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ABSTRACT

Recent literature has suggested that antitrust regulation is an appropriate
response to labor market monopsony. This article qualifies the primacy
of antitrust by arguing that a significant degree of labor market power
is “frictional,” that is, without artificial barriers to entry or excessive
concentration of employment. If monopsony is pervasive under conditions
of laissez-faire, antitrust is likely to play only a partial role in remedying it,
and other legal and policy instruments to intervene in the labor market
will be required.

I. Introduction

A growing body of empirical literature indicates that labor market
monopsony iswidespread, and it is depressingwages. A natural response is to encourage
regulators, courts, and legislatures to strengthen antitrust enforcement as applied to labor
markets. But there are strong reasons for believing that antitrust enforcement will be
insufficient for countering labormarket power. Antitrust enforcement can target mergers
and anticompetitive behavior like no-poaching agreements, but a great deal of mo-
nopsony power is due to factors outside the reach of antitrust.
Imperfect competition regularly appears in product markets, but, as a rough approxi-

mation, the institutional and social constraints on exchange of products are relatively
limited, while the constraints on exchange of labor are significant and inherent in the way
labor is traded. As a result of institutional constraints on the exchange of labor, a signif-
icant degree of monopsony power is held even without barriers to entry or collusion.
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In this work, we argue that even labormarkets unaffected by the traditional markers of
anticompetitive markets are rife with monopsony. We begin by surveying economic
models of monopsonistic competition and then present some quantitative evidence that
monopsony power is present even in putatively thick labor markets. We argue that
pervasive monopsony implies policies well beyond the orbit of what is understood as
antitrust, andwe categorize these into polices thatmake the labor supply constraintmore
elastic (for example, antitrust or other pro-competitive policies), those that restrain firms’
wage-setting power via wage or benefit mandates (for example, the minimum wage,
wage boards, mandated benefits, or unions), and those that allow monopsony power to
persist and be used by employers, but attempt to rectify the inefficiencies with other
instruments (for example, EITC or wage subsidies).
Besides paying a wage, jobs are bundles of idiosyncratic costs and amenities, for

example, relationships with coworkers/managers or commute times, that are valued dif-
ferently by different workers. Most workers do not obtain much experience shopping for
jobs, so mental representations of job values (“decision utility”) may be particularly noisy
(Woodford 2020). Further, the next best alternative of a worker often depends on the
possibility of an outside offer, which in turn depends on social networks interacting with
idiosyncratic labor requirements of other firms (Granovetter 1974; Caldwell and Harmon
2019). This creates monopsony power when these tastes and outside options are private
information of theworker, as firms must post a singlewage, and will rationally bewilling
to lose some workers in order to pay lower wages to others. Further, perhaps due to
custom, firms tend not to actively poach already employed workers, outside of extremely
high-skill industries. In contrast to ubiquitous advertisements and sales experienced in the
product market, there is comparatively little in theway of active competition for workers.
The closest analogy to the issues in the labor market comes not from product markets,

but from housing markets, where there are potentially many sellers and yet each prop-
erty faces a downward-sloping demand curve due to search frictions and idiosyn-
cratic consumer tastes over each property. Arnott and Igarashi (2000) and Arnott
(1989) formalize this analogy in a number of papers, building on search models and
differentiated tastes in order to incorporate market power into rental and housing mar-
kets (and explicitly drawing the analogy to labor markets!). Little empirical work has
followed up on this, but a recent paper byWatson and Ziv (2019) appliesmore traditional
industrial organization tools to estimate the degree of housing market power in Man-
hattan, finding that markups constitute 21 percent of rent. They further find that con-
centration explains little of this markup, and similarly conclude that horizontal dif-
ferentiation generates the bulk of the observed market power. A difference between
housing and employment is that houses are durable goods that can be resold and as such
are intertemporally competingwith themselves, which could curb the exercise of market
power, as in Coase (1972).
It is commonly claimed that “labor is not a commodity.” Indeed this language is

explicit in the text of the ClaytonAct: “the labor of a human being is not a commodity or
article of commerce,” exempting unions from antitrust enforcement.1 This claim is also
prima facie false, in that most people sell their labor on amarket in exchange for a wage.
But the claim expresses an intuition that the buying and selling of labor is different

1. 15 U.S.C §17.
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from the exchange of other commodities. It is unclear if labor is different from all
other commodities, but it is certainly the case that various contracting frictions (for
example, the impossibility of committing to stayingwith an employer, which is reflected
in the law) make the market for labor different from the standard price-taking, homo-
genous commodity case.
As a result of the complexity of labor markets, the problem of labor monopsony was

overlooked in labor economics until about 20 years ago, despite the development of a vast
parallel literature in industrial organization, and the earlier focus on power imbalances in
the labor market by Adam Smith, John Stuart Mill, and Karl Marx. It is unclear why
economists stopped paying attention to market power in labor markets. A possible reason
is the rise of unions, which seemed to offer a solution to the problemof labormarket power
while also raising other questions for economic study. But the steady decline of unions,
which dates back to the 1950s, did not revive interest in labor market power, possibly as a
consequence of the widespread belief among economists that all markets (including labor
markets) were basically competitive in the long run (Stigler 1942).
On the legal front, we see a similar story. The Sherman Act of 1890 did not distinguish

labor and product markets and was understood to apply to both types of market. Yet from
the start most antitrust enforcement was targeted at producers rather than employers. In
the 130 years since the Sherman Act, the case reports have overflowed with product
market cases, but only a handful of labor market cases, and these involve only the most
explicit forms of anticompetitive behavior, like no-poaching agreements.
What can be done? We explore the possibilities and limitations of greater antitrust

enforcement against labor monopsonists and conclude that, while greater enforcement
is advisable, it would inadequately address the problem. We then explore other legal
approaches to problems of market power in labor markets, including wage regula-
tion, “amenity regulation,” legal support for unions, and mandates and subsidies for
desirable employment features. Our takeaway is that antitrust regulation, while required
to combat egregious anticompetitive practices in the labormarket, is a poor substitute for
traditional labor and employment law, and more extensive labor market intervention is
required to combat the natural monopsonies in the labor market.

II. Why Jobs Are Not like Widgets: Markets for Labor
versus Markets for Commodities

Our argument begins with an empirical claim about laissez-faire labor
markets: they are naturally monopsonistically competitive. This implies that market
power is pervasive and not due to artificial limits on competition nor excessive con-
centration. The general presence of labor market power was recognized by Joan
Robinson, who wrote that:

The supply of labour to an individual firm might be limited.there might be a
certain number of workers in the neighborhood and to attract those from fur-
ther afield it may be necessary to pay a wage equal to what they can earn near
home plus their fares to and fro, or there may be workers attached to the firm
by preference or custom and to attract others it may be necessary to pay a higher
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wage. Or ignorance may prevent workers from moving from one firm to another
in response to differences in the wages offered by the different firms. (Robinson
[1933] 1969, p. 296)

Note the absence of anything like “concentration” in Robinson’s formulation; she does
not mention the lack of other employers in the area as a source of upwards-sloping labor
supply. Institutionalist American labor economists readily took the notion of upward-
sloping labor supply on board, again without any reference to concentration. In a 1946
article in the Quarterly Journal of Economics entitled “The Supply of Labor to the
Firm,” Lloyd Reynolds wrote:

The assumption that workers are fully informed and completely responsive to
wage differences may be altered in three main ways. It may be assumed that
workers are ignorant of the wages paid by other employers, or that they are
perfectly informed concerning wages but are deterred from changing jobs by
considerations of security, or that they are perfectly informed concerning wages but
differ in their evaluation of the non-base-rate components of the wage. (Reynolds
1946, p. 393)

The problem of generically upwards-sloping labor supply curves facing firms, even in
diffuse and putatively thick labormarkets, has thus been recognized for quite a long time
even if it has been ignored in recent decades.

A. Models of Monopsonistic Competition

In this section we briefly outline the economic models of monopsony where firms have
market power despite markets being “thick”—with large numbers of employers and
workers. While these are reviewed in a number of other papers, we focus on their most
recent variants and their implications for antitrust. These models formally capture the
forces generating monopsony identified by Robinson and Reynolds and do not rely on
concentration as an important determinant of monopsony power.2

The paradigm of antitrust is focused on market structures with few firms. Indeed, the
primary diagnostic statistics aremeasures of concentration, for example,market share of
the top four or five firms and Herfindahl measures of concentration (often motivated by
underlying Cournot models of imperfect competition among a small number of firms).
We first present a simple variant of this type of model here.
The Cournot model is the original workhorse model of industrial organization, where

n firms take a demand curve as given and choose quantities produced. This model is
simple to recast as an oligopsonisticmodelwhere employers choose employment facing
an increasing, inverse labor supply curve w(.), as in Naidu, Nyarko, and Wang (2016),
among many others. In a simple variant of this model with constant marginal produc-
tivity pi, firms choose Li to maximize:

pi -w
�
+
n

i=1
Li

�� �
Li

2. We omit one potential source of monopsony that has been proposed but not explored empirically, adverse
selection in the market for workers who want to quit, as in Acemoglu and Pischke (1998).
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Under a sufficiently convex w() function, this game will have an equilibrium solution
which motivates the Herfindahl (=+n

i s
2
i , where si=Li

�
+n

i=1Li
� �

is the share of em-
ployment at firm i) measure of concentration, and expresses the share-weighted mark-
down as the ratio between the Herfindahl–Hirschman index (HHI) and the aggregate
labor supply elasticity to the labor market: Zagg=w/[w’(L)L], where L=+n

i=1Li

+
n

i =1
si
ðpi -wÞ

w
=
+n

i=1s
2
i

gagg
=

H

gagg

In this model, wages will fall as local labor market concentration increases, holding
productivity and the aggregate labor supply elasticity constant, a result that has been
found in a number of recent papers (Benmelech, Bergman, and Kim 2022; Azar,
Marinescu, and Steinbaum 2022; Rinz 2022).
One difference between this literature and the previous literature on concentration is

which “quantity” measure is appropriate. A more general form of the Cournot model,
where employers are not choosing employment, but rather some other strategic vari-
able, such as vacancies or recruitment intensity or retention efforts, could bewarranted.3

Below we discuss measures of concentration that account for likely flows of workers
between firms, which synthesize a number of sources of monopsony.
But even in these general models, market power falls as the number of firms, n,

increases and approaches the perfectly competitive limit. The interpretation of the
empirical relationship may be quite sensitive to how markets are defined, as it depends
on which aggregate labor supply elasticity is used. More germane to our purposes here,
the Cournot model also shows that market power cannot persist in the long run as more
and more firms enter, attracted by positive profit. If there are no fixed costs of entry, for
example, long-run markdowns are zero.
The Cournot model can help us compare product markets to labor markets. The

literature on concentration in labor markets has pointed out that, for reasonable defi-
nitions of labor market boundaries, labor markets are much more concentrated than
product markets (Marinescu and Hovenkamp 2018), with HHIs well exceeding the
antitrust thresholds. Further, the scope for monopsony power in labor markets is larger,
even holding the degree of concentration fixed: productmarket demand elasticities from
the trade literature vary from 1.2 (footwear) to 17 (crude oil), with a median product
elasticity of 4.5 (Broda and Weinstein 2006), while aggregate labor supply elasticities
are generally between 0.1 and 1 (Chetty 2012). Within a Cournot model, these would
imply that the same HHI would result in a larger markdown in the labor market than the
corresponding markup in the product market.
TheCournotmodel has the virtue of being extendable and flexible. Naidu,Nyarko, and

Wang (2016) use the average number of other firms workers transition to as a measure
of the effective competition in a Cournot model. Krueger and Ashenfelter (2022) expand
the Cournot model to accommodate anticompetitive practices. Franchise no-poaching
agreements essentially reduce the number of competitors in the labor market, increasing
“effective concentration.” We discuss more of these extensions below. Arnold (2020)

3. Manning (2003) discusses the difficulties of interpreting vacancy data in models of monopsony.
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extends the Cournot model to flexibly accommodate flows between markets and model
the effects of mergers.4

While concentration is a clear empirical determinant of labor market monopsony, it
has not been the traditional focus of labor economists interested in monopsony. Instead,
labor economists have focused on models of imperfect competition that have many
firms and many workers, yet still deliver upward-sloping labor supply curves to each
firm. When market power is generated by forces emphasized in these thick-market
models, traditional antitrust remedies may be inadequate.
There are two categories of these monopsonistically competitive models. The first—

traditionally more emphasized in labor and macroeconomics—is based on search the-
ory, where workers must actively look for employers. The second, while applied much
more recently to labor market problems, is extensively developed in industrial organi-
zation and emphasizes product (in this case job) differentiation and heterogeneous tastes
for jobs or costs of switching.

