
LABOUR MARKET 



Production function 

• Output is function of input Y = F(N)  
 
 



PRODUCTION FUNCTION 

• PF 



Marginal product of labour 

• MPN 

 





Labour demand 

• LABOUR DEMAND 
• MR=MC      firm equilibrium                     (1) 
• MR=P   (in Perfect competition) 

 
•                            b(because output is function of only labor) (2) 
• Putting the values of P and MC in equation 1 we get eq. (3) 

 
• P=                                         (3) ( 

 
• Multiplying both sides of equation  by MPN and dividing both sides 

by P gives  
                                                                      (4) 
 



Continue… 

• LABOR DEMAND (MPN=W/P) 



Continue… 

• LABOR DEMAND 



Labor supply 

• NS 



Labor supply 

• LABOR SUPPLY 

 



EQUILIBRIUM OUTPUT AND 
EMPLOYMENT 

 
• EQUILIBRIUM in labor market 

 

 

 



CLASSICAL OUTPUT AND 
EMPLOYMENT THEORY  

• Graphically LABOR MARKET EQUILIBRIUM 
(EMPLOYMENT and real wage determination) 



CONTINUE… 

• OUTPUT DETERMINATION 






