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REAL WAGES AND OPPORTUNITY COST OF WORK
Summary

Most of us earn our living by working. We supply labour (get a job) and get pa-
id for doing things that other people tell us they want done. Even before we get a job,
work is very much a part of our lives. We spend a large portion of our school years
preparing for work. Probably many of you are taking this economics course because
you’ve been told that it will help prepare you for a job- or that it will get you more
pay than you’re told that it will help prepare you for a job- or that it will get you mo-
re pay than you’re getting in your present job. If work in the marketplace isn’t alre-
ady familiar to you, once you get out of school it will become so (unless you’re sit-
ting on a hefty trust fund or marry somebody who is).

Your job will occupy at least a third of your waking hours. Largely, it will defi-
ne you. When someone asks you about your job, you will not answer, “I clip cou-
pons, go out on dates, visit my children...” Instead you’ll answer, “I work for the
Blank Company”, [ am an economist, or I am a teacher.” Defining ourselves by our
work means that work is more than the way we get income. It is a part of our social
and cultural makeup. If we lose our jobs, we lose part of our identity.

That is why in this article the labour market will be discussed as a factor market
in which individuals supply labour services for wages to other individuals and to
firms that need (demand) labour services.
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Higher incomes make people richer, and richer people choose more leisure.

Given that people are far richer today than they were 50 or 100 years ago, it
isn't surprising that they work less. What's surprising is that they work as much as
they do- eight hours a day rather than the four or so hours a day that would be eno-
ugh to give people the same income they had a century ago.

The explanation of why people have not reduced their hours of work can be fo-
und in how leisure has changed. A century ago, conversation was an art. People co-
uld use their time for long, leisurely conversations. Letter writing was a skill all edu-
cated people had, and cooking dinner was a three-hour event. If today people were
satisfied with leisure consisting of long conversations, whittling, and spending qua-
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lity time with their families rather than skiing, golfing, or travelling, they could get
by with working perhaps only four or five hours per day instead of eight hours. Ho-
wever, that is not the case. ("David Sapsford, Zafiris Tzannatos. The Economics of
the Labour Market, London, 1993, p. 45).

Modern gadgets increase the efficiency of leisure but cost money, which means
people must work more to enjoy their leisure.

The fast pace of modern society has led a number of people to question whether
we, as a society, are better off working hard to play hard. Are we better off or simply
more harried?

Economists do not try to answer the normative question of whether people are
better off today, working hard to play hard, or simply are more harried.

Because labour income is such an important component of most people’s total
income, when wages change other things often do not stay equal, and at times, the ef-
fect can seem strange.

For example, say that you earn $10 an hour and you decide to work eight hours
per day.

(W. Erwin Diewert, John Greenlees, Charles R. Hulten, Price Index Concepts
and Measurement, p 165)

Suddenly demand for your services goes up and you find that you can recei-
ve $40 an hour. Will you decide to work more hours? According to the rational choi-
ce rule, you will, but you might also decide that at $40 an hour you will work only
six hours a day- $240 a day is enough; the rest of the day you want leisure time to
spend your money. In such a case, a higher wage means working less.

The higher wage makes you decide to work more-as the rational choice rule
says; but the effect of the higher wage is overwhelmed by the effect of the higher in-
come that allows you to decide to work less. (*Palgrave Macmillan, Raja Junankar,
“Economics of the Labour Market:” USA, 2016 (p.38.)

To distinguish between these two effects, economists have given them na-
mes. The decision, based on the rational choice rule, to work more hours when your
pay goes up is called the substitution effect. You substitute work for leisure because
the price of leisure has risen. The decision to work fewer hours when your pay goes
up, based on the fact that you’re richer and therefore can live a better life, is called
the income effect.

It’s possible that the income effect can exceed the substitution effect, and a wa-
ge increase can cause a person to work less, but that possibility does not violate the
rational choice rule, which refers to the substitution effect only.

The supply of labour and nonmarket activities

In addition to leisure, labour supply issues and market incentives play an im-
portant role in other nonmarket activities. For example, there's a whole set of illegal
activities, such as selling illegal drugs, that are alternatives to taking a legal job.
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For middle-class individuals who have prospects for good jobs, the cost of be-
ing arrested can be high-an arrest can destroy their future prospects.

For poor-class street individuals with little chance of getting a good job, an ar-
rest makes little difference to their future. For them the choice is heavily weighted to-
ward selling drugs. This is especially true for the entrepreneurial types- the risk ta-
kers- the movers and shakers who might have become the business leaders of the fu-
ture.