B. Search Frictions

As Robinson and Reynolds both pointed out, workers might not know about all the jobs
available, and this simple idea has given rise to a vast literature on search in labor
markets (see Rogerson, Shimer, and Wright 2005 for a review). Stigler (1961) devel-
oped the original model of job search, where workers sample from the distribution of
jobs. This model generated a number of predictions, only some of which were borne out
in the data. This idea was turned into a dynamic model of sequential search by McCall
(1970), whereworkers would sample repeatedly from the distribution of jobs until a job
was located. Rothschild (1973) criticized much of the search literature by pointing out
that the distribution of offered wages was taken as exogenous and no underlying model
of firm optimization delivered dispersion in the set of offered wages that motivated
worker search.
Diamond (1971) allowed both firm optimization and identical searching workers

and showed that when a model of costly worker search was integrated with a model of
identical firms choosing wages, the unique equilibriumwas completemonopsony, where
all firms offered workers exactly their outside option, and no worker searched. In this
equilibrium, no firm deviates by paying a higher wage because noworker is searching (so
they get no additional workers), and no worker bothers searching because all firms are
offering identical wages.
This model is somewhat extreme, and substantial progress was made by Burdett and

Mortensen (1998) in extending the search model to include on-the-job search. In this
variant of the search model, workers continue to search while working, which gives
firms an incentive to try to poach workers from each other. Strikingly, in this model, the
unique equilibrium, despite a large number of identical workers and firms, has wage
dispersion, where each firm pays a different wage, trading off losing workers to firms
paying more with making higher profits on each worker that stays.

4. A disadvantage of the Cournot model for merger analysis is that in many cases merging parties often gain no
additional profits from merging.
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The key parameter measuring the degree of labor market competition in this model
is the ratio, k, of the job-offer arrival rate to the (exogenous) job destruction rate. k
measures the rate at which searching workers encounter offers relative to the rate at
which they lose jobs; when it is high, the labor market is tight, and indeed, as this ratio
approaches infinity, thewage dispersion collapses and themodel is identical to Bertrand
competition, with all workers paid their productivity p. As k approaches zero, the wage
dispersion again collapses and the model collapses to the Diamond model described
above, with all workers paid their reservation wage b.
Artifices that make it difficult to poach workers who are already employed naturally

reduce k. Naidu (2010) and Krueger and Ashenfelter (2022) model the effect of anti-
enticement laws and no-poaching agreements, respectively, as falls in the job offer
arrival rate.
The Burdett–Mortensen model has become a standard workhorse model in labor

economics andmacroeconomics. Quantitative and structural variants of this model have
been fit to explain the job ladder over the business cycle, the fall in the labor share, wage
inequality, minimum wage effects on employment and inequality, and empirical pat-
terns of tenure and experience wage profiles.

C. Job Differentiation

Bertrand (1883), while reviewing Cournot, pointed out that firms are more likely to
compete on prices than quantity. In Bertrand’s famous model, even a single competitor
is enough to discipline a firm’s exercise of market power. The labor market analogue of
Bertrand competition has firms maximizing:

(pi -wi)Li(wi‚w1: . . .wi-1‚wi+1‚wn)

In the classical Bertrand model with heterogeneous firms, firms can hire unlimited
workers, and if firms have different productivities, all workers will be employed by the
most productive firm, which will pay the productivity of the second most productive
firm. Concentration in this model is uninformative, as there will be only one firm
employing any workers, and yet that firm has no market power (if the firm lowered the
wage even slightly it would lose all its workers immediately to a new entrant). The
contestability of a market by new entrants is what leads many economists to dismiss
measures of concentration as proxies for market power.
However, this model of workers choosing jobs considering only the highest wage is

unrealistic. Firms are places to work and consist of a high-dimensional set of amenities,
whose valuations will vary wildly in a given population of workers. A large literature in
product competition has extended the Bertrand model to include models of product
differentiation, where firms still compete on price, but products are imperfect substitutes
for each other.
Differentiation can occur along a wide variety of characteristics, including spatial

location, product characteristics, and product quality. Similarly, jobs are also highly
differentiated, both spatially (for example, location of employer and hence commute
times) and along bundles of amenities, both tangible (for example, benefits, job safety)
and less tangible (relationships with managers and coworkers).
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Jobs are not only differentiated along these various dimensions, but workers perceive
and value these dimensions differently. Note that even jobs that seem quite standardized
(for example, cashier) in terms of the productive tasks, so that there is little firm-specific
human capital, can be valued idiosyncratically by workers due to particular tastes over
commutes and workplace relationships. In models of random utility, workers have
idiosyncratic utility over different jobs. Crucially, firms may not be able to observe this
taste heterogeneity, and internal constraints on wage discrimination (for example, in-
ternal equity) may force firms to post only one wage per job. This restriction is what
makes labor market power inefficient: if firms could perfectly tailor the wage to each
worker’s taste for working at that firm—so-called perfect wage discrimination—there
could still be market power, but it would not be inefficient, even as all surplus is ex-
tracted by the employer.
Firms thus know there are someworkerswhowouldwork for the firm at a lowerwage,

but do not knowwhichworkers those are. Therefore, the profit-maximizing strategy is to
pay below marginal product, accepting the loss of the workers who prefer working
somewhere else in exchange for the profits made off those workers who stay.
These models have a long tradition on the product market side, being workhorse

models in quantitative marketing research, as well as being the foundation for much of
demand system estimation in industrial organization. Anderson, De Palma, and Thisse
(1992) provide a survey of product differentiation models, while Card et al. (2018a)
adapt a variant of multinomial choice to model monopsony in the labor market.
Gabaix et al. (2016) show that there is a subtle relationship between competition and

the degree of price distortion in these random utility models. Depending on the shape
of the distribution of the random utility terms, markups can stay positive even as the
number of firms increases; indeed, if the distribution is fat-tailed enough, markdowns
can grow without bound even as the number of firms approaches infinity! This result
shows that simplistic measures of concentration or number of firms do not necessarily
map into more or less wage (or price) distortion.
Finally, just as workers have distinct preferences over jobs, firms have different

preferences over workers. This gives the market a two-sided matching characteristic,
naturally implying thinner markets than when only one side has preferences over the
other side. The set of workers one firm prefers may be small, and the set of workers that
prefer that firm is even smaller. This “differentiation-squared” may exacerbate market
power in labor markets relative to product markets.
Azevedo (2014) shows how market power can operate in a model of two-sided

matching even when matches are optimal. In this model firms have some market power
(even assuming wages are fixed) and reduce their hiring in order to shed marginal
workers, who then get employed by another firm,who in turn shedsworkers that may be
supramarginal for the initial firm. These “rejection chains” give firms with labor market
power an incentive to set quantities too low in order to obtain more productive workers,
even if they cannot change the wage. Caldwell and Danieli (2018) propose a two-sided
matching model of the labor market and use it to calculate an outside options index
(OOI), which is the inverse of worker-specific Herfindahl index over likely other jobs. If
a worker with characteristic X is likely to be employed by many firms, the OOI is high.
Monopsony in this model could manifest as many workers with different OOI none-
theless being paid the same wage within a firm.
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A related, but more sociological source of taste-based monopsony is endogenous
worker loyalty. Bowles and Gintis (1976) emphasized the role of endogenous worker
preferences in maintaining employer profits. A large literature in sociology, perhaps
beginning with Michael Burawoy’s Manufacturing Consent: Changes in the Labor
Process under Monopoly Capitalism (1979), argued that employers engineer work
environments to maximize worker productivity and minimize conflict with manage-
ment. Workers also develop attachments to coworkers (Fantasia 1995), employers, and
in service-sector industries, even customers (Hochschild 1983).While this literature has
not considered the effects of these types of attachments on quit behavior, job search, and
labor market competition, it is plausible to believe that workers may be exploited due
to their personal or emotional attachments to the job and to working. Employers may
try to invest in increasing these attachments by fostering corporate loyalty or special-
izing the content of training programs.
When firms have product market power, advertising is quite profitable, as profits are

positive on every additional unit sold. A similar logic is true for monopsonists, as mono-
psonists suffer losses of profits from every additional quit. But employers get eight hours
a day of free advertising to their employees, and “corporate culture” together with
“employee loyalty programs” may be inefficiently high as companies invest in these
devices to cultivate loyal workers who are wage inelastic, rather than raising wages to
prevent quits. There is very little in the way of compelling evidence on the causal effect
of loyalty on wages; however, Masakure (2016) provide one such attempt, but the
exclusion restriction, that religiosity is a valid instrument for loyalty, is dubious.
Workers’ social preferences for fairness may also militate against wage discrimina-

tion, even when employers have accurate information about worker’s tastes and outside
options. A considerable amount of evidence (Card et al. 2018b; Fehr and Falk 1999;
Breza, Kaur, and Krishnaswamy 2019; Dube, Giuliano, and Leonard 2019) has shown
that workers react negatively to disequalizing pay schemes, and this may exacerbate the
inefficiencies due tomonopsony, evenwhile preventing employers from fully exploiting
their market power (via wage discrimination of workers).

