News” features: In
Chapter 2, two new boxes cover a comparison of hours of work in the United States
and Europe, and another evaluates the success of, and problems with, welfare
reform. Chapter 3 includes an “In-the-News” box discussing the implications of
retiring baby boomers on the next generation. In other chapters, news features
cover concerns of the middle-class, and the rising costs of health and other fringe
benefits; how American manufacturers are faring in a growing global, low-wage
economy; the living wage; anti-discrimination based on sexual orientation; union
health benefits, and the relatioship between job growth and the unemployment rate.

Ancillary Materials

A comprehensive Instructor’s Manual and Test Bank (ISBN 0-324-28880-8), prepared
by the authors, is available in print version and electronically on the text website.
The manual includes an overview of each chapter and answers to the end-of-chapter
review questions, as well as Internet-based assignments relevant to the topics in
each chapter.

In addition, the test bank portion for each chapter contains ten multiple choice
questions, ten true/false/uncertain questions requiring explanations, and a detailed
answer key.

The website at http://kaufman.swlearning.com is valuable resource for instruc-
tors and students, and contains the following:

* PowerPoint slides of key tables and figures

e Additional readings list to accompany each chapter

* e-con @pps Economic Applications—EconNews Online, EconDebate On-
line, EconData Online, and EconLinks Online help to deepen students’ under-
standing of theoretical concepts through hands-on exploration and analysis of the
latest economic news stories, policy debates, and data. An access card is provided
with each new text.
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