Prohibiting certain drugs leads to potentially high income from selling those
drugs and has significant labour market effects. The incentive effects that prohibition
has on the choices of jobs facing poor teenagers is a central reason why some econo-
mists support the legalization of currently illegal drugs. (National Research Council,
“At What Price?” p. 57)

Income taxation, work, and leisure

It is after-tax income, not before-tax income, which determines how much you
work.

An increase in the marginal tax rate is likely to reduce the quantity of labour
supplied because it reduces the net wage of individuals and hence, via individuals’
incentive effect, causes them to work less.

One main reason why the U.S. government reduced marginal income tax rates
in the 1980s was to reduce the negative incentive effects of high taxes.

European countries, which have relatively high marginal tax rates, are strugg-
ling with the problem of providing incentives for people to work.

Reducing the marginal tax rate in the United States hasn’t completely elimina-
ted the problem of negative incentive effects on individuals’ work effort, because the
amounts people receive from many other government programs are tied to earned in-
come. When your earned income goes up, your benefits from these other programs
go down. For example, you are getting welfare and you’re deciding whether to take a
$6-an-hour job. Social Security and income taxes reduce the amount you take home
from the job by 20 %, to $4.80 an hour. Nevertheless, the Welfare Department will
reduce your welfare benefits by 50 cents for every dollar you take home. This means
you lose $2.40 per hour, so the marginal tax rate on your $6-an-hour job isn’t 20 per-
cent; it’s 60 %. By working an hour, you’ve increased your net income by only
$2.40. When you consider the transportation cost of getting to and from work, the ex-
pense of getting new clothes to wear to work, the cost of childcare, and other job-as-
sociated expenses, the net gain in income is often minimal. Your implicit marginal
tax rate is almost 100 %.

The negative incentive effect can sometimes be even more indirect. For
example, college scholarships are generally given based on need. A family that earns
more gets less in scholarship aid; the amount by which the scholarship is reduced as
a family’s income increases acts as a marginal tax on individuals’ income. Why work
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hard to provide for yourself if a program will take care of you if you don’t work har-
d? The any need-based assistance program reduces the people’s incentive to prevent
themselves from being needy.

Wage elasticity of labour supply

The wage elasticity of supply of labour is the sensitivity of the supply of labour
to a change in the wage rate.

This is affected by the specific skills and educational requirements: the more
complicated the skills and the higher, or longer to achieve, the qualifications requi-
red, the more inelastic the supply.

If the role has a significant vocational aspect, such as nursing, individuals are
less sensitive to changes in pay making the supply more elastic.

The time period under consideration is also a factor affecting the supply: in the
short run, the supply curve of labour tends to be inelastic as it takes time for people
to respond to changes in relative wages.

Elasticity of market supply depends on:

e Individuals’ opportunity cost of working.

e The type of market being discussed.

e The elasticity of individuals’ supply curves.

e Individuals entering and leaving the labour market.

If a large number of people are willing to enter the labour market when wages
rise, then the market labour supply will be highly elastic even if individuals’ supply
curves are inelastic.

The elasticity of the labour supply facing one firm in a small town will likely
be far greater than the elasticity of the labour supply of all firms in that town. If only
one firm raises its wage, it will attract workers away from other firms; if all the firms
in town raise their wages, any increase in labour must come from increases in labour
force participation, increases in hours worked per person, or in-migration.

Existing workers prefer inelastic labour supplies because that means an increa-
se in demand for labour will raise their wage by more. Employers prefer elastic supp-
lies because that means an increase in demand for labour doesn’t require large wage
increases. These preferences can be seen in new reports about U.S. immigration
laws, their effects, and their enforcement. Businesses such as hotels and restaurants
often oppose strict immigration laws. (4, p189) Because of the importance of the
elasticity of labour supply, economists have spent a great deal of time and effort esti-
mating it. Their best estimates of labour supply elasticities to market activities are
about 0.1 for heads of households and 1.1 for secondary workers in households. The-
se elasticity figures mean that a wage increase of 10 % will increase the quantity of
labour supplied by 1 % for heads of households (an inelastic supply) and 11 percent
for secondary workers in households (an elastic supply). (3, p.93)
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N.I. Qasimova
Real amoak haqqa va is fiirsati doyori

Xiilaso

Coxumuz ¢orayimizi islomaklo gazaniriq. Biz is tomin edirik (iso diizolirik) vo
basqalarinin bizo istadiklorini sdyladiklori islori gormoyimiza goro maas aliriq. iso
baslamazdan avval do is hoyatimizin ¢ox hissasidir. Maktob illorimizin boyiik bir his-
sosini isa hazirlasiriq. Yoqin ki, bir ¢oxunuz bir iqtisadiyyat kursunu alirsiniz, ¢iinki
sizd bir igo hazirlasmaga komok edacoyini vo ya sizo iso hazirlasmaniza komok edo-
coyini sdyladiyinizdon daha ¢ox maas alacagini sdyladiyinizo gora indiki isinizdo al-
digimizdan daha ¢ox maas alacagq.

