
A Monopsony

Single Buyer of a Product

Labor…..



Monopsony in Labour Market

An example of a monopsony occurs when there is one major 

employer and many workers seeking to gain employment.

If there is only one main employer of labour, then they have market 

power in setting wages and choosing how many workers to employ.

Examples of Monopsony in Labour Markets

•Coal mine owner in town where coal mining is primary source of 

employment.

•Government in employment of civil servants, nurses, police



Table 10.5 
Labor Supplied Necessary Hourly Wage Total Wage Bill Marginal Factor 

Cost  (MFC)
0 $0 
1 $4 $4 $4 
2 $5 $10 $6 
3 $6 $18 $8 
4 $7 $28 $10 
5 $8 $40 $12 
6 $9 $54 $14

In other words, the labor supply to the firm is upward sloping, not horizontal. 
Marginal factor cost is now greater than the wage. 



•In a competitive labour market, the 

equilibrium will be where D=S at Q1, W1.

•However, a monopsony can pay lower 

wages and employ fewer workers.

Profit Maximisation for a Monopsony

The marginal cost of employing one more 

worker will be higher than the average cost 

because to employ one extra worker the 

firm has to increase the wages of all 

workers.

To maximize the level of profit the firm 

employs Q2 of workers where the Marginal 

cost of labor equals the Marginal Revenue 

Product MRP = D

In a competitive labor market, the firm 

would be a wage taker. If they tried to pay 

only W2, workers would go to other firms 

willing to pay a higher wage.



Minimum Wage in a Monopsony
In a monopsony, a minimum wage can therefore increase wages without causing unemployment.

•A monopsony pays a wage of W2 and employs Q2.

•If a minimum wage was placed equal to W1, it would increase employment to Q1.

•A minimum wage of W3, would keep employment at Q2.





Table 10.6 Marginal Factor Marginal Revenue
Wage QS of Labor Cost (MFC) Product Labor (MRP)
$3 0 
$4 10 $4 $10 
$5 20 $6 $9 
$6 30 $8 $8 
$7 40 $10 $7

If a firm is hiring labor in the perfectly 
competitive labor market, the wage and 
employment are 
(A) $3 and zero. 
(B) $4 and 10. 
(C) $5 and 20. 
(D) $6 and 30. 
(E) $7 and 40.

If a firm hires labor in a monopsony 
labor market, the wage and 
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