
To what extent is it inevitable that trade union activity will lead to higher wages but lower employment?



Wage determination in perfectly competitive markets
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An increase in demand for a product will shift the MRP curve to the right. Why?
Demand for labour will increase from DL1 to DL2.
There would be a short term disequilibrium in the labour market until wages rose from W to W1.
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Wage determination in perfectly competitive markets



‘Trade Union Mark Up’ Wages in Perfectly Competitive Markets
W1 is the ‘free market’ wage rate.W2 is the TU set wage rate
Increase from W1 to W2 incurs job losses L3L2 (more willing to work than able)
Fall in employment compared to competitive equilibrium wage rate is L1L2.



Marginal Cost of Labour
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Supply = Average cost of labour (ACL)
Marginal Cost of Labour(MCL)

To attract an 11th worker, the wage rate must rise to £110 a week.Why is this the case?
However, if this increase is offered to new workers, it must also be offered 
to all existing employees.  Why?
This means that the MARGINAL cost of employing the 11th worker is the £110 paid to that worker, added to the extra £10 paid to each existing employee (Point A)
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Wage Determination in Monopsony
(Without Trade Union)

L1

W1

Wage rate £

No. workers employed

Supply = Average cost of labour (ACL)
Marginal Cost of Labour(MCL)

MRPL = D
B

A As in a competitive labour market, the firm’s profit maximising level of employment is set where MCL=MRP (at point A).
However, this is below the MRP of labour, so the firm is effectively exploiting the workforce.
The monopsonist could pay higher wages (up to W2) but has no need to. 
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Q1 is the profit maximising level of employment, paid W1. W3 is the true market value of this labour. Beyond Q1, MCL>MRP.
W2 is the minimum wage level negotiated by the Trade Union, reflecting a new MCL.The monopsonist does not need to pay more than this rate to hire workers up to Q2.
The monopsonist might therefore choose to employ more workers at this higher rate, as long as the MCL (W2ACE) is below the MRP.
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So…a strong TU can lead to higher wages and higher levels of employment!
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Wage Determination in Monopsony(With Trade Union)
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Trade Unions and Productivity
Trade unions can encourage and enable productivity gains when working with employers, creating an incentive to employ more workers.
Higher wages contribute to higher AD, which can increase demand for labour further.

D2=MRP2
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