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Labour market failures 
 

1. Immobility of labour 
The im m obility of labour is a failure that creates an excess supply of labour in som e 
m arkets and a lack of supply in other areas. O ccupational im m obility is caused by 
the requirem ent of specialist skills for som e occupations and geographical 
im m obility due to social ties, the cost of living and lack of inform ation. 

 
2. M onop sony 

Where a single firm  is the only em ployer of a particular type of labour (>90%  in 
reality). The m onopsonist is a w age-setter, paying w orkers low er than they w ant 
and em ploying few er of them  than the equilibrium  level. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The equilibrium  level of em ploym ent is at point A, w here M RP = M FC. The M FC is 
the m arginal factor cost, the additional cost of em ploying one extra w orker. The 
distance AB represents the w orkers exploitation. U nder perfect com petition, a 
w age rate of Wc is paid to Lc w orkers. The m onopsonist, in the absence of a trade 
union pays low er w ages and em ploys few er w orkers. 

 
3. Trad e unions 

Trade unions aim  to regulate the supply of labour aim ing to increase w age rates, 
prim arily by lim iting supply to the m arket and creating a deficit. U nder any m arket 
structure – other than a m onopsony – trade unions can push only for either a pay 
rise or an increase in the size of the w orkforce. 

 
These notes are from  a lesson on 5th January 2005.  
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