D. Hybrid Models and Alternative Definitions of Concentration

The recent literature onmonopsony has grown quickly, and there are a number of recent
models that are hybrids of the three models above. Berger, Herkenhoff, and Mongey
(2019) construct a nested logit model where workers first choose a labor market, then
choose a firmwithin that labor market. The authors choose utility functions and random
utility shocks that yield a nested constant elasticity of substitution formulation of the
labor supply decision of a representative household. Thismodel is a case of our reduced-
form decomposition below, where the labor supply elasticity facing the firm can be
decomposed into a firm-specific component (based on differentiation) and a market
component (based on concentration). The model delivers a wage-share variant of the
HHI that combines the monopsonistic competition dimension of monopsony with the
concentration dimension.
Arnold (2020) uses the Longitudinal Employer Household Dynamics (LEHD) sur-

vey, a matched employer–employee data set, to look at the effect of mergers on wages.
In his theoretical model, rather than defining concentration with respect to a fixed in-
dustry within a commuting zone, he uses job-to-job flows across industries to construct
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“shares”where a firm’s employment is divided by flow-weighted employment of all other
firms in the commuting zone. This measure of concentration has the advantage of not
requiring one to take a stand onwhich administrative boundary (for example, occupation
or four-digit industry) is relevant for defining a labor market. Arnold shows that this
measure is generally highly correlated with commuting zone · industry HHI indexes.
Finally, a pair of papers relate concentration to wages via bargaining rather than

monopsony. Schubert, Stansbury, and Taska (2021) use Burning Glass data to measure
concentration but add an outside option that depends on occupational transition prob-
abilities. In theirmodel, wages are set by bargaining rather thanwage posting. In another
recent study, Jarosch, Nimczik, and Sorkin (2019) develop a model with search and
bargaining where the worker’s outside option depends on the concentration of firms.
Firms in this model commit to never renegotiating with a worker after the first match,
and this means that large firms have a bargaining advantage because workers will be
more likely to encounter offers from that large firm in the future; never being able to
contract with a large firm again makes a worker quite willing to take whatever offer that
firm is offering. Hence, highly concentrated labor markets have workers with low out-
side options and thus lower wages. While technically the assumption of efficient bar-
gaining makes this not a model of monopsony, this model will also generate a negative
relationship between concentration and wages.
As far as we are aware, there is no study that combines search, job differentiation, and

concentration into a singlemodel ofmonopsony. There is some structuralwork (Flinn and
Mullins 2019) that endogenizes the choice between wage-posting and Nash bargaining,
and integrating this into the empirical literature seems like a promising direction for
future work.
Which measure of concentration is to be preferred? Bassier, Dube, and Naidu (2022)

show correlations between a large number of HHI indexes (for example, flows adjusted,
payroll vs. new recruits vs. employment shares, industry vs. geography) and firm-
specific labor supply elasticities, with ambiguous results. While HHI indexes are all
highly correlated with each other, they are only weakly correlated with the firm-specific
residual elasticities. This suggests that more fine-grained measures of concentration
ought to be constructed at the firm level, while allowing for variation in firmwages even
in the limiting case of no strategic interaction. This perhaps could be done by synthe-
sizing the Caldwell and Danieli (2018) measure (or a firm variant of Arnold 2020) with
the Berger, Herkenhoff, and Mongey (2019) measure, combining flows across firms
with shares of payroll rather than employment.

E. Evidence for Monopsonistic Competition

What is the evidence for monopsonistic competition in the labor market? Direct esti-
mates of monopsony power that are obtained in thick labor markets are the most
compelling evidence. For example, the minimum wage results that motivated the
original monopsony model were obtained in thick labor markets. The most credible
evidence is provided by the few randomized controlled experiments where wages are
randomized for identical jobs in markets with many wage-setters and few barriers to
mobility. Caldwell and Oehlsen (2018) randomize wages for Uber drivers, while also
including those that also drive for Lyft. They examine the rate at which drivers switch,
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and find a surprisingly low elasticity of between 4 and 5, given that workers literally just
have to switch apps on their phone.Dube, Jacobs, Naidu, andSuri (2020) experimentally
vary wages for an identical task and find substantial monopsony power even on (puta-
tively thick) Amazon Mechanical Turk, and Dube, Giuliano, and Leonard (2019) find a
moderate quit elasticity (in response to wage changes induced by discontinuities in the
national pay-setting scheme in a large low-wage retailer). Dube, Manning, and Naidu
(2018) bound the labor supply elasticity facing the firm in low-wage labor markets using
the extent of bunching at $10.00. Bassier, Dube, and Naidu (2022) use firm fixed effects
to isolate the firm component of worker wages inmatched worker–firmOregon data and
use this to estimate a labor supply elasticity between 4 and 5. They also find that this
elasticity does not vary very much by employer concentration.
Other direct estimates include evidence on wage increases from small firms that

exogenously receive shocks to the firm-specific marginal product of their labor. In the
United States, these shocks include patents in small firms (as in Kline et al. 2019),
fiscal stimulus shocks from American Recovery and Reinvestment Act (ARRA) con-
tracts (Cho 2019), and wins in procurement auctions (Kroft et al. 2020). Goolsbee and
Syverson (2019) use shocks to admissions at universities to show monopsony power in
the tenure-track academic labor market, which is generally national in scope. By di-
viding the (log) employment response to the shock by the implied rent-sharing elasticity
(the log wage effect of the shock), an estimate of the residual labor supply elasticity is
obtained. Evidence in this vein against monopsonistic competition is provided by Mat-
sudaira (2014), who finds that exogenous increases in nurse aide employment resulted
in no increase in wages, suggesting perfectly elastic supply curves.
Arnold (2020) finds negative effects of concentration driven by mergers in thin labor

markets but concludes that mergers and concentration are unlikely to be a big con-
tributor to overall wage stagnation, with concentration resulting in wages only 5 percent
below a fully competitive benchmark. This relatively small concentration markdown
is difficult to reconcile with the rent-sharing elasticities or firm-specific labor supply
elasticities unless there is a significant degree of non-concentration-based labor market
power.
There is also evidence from structural papers that estimate both differentiation and

concentration in the same model. While dependent on functional form assumptions,
these papers show that there remains a significant amount of “pure” horizontal differ-
entiation. Berger, Herkenhoff, and Mongey (2019) recover a within-market substitut-
ability of 5.4, and Azar, Berry, and Marinescu (2019) estimate a structural labor supply
model on vacancy data and also recover a pure differentiation elasticity of around 5.8.
A simple way to reconcile these estimates is to note that monopsony is not the only

constraint firms face. Firms must also use wages to provide incentives, mitigate adverse
selection, and induce loyalty and reciprocity. Rent-sharing elasticities reflect all of these
other constraints on firm wage-setting, not simply the labor supply constraint. For
example, in efficiency wage models combined with monopsony, the wage is potentially
much higher than the pure monopsony wage (although employment is potentially much
lower and would be characterized by job rationing). This is plausibly what is happening
in the estimates of Matsudaira (2014), where wages are regressed on shocks to em-
ployment. It also cautions against taking the ratio of employment towage responses to a
shock as a clean estimate of the labor supply elasticity because it could, for example,
reflect the shape ofmonitoring costs (Rebitzer and Taylor 1995).While the instrumental
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variables (IV) estimate does reveal a mean residual supply elasticity, one could imagine
diverse rent-sharingmechanisms (for example, amenities) inducing heterogeneity in the
estimates.
Where labor markets appear governed by “the law of one price,” it may be due to the

effect of social norms and convention rather than competition. Dube, Giuliano, and
Leonard (2019) show that the appearance of high quit rates in response towage changes
is driven more by comparisons across workers than sensitivity to one’s own wage. That
is, when all workers are given the same wage increase, the quit rate falls by only a little
bit, but when someworkers are granted raises while others at the same store are not, the
latter are much more likely to quit. Breza, Kaur, and Krishnaswamy (2019), whose
paper is tellingly titled “Scabs...,” also suggest rural village markets exhibit substantial
monopsony power. They randomize wages to workers in private and in public and find
that workers are willing to take jobs at close to the same rate even at a 10 percent wage
cut in private, but are unwilling to do so in public. The appearance of an extremely
elastic labor supply facing the employer/experimenter is driven by social sanctions
against accepting lowwages in public. A possible explanation is that workers recognize
that they are collectively harmed if they compete over wages and employ social sanc-
tions to restrict competition, a practice that is of course formalized by unionization but
can occur informally as well. As is well known, it is difficult to infer much about market
structure from dispersion alone, as both competition and collusion can result in uniform
wages; in labor markets the prevalence of social norms around pay-setting may exac-
erbate this difficulty.

III. Implications for Antitrust Law

Antitrust law prohibits certain types of actions by firms to accumulate
and exercise market power. Typically, antitrust law has been applied to anticompetitive
actions in product markets, blocking firms from agreeing to fix prices or quantities,
divide territories, and in other ways reduce competition among themselves or exclude
competition from entrants. Antitrust law also prohibits monopolies or firms with large
market shares to tie up their customers so as to exclude competition, to extend their
monopolies into new markets, and related actions. Mergers between firms are also
prohibited when they resulted in significantly increased market concentration that can-
not be justified with efficiencies.
These legal constraints apply in theory to labor markets as well, although litigation is

far less frequent. Agreements to fix wages, not to poach employees, to exchange salary
information so as to reduce the risk of poaching, and related agreements are illegal.
Monopsonists may also be liable if they use their labor market power to prevent rival
employers from entering the market (for example, by tying up employees with non-
competes) or extend their monopsony power to the product market or other labor
markets—though cases that address these behaviors are virtually nonexistent. The U.S.
government has acknowledged recently that mergers should be reviewed for their labor
market effects as well as their product market effects (Vedova 2018).
As a rough approximation (with exceptions discussed later), antitrust law addresses

the problem of market concentration. And while concentration in labor markets is
significant, themodels surveyed earlier suggest that considerablemonopsony power can

Naidu and Posner S295

by
 g

ue
st

 o
n 

O
ct

ob
er

 1
1,

 2
02

6.
 C

op
yr

ig
ht

 2
02

1
D

ow
nl

oa
de

d 
fr

om
 



persist even in large, nonconcentrated labor markets with many employers. This makes
antitrust law an unwieldy device to handle labor market monopsony.While concentration
can exacerbate the monopsony originating in either search or differentiation, it is by itself
not a sufficient metric for market power. Antitrust is set up to police anticompetitive
behavior, including excessive concentration and egregious price-fixing behaviors. But if
market power is generated by search frictions or heterogeneous, privately known costs and
preferences, then antitrust law can do little.
However, this does not mean that antitrust enforcement of labor markets should be

abandoned as fruitless. In previous work we have outlined detailed applications of
antitrust to labor market power (Naidu, Posner, and Weyl 2018). Indeed, in this section
we further argue that antitrust enforcement has been shamefully neglected and should be
strengthened because it can do some good. But as we will further show, stronger and
more tailored policy instruments are needed tomake significant progress on the problem
of labor monopsony.
The evidence of neglect is substantial. Statistical and anecdotal evidence suggests that

mergers and consolidation over the last several decades have led to greater labor market
concentration andwage suppression in affected labormarkets. Debates remain as to how
to define labor markets, and whether concentration has increased on average across
labor markets over time varies depending on labor market definition. Across a variety of
definitions, however, labor market concentration appears robustly negatively correlated
with wages, and this result has been found in high quality studies (Azar, Marinescu, and
Steinbaum 2022; Benmelech, Bergman, and Kim 2022; Rinz 2022; Hershbein, Mala-
cusa, and Yeh 2019). Firms have also been caught engaging in classic horizontal ar-
rangements, such as no-poaching agreements, that suppress wages by reducing com-
petition among employers for workers in a specific labor pool (U.S. Department of
Justice 2010). It also turns out that no-poaching agreements are extremely common in
franchises, andmay further contribute towage suppression in thin labormarketswhere a
small number of franchises compete with each other while restraining competition for
workers among their subordinate franchisees (Krueger and Ashenfelter 2022). Finally,
concerns have been raised about the ubiquity of covenants not to compete, which have
been frequently applied even to low-income workers who receive little training (Starr,
Prescott, and Bishara 2019; Krueger and Posner 2018).
A further development in recent years is the rise of labor market platforms, which