Isiniz oyanma saatlarinizin an azi iigda birini tutacaqdir. Boyiik 6lciido sizi
mioyyonlosdiracokdir. Biri sandon isini sorusduqda, “Kupon g¢okirom, goriiso ¢ixi-
ram, Ovladlarimi ziyarst edirom ...” deyo cavab vermoayocoksiniz, bunun ovazino
“Bos Sirkotds isloyirom”, igtisad¢ryam, ya da mon miiollimom “dedi. Isimizlo 6zii-
miizii mioyyanlosdirmak, isin galir sldo etmak yolumuzdan daha ¢ox olmasi demok-
dir. Bu, sosial vo madoni qurulusumuzun bir hissasidir. Isimizi itirsok, soxsiyyatimi-
zin bir hissasini itiririk.

Odur ki, bu moagalodo amok bazar1 fordlorin amoak haqqi ti¢tin digar soxslora vo
omok xidmotins ehtiyaci olan (tolob edon) firmalara omok xidmatlori togdim etdiyi
bir amil bazar1 kimi miizakirs edilocokdir.

Acar sozlar: amak bazari, toklif, tolob, xidmat, istirahat, galir vergisi
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H.N. I'acbimMoBa

PeanbHasi 3apaboTHasi niaTa U aJIbTEPHATUBHAS CTOUMOCTb TPyaa
Pe3rome

BonpmHeTBO M3 Hac 3apalaThiBalOT ce0e Ha JKM3Hb paboToil. Mbl
npeaocTaBisieM pabouyro cuily (ycTpauBaeMcsi Ha paOOTy) W MOJydaeM JEHBIH 3a
TO, YTO JpyTUe JIOAN TOBOPSAT HAM, YTO OHM XOTAT JAeNaTh. Jaxe 10 TOro, Kak MbI
yCTpouMcsi Ha paboTy, paboTa sBIsSETCS HEOThEMJIEMOW YacTbiO HAlllel XKU3HU.
Bonbiryto 4acTh IIKONBHBIX JIET Mbl MPOBOJUM, TOTOBACH K pabote. BeposiTHo,
MHOTHE U3 Bac MOCEUIAl0T KypC 3KOHOMHUKH, TOTOMY UYTO BEPST, YTO OH MOMOXKET
BaM TMOJTrOTOBHUTHCS K paboTe - WIM YTO OH IMpHUHECET BaM OoJiblile 3apaboTHOM
miatel. Ecnin pabora Ha pelHKE BaM ellle He 3HAKOMa, KaK TOJIbKO Bbl BBIMJETE U3
y4eOHOTr0 3aBe/IeHHs, OHA CTAHET TaKOBOU (€C/IM TOJBKO BBl HE CUAUTE B COJUIHOM
TPacTOBOM (POHJIC WU HE )KEHUTECh HA KOM-TO, KTO 3HAKOM).

Bama paGota Oyner 3aHMMaTh He MEHEE TPETH 4YacoB Baulero OOJpCTBO-
BaHus. Bo MHOrom sto onpenenut Bac. Koraa KTo-To cipocuT Bac o Baiiei padoTe,
Bl HE OTBeTHTE: «Sl BbIpe3ar0 KYyMOHBI, X0y Ha CBUJAHUS, HABEIald CBOUX
netei...» BMecto storo Bel oTBeTuTe: «S pabotaro B Blank Company», s 5koHO-
MUCT UM s yuuTenb . OnpeaeneHue ceds no cBoeil pabore o3HayaeT, 4Tto padora -
3TO OoJbIlle, YeM CMOCOO MOJY4YEHHUs J0XOAa. DTO 4YacTh HAIIEro COIUAIbHOTO M
KyJAbTypHOro obnuka. Ecnu Mbl motepsiem pa®oTy, Mbl MOTEpsieM 4acTh HaIllei
UJEHTUYHOCTH.

Bot mouemy B 9T0ii cTaThe PBIHOK TpyAa OyaeT o0cykaaThes Kak (haKTOPHBII
PBIHOK, Ha KOTOPOM OT/IeJIbHbIE JIMIA MTPEIOCTABIIAIOT YCIYTH Tpy/ia 3a 3apaboTHYIO
1aTy APYTUM JIMLaM U pUpMaM, KOTOpbIe HY>KIAIOTCS B yCIyrax padoueil CUIIbI.

KaloueBbie cjioBa: pbIHOK Tpyaa, oGecredyeHue, CIpPOC, yciayra, A0CYyr,
HAJIOr000J103KeHHE J0X010B
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