Chapter 8 Notes

Wage Differentials

What causes them to occur and persist?

Equilibrium wage differentials = no tendency toward change, wage difference persist.

The wage differences do not elicit movement of labor from the low paying job to the high paying job.

Transitional wage differentials = promote worker mobility, which in turn reduces wage differences.

(1) In a perfectly competitive labor market, when jobs and workers are homogenous, the wage differentials will dissipate and wages will equate. 

Free Factor mobility!

People are not identical in terms of productivity and ability. Therefore, 

(2) In a heterogeneous job market workers are compensated differently based on job characteristics.

Causes of Compensating differentials: page 248

Extra pay that an employer must provide to compensate a worker for some undesirable job characteristic that does not exist in an alternative employment.

1. risk of injury or death – hedonic wage theory – workers desire to max utility (indifference curve – safety versus pay)

2. fringe benefits

3. job status

4. job location

5. job security

6. prospect of wage advancement

7. extent of control over work pace

Non-wage aspects of jobs have value.

Efficiency Wage Theory

(1) cost of shirking is high

(2) cost of monitoring is high

(3) cost of turnover is high

(4) unions, or collective bargaining

Wages in small firms versus large firms.

Specialization

Productivity 

Unions

Compensating for weaknesses 

Location 

Market structure of firm/ economic profit

Competing Groups versus non-competing groups

Retail clerks, cashiers, unskilled workers, fast food workers.

Fast food workers versus accountants

A person can move from one non-competing group to another, or from a competing group to a non-competing group with education/training. 

Some occupations have barriers to entry; these barriers allow long-run profits (above market wages) in equilibrium.

Chapter 9

Labor mobility

Changing occupations, job location, employers

Reasons for change


Product demand


Labor productivity


Family circumstances


Personal attitudes toward non-wage amenities

Job change / no change in occupation or residence


Occupation change / no change in residence   10 percent

Geographic change / no change in occupation  16 – 18 percent of the population change residence in a given year

Geographic change / change in occupation   30 of geographic job-related moves are accompanied by changes in occupation

Why move?

Money

Cost of living

Age 

Younger are more likely to move

Family factors

Single people are more likely to move

Families with school aged children are less likely to move

If a wife works the family is less apt to move

Education

The higher the educational attainment, the more likely to move

Distance

The greater the distance the less like the move

Unemployment Rates

The higher the unemployment rate the higher the migration

It comes down to cost benefit analysis

Things to consider when moving


Cost of living


Family relationships


Environment


Schools systems


The next step will you be more marketable


Crime 


City amenities

Labor market effects

Free mobility

Labor side

Firm side

Factors move to where they’re most productive.

Why are people more likely to move when they are young?

Why are educated people more likely to move than less educated?

Explain the concept of converge.

What are labor market frictions?

How 
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The unemployment rate in Market A is 5%, the unemployment rate in Market B is 10%

If mobility between markets is free, what will happen in each market?
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Sample Questions Migration







1. What are some economic reasons to move?

2. Holding everything else constant, who is more likely to change jobs 

a. a younger person or an older person

b. a highly educated person or a person with a low level of educational attainment

c. a man or a woman

d. white or black or Hispanic

e. self employed or wage and/or salary worker

f. those employed in slow growing industries or those employed in mature/stagnant industries

3. Holding everything else constant, who is more likely to move

a. a younger person or an older person

b. a person in a larger family or a person in a smalled family

c. a highly educated person or a person with a low level of educational attainment

4. How do unemployment rates impact migration?

5. What are some additional economic factors that impact labor migration?


6. How does immigration impact wages? Explain using graphs



Complementary markets



Substitute markets

7. What are some economic impacts that result from immigration?

8. How does immigration impact convergence across states and countries?

9. Explain some of the current issues regarding illegal immigration in the United States.
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