match customers (for example, households) with workers (for example, domestic care
workers or cleaners). These platforms, we argue, tend to be natural monopsonies with
significant increasing returns in employment of workers. This is because the volume of
workers on the platform increases the odds of a match with a customer, which attracts
customers to the platform, and thus evenmoreworkers. This technological development
may cause concentration to reappear as an important source of monopsony. Below, we
discuss how these platforms may be arbitraging a presumption in the law that inde-
pendent contractors are not subject tomarket power. Ironically, the same platformsmake
it quite feasible for researchers to obtain experimental estimates of employer power:
Caldwell and Oehlsen (2018) and Dube et al. (2020) both present experimental
estimates of market power by randomizing wages across Uber drivers and Amazon
Mechanical Turk workers, respectively. Both find surprisingly low residual supply
elasticities, despite Uber drivers being able to switch instantly to Lyft on their phones
and MTurk workers being able to find alternative tasks instantaneously.
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Many of these trends can be traced to lax antitrust enforcement. The government
has not screened mergers for labor market effects. As Figure 1 shows, private antitrust
lawsuits against labor monopsonists are uncommon. Such lawsuits are risky and ex-
pensive and face a range of legal restrictions (such as limits on class actions) and
practical difficulties (such as relatively low payoffs). Employers have also realized that
they can block class actions by adding arbitration clauses to employment contracts,
thanks to favorable decisions by the U.S. Supreme Court. Some older legal precedents
suggest that no-poaching agreements within franchises may be permissible, while in
most states noncompetes are subject to onlyweak review under the common law and are
rarely subject to sophisticated antitrust analysis (Posner 2020a).
It is clear that more vigorous antitrust enforcement would be justified. The govern-

ment should develop a procedure for reviewing mergers for their labor market effects
(Naidu, Posner, and Weyl 2018; Marinescu and Hovenkamp 2018). Congress and state
legislatures can and should pass laws that relax restrictions on class actions, subject
noncompetes to stricter review or ban them outright, restrict no-poaching agreements
within franchises, and strengthen private rights of action against firms that monposonize
(Marinescu and Posner 2018).
However, these reforms are likely to have only partial impact on wage suppression.

The major problem is that most of them address only the problem of labor market

Figure 1
Antitrust Cases in Westlaw Database
Notes: based on a search of the Antitrust database in Westlaw. Searches were: “‘product market’/200 (mo-
nopoly anticompetitive exclusionary)”; and “‘labor market’/200 (monopsony anticompetitive exclusionary)”
and were performed on October 24, 2018.
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concentration. Stricter merger review, for example, would at best reduce the rate of
further labormarket concentration, and even strict merger reviewmay not be able to stop
long-term trends toward concentration caused by growing economies of scale and other
factors. It is unlikely that courts would break up large labor market monopsonists under
the antitrust law, and even if they did, this would not likely have much of an impact
because labor market concentration is mostly a local phenomenon, and firms can locate
plants in sparely populated areas in order to avoid labor market competition, although
this incentive is at least partially offset by agglomeration forces making plants locate in
dense localities. Antitrust law is unlikely to block such behavior because the additional
jobs, even if low-paying, are on balance beneficial to the local labor force.
Limits on noncompetes also would affect only a small part of the problem. Non-

competes contribute towage suppression in twoways. First, they increase the cost of entry
into labor markets by rival employers, who may find it impossible to hire workers bound
by noncompetes. Because employees do not internalize the labor market cost, they will
agree to noncompetes that are socially costly. Second, when noncompetes are imposed
on workers without their knowledge, as sometimes seems to occur, they reduce those
workers’ bargaining power if they cannot obtain a lawyer or legal advice (and even then
the extra costmay be prohibitive formanyworkers). For these two reasons, legal limits on
noncompetes can be socially desirable. Indeed, one might even imagine “negative”
noncompetes, or pro-enticement laws—laws that give subsidies to employers who poach
employees from other employers rather than hire at the entry level. These laws would
increase employees’ bargaining power vis-à-vis the incumbent employer, enabling them
to demand a higher wage. However, noncompetes may also be justified. Firms may be
reluctant to entrust workers with trade secrets or make general investments in workers
unless protected by noncompetes. If noncompetes were prohibited, workers may
therefore be harmed. Critics have thus been more comfortable advocating the abolition
of noncompetes only when they are used to bind low-skill workers (Krueger and Posner
2018; Posner 2020a).
As in the product market case, some increased labor market monopsony has probably

been caused by trade and technological factors unrelated to mergers and other types of
anticompetitive behavior that can be straightforwardly targeted by antitrust law. Ben-
melech, Bergman, and Kim (2022) show that exposure to Chinese trade shocks resulted
in increased labor market concentration in manufacturing, lowering wages in exposed
labor markets (particularly nonunionized ones). Many tech firms, for example, owe their
market dominance to network effects. It would have been quite difficult for antitrust
authorities to stop Google and Facebook from achieving product market dominance
because they gained most of their early market share by offering products and services
that customerswanted. Similarly, on the labormarket side, firms likeUber have exploited
advances in technology that have enabled them to isolate and monitor workers and to
circumvent legal protections like minimum wage laws; they have not needed to merge
with other firms in order to obtain this labor market power.
But there is an additional problem facing labor markets that does not exist in product

markets, which is that labor markets are highly fragmented—far more so than most
product markets. The reason is that people are lessmobile than goods, with the result that
labor market areas are typically (though not always) smaller than product market areas.
To understand this point, consider, for example, the merger of two big farm equipment
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manufacturers. The market for farm equipment is national in scope,5 and hence an
agency or court that evaluates the merger can focus on that single national market. To
evaluate labor market effects, by contrast, one must identify the location of the factories
of the two firms, which may be scattered throughout the country (or world). In some
labor market areas, the merger may result in factory shutdowns, in others not. One then
must evaluate all aspects of the local labor market—such as whether other employers,
including employers in different industries, offer comparable jobs. And one must take
into account the different types of workers in each factory—for example, line workers
and IT workers belong in different labor markets. While some product markets are
fragmented in this way, the problem for labor market antitrust is that fragmentation is
pervasive if not universal. Indeed, applying existing market definition tests to labor
markets may imply that the relevant market is just the firm itself.
The boundaries of the labor market will clearly matter for both measuring mo-

nopsony and interpreting the results. The boundaries of the labor market determine
the relevant “aggregate” elasticity in the Cournot model. The aggregate elasticity
presumably increases as the boundaries of the labor market become finer, so if labor
markets are defined too narrowly, concentration will be quite high, but the correlation
with wages will be low. In practice, it seems like individual firms have plenty of
market power independent of market concentration, and so this attenuation seems not
to be an issue. But if concentration-based monopsony is the target of antitrust policy,
then careful attention to labor market definition will have to be paid.
Next, consider the problem of search frictions. These frictions can create market

power in product markets as well as labor markets. Consumers who have trouble
searching for substitutes—say, for their cellphone plan because of the complexity of the
product and the difficulty of comparison—are subject to product market power from
sellers. But not all products are complex or otherwise involve search frictions. A huge
range of products are simple commodities—in many cases easily evaluated (like fur-
niture), in other cases made comparable thanks to private and government market
interventions that have produced standard types and grades and resulted in disclosures
like nutrition information and safety records. Even for more complex products and
services, an enormous intermediary market of advisers, like Consumer Reports, have
emerged to reduce the cost of search.
In contrast, search costs in labor markets are potentially large. Similar-seeming jobs

often involve enormous variation. For example, the job description of a lawyer at a law
firm might be “complex litigation” or “complex commercial litigation.” But lawyers
with this job description do very different things at different firms because different
firms have different cases, divide tasks among litigators differently, and, of course,
have different lawyers, which will affect the various interpersonal relationships that
are involved in any litigation. Like in the product market case, intermediaries—
headhunters—have arisen to help reduce search frictions, but these markets are them-
selves quite opaque. The search frictions give employers bargaining power over their
workers to a far greater extent than exists in product markets. New companies like
Glassdoor, which aggregate employee ratings of a variety of jobs and employers, may
help reduce these search frictions.

5. Or the market is international, but American antitrust law focuses on national effects.
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Conventional antitrust enforcement would not address wage suppression caused by
search costs or job differentiation except in unusual cases where it can be shown that
firms took deliberate steps to increase search costs and job differentiation for anti-
competitive purposes. No-poaching agreements fall into this category. A no-poaching
agreement does not increase labor market concentration, since the employers remain
independent, but it results in wage suppression because search costs are increased: a
worker fired by firm X will not be able to find a job with rival firm Y if the two firms
entered a no-poaching agreement. But high search costs may simply be a feature of a
labor market, for example, because jobs involve complex and hard-to-compare tasks.
Similar points can be made about job differentiation. This source of labor market

power is, like search costs, related to the complexity of the work relationship. But
search costs are the result of information asymmetries over the wages available, while
job differentiation arises from variation in the preferences of workers over different
types of jobs. Some law firms have highly intense and competitive cultures; others don’t.
These differences appeal to different types of lawyers. Thus, an apparently large labor
market—litigators—turns out to be smaller—intense and nonintense litigators.And then
there are further types of differentiation as well, like case types—some people prefer
antitrust cases, and others prefer employment cases, and many law firms specialize
accordingly. Here again, we can think of product market analogies, but they are rare
rather than pervasive. Some airlines differentiate themselves by offering better service
and others by offering low prices. Insurance companies also offer complicated differ-
ent features in insurance contracts. But there seems to be natural limits on this type of
differentiation—perhaps because more complex differentiation confuses consumers.
Moreover, becausework is such an important part of people’s lives, people are naturally
concerned even about minor aspects of it, whereas most products—housing is probably
the only exception—add relatively little value to one’s life.6

Like search costs, job differentiation poses significant challenges to antitrust law.
When employers differentiate jobs, they can nearly always claim, with considerable
plausibility, that they are merely giving their workers what those workers want, or pro-
viding attractive positions to people who may be unsatisfied with their jobs at rival firms.
Thus, job differentiation can easily be seen as procompetitive.
And job differentiation may also arise naturally as firms compete for workers with

different workplace tastes. It would be difficult for courts to distinguish this type of
natural job differentiation from job differentiation that occurs as a conscious strategy to
suppress wages.
But antitrust law could police job differentiation by investigating the business ra-

tionale for a variety of job characteristics. A 2008 report by the Society of Human
ResourceManagers (Allen 2008) titled “Retaining Talent” enumerates a wide variety of
HR practices for reducing turnover. We reproduce data from their Table 4 in Figure 2
below, which shows results from a survey of HRmanagers where they evaluate a variety
of job characteristics in terms of retention efficacy, as well as say whether they would
offer it. Interestingly, themost efficacious (childcare) are rarely offered, presumably due
to cost, while the least efficacious are the most likely to be offered (healthcare benefits),
consistent with employer optimization. More germane to our argument is that while

6. On the matching problem in labor markets, see Naidu, Posner, and Weyl (2018) and Caldwell and Danieli
(2018).
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many are pay-focused, many others consist of practices that could be argued to be
anticompetitive, including noncompete clauses (which are rated both moderately ef-
fective, as well as somewhat likely to be offered). If the only purpose of some of these
practices was to increase retention, with no net benefits to workers or customers, then
arguably any of them could be an antitrust violation.

