
Labor Unions Part II 
 

The role of a labor union is to ensure that the balance is not 
tipped in favor of the employer when employees do not 

receive wages and benefits commensurate with their 
contribution. 

William Burrus 



Private vs. Public-Sector 
Trends 

 In the last ten years, the 
unionization rate in the private 
sector has fallen from 11.5% to 
8.2%. 

 At the same time, union membership 
has increased among teachers, 
government workers and nonprofit 
employees. 



Private vs. Public-Sector 
Trends 

Old industrial unions are being 
supplanted by unions of service 
workers, especially those employed 
in the public sector. 

 Although industrial unions have been 
in general decline, they still possess 
significant pockets of market power. 



Employer Power 

 Power may also exist on the demand 
side of the labor market. 

 Power on the demand side of a 
market belongs to a buyer who is 
able to influence the market price of 
a good. 



Monopsony 

 In the labor market a single 
employer can alter the market wage 
rate. 

Monopsony is a market in which 
there is only one buyer. 



The Potential Use of Power 

A monopsonist can hire additional 
workers only if he offers a higher 

wage rate. 



Marginal Factor Cost 

Marginal factor cost (MFC) is the 
change in total costs that results from 
a one-unit increase in the quantity of 

a factor employed. 



Marginal Factor Cost 

The marginal factor cost exceeds the 
wage rate because additional workers 
can be hired only if the wage rate for 

all workers is increased. 



Table: Marginal Factor Cost 

 
Wage 
Rate 

(per hour) 
X 

Quantity 
of Labor 
Supplied 

(per hour) 

= 
Total Wage 

Cost 
(per hour) 

Marginal 
Factor Cost 
(per labor 

hour) 

D $0  0  $0  

E 1  1  0 $0 

F 2  1  2 2 

G 3  2  6 4 

H 4  3  12 6 

I 5  4  20 8 
 



Chart: Marginal Factor Cost 
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The Monopsony Firm's Goal 

 The labor-demand curve is a 
reflection of labor’s marginal revenue 
product. 

◦Marginal revenue product (MRP) – 
The change in total revenue 
associated with one additional unit 
of input. 



The Monopsony Firm's Goal 

The monopsonist employer will seek 
to hire the amount of labor at which 

the marginal revenue product of labor 
equals its marginal factor cost. 

 
  marginal revenue        marginal factor 
  --------------------  =  ----------------- 
   product of input    cost of input 

    

   MRP = MFC 



Chart: The Monopsony Firm's Goal 
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Collective Bargaining 

 A labor union seeks a wage rate that 
is higher than the competitive wage. 

 A monopsonist employer seeks a 
wage rate that is lower than 
competitive standards. 



Collective Bargaining 

 The confrontation of power on both 
sides of the labor market is a 
situation referred to as bilateral 
monopoly. 

 A bilateral monopoly is a market with 
only one buyer (a monopsonist) and 
one seller (a monopolist). 



Collective Bargaining 

 In a bilateral monopoly, wages and 
employment are not determined 
simply by supply and demand. 

 Economic outcomes must be 
determined by collective bargaining. 



Collective Bargaining 

Collective bargaining is direct 
negotiations between employers and 

unions to determine labor-market 
outcomes. 



Possible Agreements 

A negotiated final equilibrium will be 
somewhere between each side’s 

natural asking/offering price on the 
labor supply and labor demand 

curves. 



Possible Agreements 

Ultimately, the outcome depends on 
the relative patience, tactics and 
resources of the two parties. 

 The fundamental source of 
negotiating power for either side is 
its ability to withhold labor or jobs. 



Chart: Boundaries of Collective 
Bargaining 
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The Pressure to Settle 

 Labor and management both suffer 
from a strike or lockout – no matter 
who initiates the work stoppage. 

 Because potential income losses are 
usually high, both labor and 
management try to avoid a strike or 
lockout if they can. 



The Final Settlement 

 The relative pressures on each side 
will help determine where the final 
settlement point is. 

 The final settlement almost always 
necessitates hard choices on both 
sides. 



The Impact of Unions 

Labor unions impact broader economic 
outcomes. 



Relative Wages 

One measure of union impact is 
relative wages – the difference in 
wages between union and nonunion 
workers. 

 There is a general consensus that 
unions have been able to increase 
their relative wages 15% to 20%. 



Charts: Effect of Unions on 
Relative Wages 
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Labor’s Share of Total Income 

 The labor share of total income is the 
proportion of income received by all 
workers. 

 Capital share, in contrast, is the 
share of income received by owners 
of capital. 



Labor’s Share of Total Income 

Most of the rise in labor’s share of 
total income is due to changes in the 
structure of the economy rather than 

to unionization. 



Prices 

 Firms can try to protect their profits 
in the face of rising union wages by 
attempting to raise prices.  

 Their ability to do so depends on the 
structure of product markets. 



Productivity 

Unions also affect prices indirectly, 
via changes in productivity. 

◦Productivity – Output per unit of 
input, such as output per labor 
hour. 



Productivity 

...unionized manufacturing plants are 22% more 
productive than nonunion factories. By offering 

superior wages and benefits, unionized employers 
improve worker retention, thus reducing the time-

consuming and costly process of hiring and training.  

Additionally, unions provide an avenue for the open 
exchange of information and ideas between workers 

and management. This communication is vital to 
fostering productivity and innovation, and it cannot 

occur in workplaces where employees fear retribution. 

Harley Shaiken, Center for American Progress, 2004 



Productivity 

On the other hand, unions bargain not 
only for wages but also for work rules 

that specify how goods should be 
produced. 



Productivity 

 Work rules may reduce productivity. 
They may... 

◦ limit the pace of production. 

◦ restrict the type of jobs a particular 
individual can perform. 

◦  require a minimum number of 
workers to accomplish a certain task. 



Political 
Impact 

Unions are a major political force in 
the United States. 

Unions have provided electoral and 
financial support for selected political 
candidates. 



Political Impact 

They have also fought hard for 
legislation important to their members 

– minimum wage laws, work and 
safety laws, and retirement benefits. 



Impact 

Our struggle is the struggle of every 
working man and woman in America.  We 
built this country, we have fought and died 
in its wars, paid our taxes and built every 
road and building in it, from one coast to 
the other.  And all we've asked in return is 

a fair day's pay for a fair day's work. 

Moe Lepore, President Boston Metro Area 
Local APWU (2010) 



Merging to Survive 

Unions have been in retreat for 
nearly a generation. 

 By merging, unions hope to increase 
representation, gain financial 
strength and enhance their political 
influence. 



Current Statistics 

Bureau of Labor Statistics Report for 2014 

 Public-sector workers had a union membership rate 
(35.7%) more than 5x higher than that of private-
sector workers (6.6%). 

 Workers in education, training and library occupations 
and in protective service occupations had the highest 
unionization rate, at 35.3% for each group. 

 Men had a higher union membership rate (11.7%) 
than women (10.5%). 

 Black workers were more likely to be union members 
than were white, Asian or Hispanic workers. 

 Median weekly earnings of nonunion workers ($763) 
were 79% of earnings for union workers ($970). 



THE END 