A. Some Anti-Antitrust Arithmetic

In this section, we calibrate a model of imperfect competition that allows for both con-
centration and non-concentration-based sources of monopsony. Concentration works via

Figure 2
Subjective Retention Efficacy and Willingness of HR Managers to Offer Various Amenities
Notes: From Table 4 of 2008 SHRM Retaining Talent Report (Allen 2008).
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Cournot competition in quantities, with each firm’s choice of quantities altering the
wage that every other firm must pay. Non-concentration-based monopsony works by
allowing the wage each firm must pay to be an upwards-sloping function of its own
employment choice, irrespective of the employment choices of other firms. We then use
existing estimates of concentration and aggregate and firm-specific labor supply elas-
ticities to calculate how much monopsony power is “frictional” and would remain even
if concentration were eliminated.
In order to implement our calibration,we need a study that estimates the residual labor

supply facing the firm, aswell as concentration, to see if concentration can be a reasonable
conduct parameter given an aggregate labor supply elasticity. Many of the papers that
measure labor market concentration do so in markets where it is difficult to know the
market-level labor supply elasticity. In Chetty (2012), a lower bound is given by the
aggregate market labor supply with an extensive high end of the elasticities of 0.5, but
this is likely much too low for the labor supply elasticity to a particular market. Another
estimate is given by Monte, Redding, and Rossi-Hansberg (2018), who suggest a local
employment elasticity of 1.52, although their model emphasizes heterogeneity, with
elasticities between 0.5 and 2.5.
Alex Bartik (2018) provides a more appropriate estimate of the aggregate supply

elasticity to a labor market that is closer to the labor market definition of many of the
papers that measure concentration. He uses trade shocks with China and the fracking
boom to estimate migration elasticities into labor markets, finding significant obsta-
cles to mobility, with relocation costs around 20 percent of annual income (and between
4–5 percent for occupation and industry). These can be converted into labor supply
elasticities using the ratio of the effect of each shock on employment to the effect on
wages. Using estimates from Table 5 and Table 6 of his 2018 paper, we get labor
supply (to the sector · commuting zone level) elasticity estimates of roughly 2.8 from
both shocks.
We can then start to see why concentration cannot be the primary source of mo-

nopsony power fromWebber (2015), who finds the average firm share of employment is
only 9 percent in a county–industry, and yet he finds a firm-specific labor supply
elasticity of 1.08. Taking the above values of the aggregate labor supply elasticity, this is
simply too much monopsony power and too low an average firm share of employment
for concentration alone to be the source of monopsony power, which suggests that the
bulk ofmonopsony is coming from “nonconcentration” sources, such as search frictions
and job differentiation.
Webber (2015), using the LEHD, finds little correlation between wages and employ-

ment concentration, but defines concentration as share of county X industry workforce
employed at the firm. In contrast, more recent work, Azar, Marinescu, and Steinbaum
(2022); Benmelech, Bergman, and Kim (2022); Rinz (2022); Lipsius (2018); Qiu and
Sojourner (2019); and Hershbein, Macaluso, and Yeh (2019) find negative and sig-
nificant effects of concentration (measured as HHI at the commuting zone–occupation
level, or county · industry level, or county · “sector” level) on wages, although some
of these papers only find effects in IV specifications. These differences suggest that
more work on the definition of boundaries of the labor market is required, as well as
credible identification of the effect of concentration.

wi(Li‚SLj) = a(Li)w(SLj)
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The equation above expresses the firm-specific inverse labor supply function as the
product of a firm-specific scaling factor a, times a w(SjLj) term that represents the
aggregate inverse labor supply function. If aggregate employment is low, then the wage
is low. If the number of firms is small or a single firm has a large share of employment,
then individual firms will be able to influence the wage they face by changing their
employment. If a= 1 is constant, then this wage function is simply the Cournot model.
The a scaling only depends on firm i’s choice of employment. This term captures all

the “competitive” labor supply frictions that would influence firm i’s choice of em-
ployment even if “concentration” did notmatter, for example, search and differentiation.
a scales the inverse aggregate labor supply curve by a factor that depends only on the
employment choice of firm i, ignoring all the labor decisions of the other firms. Suppose
the elasticity Zcomp=a/[a¢(Li)Li] is constant. If Zcomp were large, then it would suggest
that concentration was the primary source of monopsony.Writing the expression for the
markdown we get:

1
gi

=
pi -wi

wi
=

1
gcomp

+
si

gagg

with si = li/L denoting the share of employment at firm i. We can solve this for the
“competitive” labor supply elasticity to get

gcomp = 1=ð1=gi - si=gaggÞ
Webber (2015) finds the average firm employs 9 percent (SD = 16) of the industry in

its county and estimates firm-specific labor supply elasticities of 1.08 on average. This
combinedwith the equation above gives a competitive labor supply elasticity of roughly
1.1 (atZagg= 2.8). We can then plot the implied residual supply elasticity as the average
firm employment share (or equivalent equal-firm HHI) changes. Figure 3 implies the
bulk of the source of monopsony power is coming from competitive sources, and it
implies that changing concentration would have a small effect on the labor supply
elasticity. Note that the firm labor supply elasticity falls slowly as concentration in-
creases, falling from close to 1.1 to around 0.81 as concentration goes from 0 to 1. This
suggests there is still a considerable markdown (wages almost 50 percent of marginal
product) even if concentration is extremely low.
We can also use comparable results fromBassier, Dube, andNaidu (2022), who argue

the estimates recovered from the method used by Webber are too low and emphasize
using firm-level variation in wages rather than worker-level variation. They find a re-
sidual supply elasticity of 4.5, with an average firm share of 8.2 percent (SD= 19). Figure
3 shows that even as firm shares approach 0, the residual supply stays below 5.
With heterogeneous firm employment shares, we can look at the share-weighted

markdown, given by:

pi -wi

wi

� �
si =

1
gcomp

+
si

gagg

� �
si

And summing across firms yields:

+
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In a Cournot-type model, the firm-specific Z=H/Zagg, the residual elasticity Zcomp is
infinite, and only concentration and the aggregate labor supply elasticity matters in
determining markdown. Using the upper aggregate elasticity implied by Bartik (2018),
the levels of HHI required to get a firm-level labor supply elasticity of less than 4 are all
greater than 0.7,well outside the range of existing estimates. Themean level ofHHI at the
three-digit manufacturing industry · commuting zone level in Benmelech, Bergman, and
Kim (2022) is 0.23. Azar, Berry, and Marinescu (2019) find a six-digit occupation·
commuting zone HHI of 0.32. Hershbein, Macaluso, and Yeh (2019) find commuting
zoneHHIs between 0.2 and 0.1 for nonmanufacturing and around 0.35 inmanufacturing.
Rinz (2022) finds local HHI (at the industry · commuting zone level) has declined from
0.2 in 1976 to around 0.15. The divergence of labor market definitions across papers
means that we do not yet have a clear picture of whether the Cournot-plus-concentration
markdown can account for the low elasticity of the firm-specific labor supply curve. But
these levels of concentration would imply residual supply elasticities three to six times
aggregate supply elasticities, and with the aggregate supply elasticities 1.5 or higher,
would be generally larger than recent estimates.
The takeaway from these exercises is that with concentration alone we might have a

difficult time accounting for the low labor supply elasticities estimated in the literature.

Figure 3
Firm Residual Labor Supply Elasticities/Inverse Markdowns
Notes: This figure shows residual labor supply elasticities as a function of firm share of employment (or HHI
with equal-sized firms). Residual supply elasticities are calculated as the harmonic mean of the competitive
labor supply elasticity and the share-weighted aggregate supply elasticity. The competitive labor supply
elasticity is estimated as described in the text using the residual labor supply elasticities reported by either
Webber (2015) or Bassier, Dube, and Naidu (2022), along with firm employment shares for 1,000 firms drawn
from a Pareto distribution with the mean and standard deviation reported in the respective paper.
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Depending on the market definition used, concentration is too low, and the aggregate
labor supply elasticities to local labormarkets are too high for it to quantitativelymatter—
there is simply too much “competitive” market power.
One caveat is that we have chosen relatively large labor supply elasticity to the local

labor market, based on Bartik (2018). If we had instead gone with a smaller elasticity
(0.1 or 0.5) consistent with supply to anymarket (for example, Chetty 2012), we could
have rationalized firm-level labor supply elasticities less than 3 with existing con-
centration estimates. A 0.2 to 0.4 HHI and a 0.5 to 1.5 aggregate supply elasticity can
rationalize firm-specific labor supply elasticities within the plausible 1–4 range (Sokolova
and Sorensen 2018). We show this in Figure 3 for completeness, but remind readers that
themeasures of concentration used in the literature are generally computed at levelsmuch
finer than the aggregate labor market, so the relevant supply elasticity is unlikely to be the
aggregate one. While concentration may be important as a source of monopsony in some
labor markets (for example, extremely concentrated labor markets), nonconcentration
(that is, frictional) sources of monopsony also seem to be important.
We can compare the results of this exercise to the estimated parameters in Berger,

Herkenhoff, and Mongey (2019), who specify a full nested labor supply system. They
obtain an inverse residual labor supply function of the form

logwi(Lij‚ Lkj) =
1
g log(Lij) +

1
h
- 1
g

� �
log LSj

	 

+ 1

/
- 1
h

� �
log(L)

where j subscripts distinct markets, Lj
S summarizes strategic interactions across firms

within a labor market j, and L is an index of aggregate employment.7 Using heteroge-
neous responses to corporate tax changes and the equilibrium in their model, they
estimate Z = 5.38 and y = 0.66 and set f = 0.5. Thus, even if all strategic interactions

were eliminated, so that
dlog wi Lij‚ Lkj

� �
dlog Lij

= 1
g, the degree of labor market power would

stay substantial, with markdowns of approximately 15–20 percent.
Finally, we can do a similar exercise with Amazon Mechanical Turk. Using the data

fromDube et al. (2020),we calculate theHHI ofMTurk jobs posted in a given hour–task
category, which averages at 0.8 (consistent with other results showing high concen-
tration onMTurk fromKingsley, Gray, and Suri 2013). But Dube et al. (2018) estimate a
firm-specific labor supply elasticity of 0.14. For concentration to be the primary source
of monopsony, the aggregate labor supply elasticity must be quite small, roughly 0.112.
If we think of the aggregate labor supply elasticity on MTurk as akin to a Frisch hours

7. The aggregate employment is given by L =
R 1
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labor supply elasticity, this is an order of magnitude below normal estimates of this
parameter. For example, Angrist, Caldwell, and Hall (2017) estimate an elasticity of 1.2
using experimental Uber data, and Fehr, and Goette (2007) estimate between 1.12 and
1.25 on Swiss bicycle messengers.

IV. An Inventory of Law and Policy Tools
for Labor Market Monopsony

In this section, we address various types of labormarket regulations and
other laws that could (or do) address the problem of wage suppression caused by labor
market monopsony. Solutions can either increase residual supply elasticities (compe-
tition), much as antitrust aims to do, or keep market power constant but impose either
internal governance mechanisms or wage/benefit standards that prevent firms from
exercising it. Finally, policies can allow firms to exercise monopsony power but ame-
liorate the resulting inefficiencies, for example, with employment subsidies. Table 1
gives a quick summary of the policies considered and how they address monopsony. In
each case, we show how the regulation in questionmay address the various problemswe
identify, the limits of the regulation, and the costs that the regulation may impose on the
economy. Our general theme is that these regulatory approaches seem to be lacking, just
like antitrust law. Indeed, some may in fact exacerbate rather that ameliorate the mo-
nopsony distortion.

A. Wage Regulation

A much-discussed response to the problem of wage suppression is the minimum wage
or living wage law. A minimum wage prohibits the employer from paying workers a
wage below a certain level. Mandatory minimums in this spirit can be, and often are,
applied to other aspects of work. For example, maximumhours laws limit the number of
hours that workers can be required to work or require extra pay for hours above that
limit. Laws that require employers to meet minimum health and safety standards have a
similar effect. They prevent an employer from underproviding what is effectively in-
kind compensation in the form of relatively safe or pleasant working conditions.
The standard criticism of minimum wage laws is that they will result in unemploy-

ment as employers fire workers to whom they must pay a wage greater than then the
workers’ marginal revenue product. But this criticism assumes that labor markets are
competitive. The more serious problem with minimum wage laws is that they can only
help a small class of relatively poor people—workers who would otherwise be paid
slightly less than the minimum wage—and not more deeply impoverished people or
workers higher on the wage scale. When the monopsonistic wage level exceeds the
minimum wage, minimum wage laws have no effect. If the wage is only a small part
of the total compensation, or total compensation is fungible between wage and non-
wage components, minimum wages alone will have a negligible effect. Moreover, the
minimum wage must be carefully calibrated: if the wage level is set too high, then
disemployment effects may be greater than the wage benefits. It may be difficult for
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governments to calibrate the minimum wage correctly. On the whole, uniform mini-
mumwage laws can be only a small part of the response towage suppression caused by
monopsonistic competition.
Amore thorough and flexiblewagemandate response to pervasivemonopsonywould

be wage boards, for example, as is prevalent in Australia and in some U.S. states for
some industries (for example, NewYork and California). While firm-specific minimum
wages are theoretically ideal, a more practical proposal might involve setting indus-
try and region-specific minimum wages. Wage boards periodically set wage floors by
industry, occupation, and location, using nonpartisan expert appointees (in the Aus-
tralian case) or tripartite employer–worker–government commissions (as in the U.S.
case) (Madland 2018). Dube (2019) calibrates effects of a system of wage boards on U.
S. wage inequality.

B. Tax and Transfer Policies

It is well understood that the fiscal system solution to market power involves subsi-
dizing the price paid by the firm. For example, the government could offer to pay a
monopolist a subsidy for every unit sold, so that the monopolist voluntarily manu-
facturers and sells the number of units that it would produce in a competitive market.
Transposed to labor markets, the government would subsidize the firm’s wage. Standing
alone, such a scheme would have unattractive distributive effects, but if a corporate tax
on pure profits was coupled with a precisely tuned (that is, equal to the optimal level of
employment) subsidy on wages, the gains from alleviating the monopsony distortion via
a subsidy could be redistributed.

Table 1
Labor Market Policies and Margins of Monopsony Targeted

Margin of Monopsony

Policy
Raising Residual
Supply Elasticity

Directly Setting
Wages/Compensation

Offsetting
Distortion

Wage mandates N Y N
Antitrust: Merger screening Y N N
Antitrust: Vertical restraints Y N N
EITC/wage subsidy N N Y
Mandatory benefits ? Y N
Job protection ? N N
Licensing Y? N N
Training Y? N Y
Job standardization Y N N
Unions Y Y N
Governance reforms N Y N
Macroeconomic tightness Y N Y
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Under this approach, the government should apply the subsidy only to employers
with monopsony power, and the extent of the subsidy should be a function of the degree
of monopsony power. But the existence, and especially degree, of labor market power is
never self-evident. It is the domain of antitrust law in the first place to determinewhether
an employer has power in a labormarket, and this fact-intensive inquiry seems to require
lengthy hearings by courts. Further, firms will have an incentive to cherry-pick the best
workers under the wage subsidy scheme. Taxes are not used to police product market
power and are likely not a good instrument for labor market power.
A popular policy that has unanticipated consequences under monopsony is the Earned

Income Tax Credit (EITC). The EITC subsidizes earnings of low-income households
and is among the largest forms of redistribution in the United States. However, in mono-
psonized labor markets, the EITC can have perverse consequences. By increasing the
effective (after-tax) wage earned by the worker, it encourages people to enter the labor
market (shifting the labor supply curve to the right), enabling employers to pay a lower
wage to the incumbent workers.While the EITC can undo the disemployment effects of
monopsony, it will also transfer a share of those benefits to employers while reducing
wages for incumbent workers.8

But a subsidy that leverages private information could be implemented in labormarkets
where firms do not have discretion over hiring. Imagine the following employment re-
gime. Employers are required tomake a public list of all the jobs that they offer, alongwith
the qualifications and compensation, and are further required to hire the first qualified
personwhoapplies for it. Thenmonopsony power can be eliminated by subsidizingwages
paid by employers. This subsidy has a similar economic motivation as the common-
ownership self-assessed tax proposed by Posner and Weyl (2018); a monopsonist em-
ployer has an incentive to quote too low a wage, and the subsidy blunts this incentive.
The “take-all-comers” hiring policy is essential to make this work, but may not be such a
stretch in the era of gig-work, where companies like Uber operate by offering a highly
standardized form of work to workers who are hired based on their conformity to a rigid
set of ex ante specified qualifications.
A recent literature on “robust monopoly regulation” (Guo and Shmaya 2019) may also

be useful for adjudicating between wage mandates and subsidies. The idea in robust
policy design is that policymakers do not even know the distributions of possible
worker tastes, outside options, or firm valuations of workers. Can optimal (in some
sense) policies even be formulated? The robust mechanism design literature suggests
that not only can such policies be characterized, they are often simpler and much
more transparent than policies that presuppose policymaker knowledge. Translating
their product market results into the labor market case, Guo and Shmaya (2019) find
that the “regret-minimizing” policy features either a minimum wage or a (capped)
wage subsidy, or both, depending on how much the profits of business are valued rela-
tive to workers’ wages.
Worth considering as part of the policy mix for combating monopsony is unem-

ployment insurance (UI). While a large literature considers the optimal level of un-
employment insurance in light of the insurance–incentives trade-off, little of this liter-
ature has accounted for the role of UI in blunting employer market power. For example,

8. Recent evidence on the EITC (Kleven 2019) has put the literature (Hoynes and Rothstein 2016) in flux, as it
is no longer clear that the EITC significantly increases labor force participation among affected people.
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legitimate reasons to quit (for example, harassment on the job or poor health and safety
standards) can allow a worker to exit employment into the UI system, putting some
brakes on employers’ ability to exert monopsony power. However, almost all UI sys-
tems do not permit otherwise voluntary quits to take UI, so the role of UI in increasing
the outside option of workers is limited, and this may account for why recent evidence
has shown that within-firm increases in UI generosity do not lead to appreciably higher
wages (Jäger et al. 2018). The enormous expansion of theUI system during the COVID-
19 pandemic may alter the terms under which workers are eligible for UI, increasing its
role as a possible counterweight to monopsony.9

C. Mandatory Benefits

Workers are protected by a range of laws that require employers to offer certain benefits
to them. Federal mandates include workers’ compensation, safety and health require-
ments, family and medical leave requirements, and special treatments for veterans.10

States also impose mandates. Illinois, for example, requires employers to give workers
time for a meal if they continuously work 7.5 hours or more and prohibits employers
from penalizing employees who miss work in order to vote or serve on a jury.11

Mandates can be loosely defined as legally required in-kind transfers from the em-
ployer to the workers, where the workers attach or may attach an intrinsic value to
the benefit. We abstract away from certain legal requirements that are designed to
increase workers’ bargaining power, for example, union organization rights.
These policies have often puzzled economists because they seem to substitute the

government’s judgment about the conditions of employment for the employee’s own
judgment as to what may be best for them. Consider, for example, a mandate that em-
ployers grant unpaid leave to workers who experience a family medical emergency. It
would seem that if workers value unpaid leave of this type a sufficient amount, employers
would grant it to them even in the absence of the mandate. The unpaid leave is simply an
in-kind benefit—effectively, a kind of weak employer-supplied insurance policy. Sup-
pose, for example, that a worker would be willing to pay $100 for such a policy because
it gives them peace of mind, while the cost to the employer is only, say, $50 in lost
productivity. By incorporating unpaid leave into the employment contract, the employer
should be able to reduce the wage by between $50 and $100. Summers (1989) observes
that mandates might be justified where externalities are present, or for paternalistic rea-
sons, but otherwise they are a puzzle.
The logic is the same if the employer is a labormonopsonist. Indeed, it is possible that

the labor monopsonist has stronger incentives than a nonmonopsonist to offer certain
packages of benefits because the monoposonist will obtain a larger share of the mar-
ginal surplus from retained workers. To see why, following the Spence (1975) model of

9. Similar arguments about raising the value of unemployment as a device to reduce monopsony power (for
example, via a UBI or wealth redistribution) could bemade: in the Card et al. (2018a)model the residual supply
elasticity is increasing in the difference between the outside option and the wage, as this goes to 0 the degree of
monopsony power likewise goes to 0.
10. https://www.dol.gov/general/aboutdol/majorlaws (accessed July 21, 2021).
11. https://www.employmentlawhandbook.com/state-employment-and-labor-laws/illinois/ (accessed July 21,
2021).
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monopoly, imagine that the marginal worker, the one indifferent between working at
this firm and the outside option, values amenities more than all the other inframarginal
workers A monopsonist may have an incentive to offer a package of low wages and
amenities that appeals to the marginal worker but is also transferring surplus from the
inframarginal workers to the employer.12 In such circumstances, labor market man-
dates, just like quality standards in product markets, may have a role to play in curbing
the distortion in job design induced by monopsony.13

As Summers also notes (1989, p. 179), the story is more complex if, as will usually
be the case, the monopsonist has limited information about employees and potential
hires. To avoid adverse selection problems, employers may use packages of wages and
benefits that are, from the social standpoint, inefficient. But a policy ofmandating benefits
in such circumstances does not have straightforward efficiency effects.
Further, to the extent that the cost of benefits is larger than the value workers have for

those benefits, mandates will act as a tax and thus magnify the monopsony distortion,
resulting in even lower employment and wages than the competitive case. We suspect
that mandates will not generally help address labor monopsony power except in the
limited case where the minimum wage is binding, so the addition of a mandate has the
effect of increasing the effective compensation of a low-income worker. Even here,
however, raising the minimumwagewould be the better remedy to the problem of labor
monopsony, unless the wage is a small share of total compensation. Mandates do not
address wage suppression caused by monopsony power.

D. Job Protection

In theUnited States, most jobs are at-will, meaning that the employer can fire theworker
for any reason not specifically forbidden by law (such as racial discrimination). In one
state, Minnesota, the law provides that employers may fire workers only “for cause.”
Under the for-cause standard, employersmay fireworkers only if they can prove that the
workers are unable or unwilling to perform the job up to standards. In other countries,
some workers have even more secure forms of tenure. Laws that put limits on termi-
nation ofworkers also typically prevent the employer from taking lesser forms of actions
against workers, like reducingwages or even failing tomake cost-of-living adjustments.
A crucial observation with respect to monopsonists is that they are labor constrained:

they always want more labor at the given wage, and so it is unclear why monopsonists
would fire workers without cause (other models, like efficiency wages, may be needed
to rationalize these protections).
In the simplest variant of the Burdett–Mortensen model of search, however, job

protections could be understood as lowering the (exogenous) separations rate, and thus
increases the tightness of the labor market (ratio of recruitment to separations rate),

12. Note that this implies that the usual practice in cost–benefit analysis of analyzing wage differentials across
risky professions to assess the price of risks is suspect: monopsony implies that this empirical relationship only
traces out the valuation for the marginal worker, not the average worker.
13. A further distortion is theorized by Veiga and Weyl (2016), where employers may have an additional
incentive to design jobs as to “cream-skim.” Because labor markets are also selection markets, workplace
amenities may also be structured to retain the most productive workers out of the set of marginal workers.
Whether this results in a higher or lower level of the amenity depends on the covariance of productivity with
taste for the amenity among the set of marginal workers.
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moving the labor market closer to efficiency. Because fewer workers are fired, fewer
are available to hire, and employers must compete more vigorously to hire those who
remain. But if employers lose profits because they cannot fire underperforming workers
and instead choose vacancies and recruitment effort, then the employer reduction in
recruitment effort may outweigh the reduction in the separation rate.
Job protection rules may reduce the bargaining power of employers by depriving

themof the ability to fire aworkerwho refuses to accept a lowwage or insists on a higher
wage, but they do not help workers in concentrated labor markets—the initial wagewill
be set at the monopsony rate. At most, they help workers who obtain work at the market
wage, or a relatively high wage, and then lose bargaining power as the labor market
consolidates or the workers’ outside options diminish for other reasons. These workers
will be unable to obtain raises that they would receive in a competitive labor market.
Job protection also has negative consequences. Many economists worry that the job

tenure laws in some countries damage the macroeconomy by decreasing labor mobility
and reducing employers’ incentives to hire in the first place. Labor rigidity may also
make it more difficult for economies to recover from recessions.
A weaker form of job protection comes in the form of notice requirements. The

Worker Adjustment and Retraining NotificationAct requires employers to giveworkers
notice before laying them off. Notice benefits workers by enabling them to start their job
searches while they are still being paid. Notice requirements may therefore enhance
workers’ bargaining power by reducing search costs, although perhaps only modestly.

E. Occupational Licensing

Many types of employment are subject to occupational licensing statutes. These stat-
utes require people to undergo training and certification before offering services to the
public. Traditional examples include lawyers and doctors, but in the last few decades the
list of occupations that are subject to these rules has lengthened considerably, and now
includes (depending on the state) hair dressers, auto mechanics, financial advisers, civil
engineers, electricians, and funeral directors, among many others. A survey reported by
Kleiner and Krueger (2009) found that 35 percent of workers were licensed or certified.
The traditional justification for occupational licensing is quality control. If the gov-

ernment can screen out incompetent service providers, consumers will benefit. Many
economists are skeptical of this justification and have argued that the main effect of
occupational licensing has been to erect entry barriers that raise prices for services,
reduce supply, and benefit incumbents. The crucial observation here is that occupational
licensing lowers the supply of labor to a given market and thus raises wages of the
licensed, lowers profits of firms (and raises prices to consumers), and lowers the wages
of the unlicensed.
Unfortunately, occupational licensing also imposes a cost on people who want to

enter the workforce in the first place—since they must pay for training that may oth-
erwise be unnecessary, aswell as the fees for certifications. For this reason, occupational
licensing may not on balance be a useful way to counter employer monopsony power.
It is possible that occupational licensing could help workers counter labor mono-

psony power of employers if licensing makes the supply to the firm more elastic as well
as lower, which may or may not be the case, and has not been a consideration in the
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empirical literature on licensing.Monopsony also implies that the deadweight loss from
binding occupational licensing will be smaller than if the no-licensing equilibriumwere
competitive, so the social costs of licensing are smaller.

F. Government Subsidies, Including Training and Employment

Numerous government programs offer various skills training for people. The U.S. gov-
ernment subsidizes student loans and offers tuition grants. States and local governments
provide subsidized schooling, vocational training, and university training. Many pro-
grams help workers who have lost jobs. For example, the Department of Labor runs the
Employment and Training Administration, which offers retraining programs to dislocated
workers, among others. The Workforce and Innovation Opportunity Act, passed in 2014,
provided additional resources for supporting and retraining people who have lost their
jobs.14 States and local governments also offer numerous services to unemployedworkers,
including training and matching.15

These programs offer benefits to ordinary people, but most of them do not address the
problem of labormarket power. Consider, for example, federal grants and loan subsidies
for students who seek to attend college. In the absence of such benefits, people will
either borrow in the private market or refrain from going to college. In the first case, the
benefit is equal to the difference between the cost of borrowing in the private market and
cost of subsidized borrowing along with any grants. In the second case, the benefit is
equal to the difference between future income that is obtained as a result of the college
education (net of costs) and future income otherwise obtained. In both cases, the ben-
efit is a transfer from taxpayers to the generally lower-income people who qualify for
these programs. Employers may benefit from the larger pool of qualified labor. Mono-
psonistic employers remain free to use their market power to suppress the wages of the
people they hire. It is even possible that as the pool of trained workers increases, the
workers lose bargaining power, which further enhances the bargaining power of mo-
nopsonistic employers, who thus obtain a larger share of the surplus generated by the
government programs.
Insofar as worker and firm underinvestment in training is a symptom of excessive

labor market power, policies to encourage training canmitigate the distortion. However,
without reducing the degree of monopsony power, the bulk of the returns from train-
ing will likely be captured by employers. Indeed, some of the hunger for government
training programs emanating from the private sector may be due to labor market power:
monopsonists are always labor-constrained and demand more and more skilled labor
without wanting to raise the wage.
On the other hand, some educational programs may help counter labor market power.

We have in mind job-retraining programs, particularly those that give relatively general
skills that facilitate occupational mobility. To see why, imagine that a single meat-
processing plant dominates the local labor market for meat-processing workers. Because
the workers have few outside options if they are fired, the employer can suppress wages.
Now imagine that the government offers job retraining for anyone who has been fired

14. See, https://www.dol.gov/general/topic/training (accessed July 21, 2021).
15. See, for example, https://www.cityofchicago.org/city/en/depts/bacp/sbc/grants_-_hiring_andtraining.html
(accessed July 21, 2021).
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from a job. The program improves the value of the workers’ outside option by enabling
them to earn a higher income once they undergo the program after they have been fired.
This should increase their bargaining power vis-à-vis the employer, who in turn should
refrain from suppressing wages asmuch as it otherwisewould. Note that this pathway for
countering labor market power works by reducing search frictions for workers rather
than by reducing market concentration or directly regulating the terms of employment.
A recent paper by Manoli and Patel (2019) compares experimental results on job search
assistance in Nevada with Job Corps and Workforce Investment Act Training programs
and finds that only the former delivers persistent earnings gains.
Retraining programs and other programs that help laid-off workers find new, well-

paying jobs could thus be a useful way to counter labor market power. But these
programs also havemany limitations. They are costly andwill only be justifiedwhen the
benefits for workers exceed those costs. It may also be difficult for the government to
offer appropriate retraining programs. The government needs to be able to forecast the
demand for the jobs for which training is needed, as well as thewillingness of workers to
take those jobs and undergo training for them. This type of forecast may be challenging.

G. Job Standardization

None of the proposals we have discussed address the problem of job differentiation—
where labor market power arises because apparently similar jobs are actually quite dif-
ferent for workers because of variation in amenities across workplaces. The simplest
amenity to think about is commute time: employers that are dispersed across residential
locations have more market power than employers that all occupy a dense central busi-
ness district. But jobs being far away from each other could be true in a much higher-
dimensional space of job characteristics than simply distance. This problem seems
intractable because the variation of amenities may reflect the different preferences of
workers, and employers would normally be justified in catering to different preferences.
The result is that employers can underpay workers who cannot find valued amenities in
other workplaces.
At least as a theoretical matter, however, workers (and the economy) could benefit if

labor market differentiation was deterred at the margin.16 Unions have sometimes per-
formed this function by standardizing jobs across firms within industries (Freeman and
Medoff 1984). Nonwage characteristics of unionized jobs are very important toworkers’
preferences for unionization (Farber and Saks 1980). The law also plays a role in stan-
dardizing work. Minimum wage and maximum hours laws push employers to offer
standard eight-hour workdays. This puts a limit on the duration of shifts, which in turn
should reduce the variation across employers for this dimension of work. Government-
mandated health and safety regulations should also reduce job differentiation by putting
a floor under the health and safety conditions of any workplace. However, as far as we
know, no study documents the job-differentiation effects of union practices and legal
regulations on employer market power, likely because many of these regulations also
come along with mandated changes in wages, limiting the value of the exercise.

16. This is analogous to the problem of “too many varieties” vs. “too few varieties,” both of which are possible
in monopolistically competitive markets as in, for example, Dixit and Stiglitz (1977).
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Some markets for services seem to be naturally standardized. Consider, for example,
the services offered to households by plumbers, electricians, drycleaners, locksmiths,
carpenters, and other skilled workers. Because these workers typically sell services to
numerous households, they are not subject to typical labormonopsony pressures. The law
recognizes this distinction by classifying such workers as independent contractors and
denying them the protections of employment and labor law—including, for example,
minimum wage laws and the right to unionize. The law apparently assumes that market
competition protects these workers, so legal protections are unnecessary or less neces-
sary. In contrast, if a (say) plumber goes to work for a single firm like the owner of an
office building or hotel, the plumber is likely to be classified as an employee because
the buyer of the services has more “control” (or labor market power) over them (Posner
2020b).
In recent years, some employers have evaded the work restrictions imposed by em-

ployment regulations by classifying employees as independent contractors. Consider,
for example, the rise of ride-sharing companies, which compete with taxi and limo
companies. When taxi and limo companies organize as employers, their drivers are
treated similarly, and this means that a driver will not see much difference between
working for employer A and for employer B. In contrast, an independent contractor
could be given insurance by company A and not by company B. This means that the
independent contractor, while legally treated as independent of the ride-sharing com-
panies, may actually be more constrained in their ability to move from one to another.
Thus, companies might be able to gain market power over workers if the independent

contractor rules are not enforced with sufficient strictness, but at the same time, relax-
ation of the independent contractor rules might also give workers flexibility that they
value. How these factors balance out is a complex empirical question. Nonetheless,
recent efforts to restrict abuse of the independent contract rule, in California and else-
where, seem appropriate.

H. Support for Unions

Workers have historically turned to union organization to counter the labor market
power of employers. Unionization deprives the employer of its main source of market
power: the ability to set wages and working conditions. If the employer does so, the
union can strike, and the threat of the strike should deter wage suppression in the first
place. However, unions are fragile organizations. They must maintain discipline among
members, and employers can bust unions by countering those disciplinary efforts.
Governments can counter wage suppression by providing legal protections for and

subsidies to unions. This strategy has been pursued in many countries. In the United
States, the law prohibits employers from engaging in various types of union-busting
activities, including bribery of workers, intimidation, the creation of company unions,
and much else. The law also regulates union elections, collective bargaining, and work
stoppages. These regulations limit fraud and coercion, enhance transparency, and en-
courage peaceful negotiation and collective action.
Unions operating in monopsonistic labor markets also generate spillovers to other,

nonunion, workers, without any threat effects. This is because union density raises wages
for unionized employers, and nonunion employers must raise their wages to compete
for workers.

S314 The Journal of Human Resources

by
 g

ue
st

 o
n 

O
ct

ob
er

 1
1,

 2
02

6.
 C

op
yr

ig
ht

 2
02

1
D

ow
nl

oa
de

d 
fr

om
 



Collective bargaining by unions may allow contracting to overcome a lack of com-
petition. In an extreme example, where the marginal product of labor is constant, trans-
ferringmonopoly power to workers can be efficient. Rather than wages being distorted
downwards by monopsony, resulting in too few workers, the union will set the wage
equal to marginal product (having no reason to set it higher than that, as then the firm
exits). In a more realistic case with diminishing marginal product of labor, the choice
between laissez-faire monopsony and union monopoly will depend on the elastic-
ity of labor demand versus labor supply. Crucially, however, whether or not efficiency
is enhanced by firm-level unions depends on whether employment increases under the
union. Existing evidence is mixed; Frandsen (2013) suggests employment increases for
low-skill workers and decreases for high-skill workers.
When the source of monopsony is job differentiation, either due to specific skills or

idiosyncratic tastes, unions may have a further role in reducing monopsony power by
facilitating contracting, overcoming asymmetric information and commitment failures.
A union may use nonpecuniary rewards to facilitate first-degree price discrimination
and then use the wage to split the resulting (first-best) surplus.
Despite the legal protections theyhave beengiven, unions have lost ground in theUnited

States over the last 50 years. There are many reasons for this, including technological
change and globalization. Employers have developed more sophisticated union-busting
strategies (Schmitt and Zipperer 2009). Workers have become increasingly isolated from
each other as a result of broad economic trends, and this isolation interferes with orga-
nization. Right-to-work laws at the state level have further weakened union discipline by
allowing workers to free-ride on the collective bargaining efforts of the union leadership.
Many employers have taken advantage of legal forms that allow them to classify workers
as independent contractors (as discussed above) or fragment their workforce by operating
through independent franchisees. General economic changes have also apparently created
more highly differentiated jobs, which further interferes with organization, and supplies
employers with an independent source of market power.

I. Shareholder Activism/Codetermination

Monopsony implies that a component of firm profit is rents from underpriced labor. This
profit then accrues to shareholders. But what if at least some of these shareholders are
workers themselves?
Suppose workers have a portion a of the firm’s shares, and managers weight share-

holders’ interests according to shares held. The objective function of the firm then
becomes:

a[(p -w)l(w) +wl(w)] + (1 -a)(p-w)l(w) = (p -w)l(w) +awl(w)

Thus, the monopsony incentive to distort the wage downwards is mitigated to the
extent that the firm’s manager internalizes the wage bill. Of course, the equation above
does not effectively capture the true objective of the (partially) labor-managed firm: if
the labor supply is the extensive margin (number of workers) the question of how many
workers a worker-owned firm would want needs to be answered, and that depends on
how profits are shared and the extent of diminishing returns, as in the Ward (1958)
model of the worker-owned firm under market socialism (see also Dow 2003).
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A prominent example of employee-ownership is employee-stock ownership plans
(ESOPs),which are the subject of an extensive economics literature,much of it using the
NBER Shared Capitalism database. Roughly 20 percent of private-sector U.S. workers
own some of the stock their company. Kruse (2016) surveys this literature and finds that
employee ownership is linked to better company performance. Part of the mechanism
(besides higher compensation, effort and less conflict) is lower turnover and absen-
teeism, which suggests that employee-owned firms are moving up the labor supply
curve facing the firm. However, cleanly identified causal effects of employee ownership
are still missing from the literature.
Union pension funds have been used successfully to alter corporate governance

practices, particularly around labor relations. By organizing shareholders aroundworker
interests and mobilizing proxy votes, union pension funds are able to influence a variety
of firm decisions.
But most pension funds, wanting diversification of risk, would likely invest only a

small share of their savings in the firms that employ their members. And workers’
holdings may be small relative to holdings of other investors, so a is small. Even if a
were large, firm managers might be required, by fiduciary duty, to exploit monopsony
power even against some of their owners.
By asking its managers to raise wages in monopsony, the pension fund would (i) lose

some value in profits, but (ii) increase contributions and members. Depending on the
degree of monopsony, exposure to the firm, and the extent of contributions of workers,
the value to the pension fund of the latter could offset the costs from the loss of value in
profits.
One interesting case is public-sector union pension funds, for example, CalPERS. If

we take literally the idea that these funds should maximize the returns to their members,
then it may be sometimes appropriate for these funds to demand that monopsonistic
firms raise wages. Higher wages benefit the workers more than their lost capital gains.
Tax revenues should also increase because the tax rate on wages is higher than the tax
rate on capital gains—although the problem is complicated because the public goods
funded by these tax gains will benefit people other than the fund’s members, and the
taxes paid on capital gains will mostly be paid by nonmembers as well. But to the extent
that the tax bill increases, and to the extent that public-sector union members get higher
wages from additional tax revenue, public-sector pension funds may have a pecuniary
interest in requiring their holdings to raise wages.
Another way to induce a positive a is via worker codetermination, which would not

require ownership of firm shares. Instead workers get votes on firm policies, including
wage-setting policies. To the extent that workers’ votes count, this will influence firm
wage-setting and mitigate the exercise of monopsony power.

J. Macroeconomic Considerations

A considerable amount of theoretical and quantitative research has gone into the cycli-
cal implications of job search models with bargaining, but comparatively much less has
gone into variants of search models that feature monopsonistic wage-setting.
The job search model implies that the residual labor elasticity will fall during eco-

nomic downturns because workers have more trouble finding new jobs. Depew and
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Sorensen (2013) andWebber (2015) both find evidence for this hypothesis. Tight labor
markets are also more competitive. Thus, countercyclical macroeconomic policy that
successfully minimizes job loss during downturns will have broadly positive effects on
labor market efficiency and wage levels.
While more research is necessary, it is intriguing to consider monopsony as the

proximate mechanism behind the famous “wage curve” widely used in macro, where
wages and unemployment exhibit a negative relationship. Models like theMortensen–
Pissarides model or the Shapiro–Stiglitz model deliver wage curves because of how
unemployment lowers the outside options of workers. A monopsonistic variant
would suggest that a low residual elasticity (perhaps proxied by a low voluntary quit
rate) is the mechanism that transmits high unemployment into low wages, not just out-
side options.
Given the recent staggering increase in unemployment due to COVID-19, even as

labor demand for essential workers has increased, the relationship between mac-
roeconomic slack and labor market competition is potentially even more salient.
Lack of labor market competition may be one reason compensating wage differ-
entials for essential workers facing increased hazards have not materialized (Cajner
et al. 2020).

K. Who Enforces?

All of these proposals raise a cross-cutting question of agency costs. Many em-
ployment regulations are enforced by federal agencies, including the Occupational
Safety and Health Administration (OSHA) and the Equal Opportunity Employment
Commission. Others, like minimum wage laws, are enforced by state and local
governments, as well as by the federal government. In all these cases, the government
serves as an agent of the workers. Union leadership, too, serves as an agent for the
members of the union. And in our pension example, one might think of the pension as
serving as an agent for workers, though indirectly. Many employment laws are
enforced by private litigation, and because of the high cost of litigation, usually in the
form of class actions, where private lawyers serve as agents for classes of workers.
These class actions can be thought of as contingent unions that spring into existence to
enforce the law. All of these approaches raise questions about whether the agent
actually has the interest of the workers at heart.
Worries about agency costs have led in many cases to a round of metaregulation.

The law requires unions to act in the interest of workers, and the same is true for class
action lawyers. But we might also wonder whether the government agents charged
with enforcing the lawwill act in the interest of workers, who often have little political
power. The old union movement was based in part on suspicion about government
responsiveness to the interests of workers, and such concerns continue to be aired
today.
Pervasive monopsony, together with employment at will, also means that whistle-

blower mechanisms for enforcement (like OSHA) will be weaker in labor markets than
in other markets. Under monopsony, inframarginal workers are getting rents from their
job and thus would be afraid of termination or forgone pay increases. Employer retal-
iation is thus costly for whistleblowers and difficult to prevent.
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V. Conclusion

We write this work during a period of upheaval in labor markets in the
late spring of 2020. The COVID-19 pandemic, and the government responses to it, shut
down numerous businesses, causing a massive spike in unemployment. We will surely
learn more about how labor markets operate as data are gathered and analyzed, but it is
not premature to make two observations.
First, because laws allowed “essential workers” to work while the general economic

collapse eliminated (at least in the short term) alternative employment for theseworkers,
the employers of essential workers gained immense monopsony power over them.
Worse, essential workers who quit because they were unpaid or feared the risks of
infectionwere generally not entitled to unemployment insurance. Thismay explainwhy
employers (with the possible exception of unionized employers) by all reports did not
offer adequate protective equipment to workers and may not have increased wages
commensurate with risk.17

Second, the facility with which many skilled workers were able to switch from com-
muting to offices to working at home may radically expand the geographic scope of
labor markets. If it turns out to be the case that many employers are relatively indifferent
in the choice between at-home and in-office workers, then the labor market for many
jobs is nationwide or even worldwide. These larger labor markets will also necessarily
be more competitive. This will be good for theworkers affected, but also may open up a
new class division between workers who can work anywhere (probably mainly higher-
skill office workers) and those whose jobs require them to be in a certain place (mostly
lower-skill workers, though there are many exceptions, like doctors), with the former
receiving a much larger share of their product than the latter.
Economic models encourage one to find the common features of apparently different

things, but the differences between goods and human beings are pretty significant.
Humans often like to disperse themselves across large areas, resulting in thin popula-
tions that are vulnerable to monopsony. Goods do not care where they are located and
are happy to reside in warehouses until shipped across a national market. Humans spend
a lot of time at work and develop complex preferences over workplace amenities, col-
leagues, location, and much else. Goods are remarkably standardized and (within
classes) similar to each other, making them easy to compare and evaluate. Humans are
unable to commit themselves to doing predefined tasks for a long period of time.
Goods, when they are not defective, perform and depreciate in a predictable fashion.
If perhaps for most goods in national markets, the ideal of perfect competition is a
reasonable approximation, the nonideal of monopsonistic competition seems to be the
norm for labor markets.
Not all goods are so “well behaved.”Housing is notoriously complex, and bargaining

failures are ubiquitous. Long-term service relationships, financial products, joint ven-
tures, tech platforms, and other complex commercial activities also pose challenges to
antitrust laws and other forms of legal regulation. But labor remains in a class by itself—
not only because of its complexity, but also for its importance to the well-being of the
vast majority of people.

17. Naidu (2020).
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For this reason, the relatively hands-off approach of the law to consumer products is
not appropriate for labor markets. In the hands-off approach, some modest disclosure
and safety rules supplement an antitrust regime that treats abusive market practices as
exceptional. For labor markets, even a far more robust antitrust presence would be far
from adequate for squeezing out the inefficiencies of monopsony.
We have surveyed a range of other laws, real and imagined, that may be helpful at

the margin. Some of the laws we have looked at reduce the wage-setting power of
firms—by, for example, allowing poaching and promoting unionization. Others, like
the minimum wage law, act as more direct constraints on the choices that employers
can make. And a third group affects the incentives of employers by giving workers
voting power or a share of the capital. But the problem of labor market monopsony is
stubborn.
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