
(Lecture Notes) 

Chapter 10 – Markets For Factors of Production 

THE DEMAND FOR LABOUR 

• The demand for labour differentiates from the demand for final goods and services because 

it is a derived demand.  

• A derived demand is the demand for a factor of production that is based on the demand for 

the good or service the factor produces. 

• The Marginal Revenue Product of Labour 

o The additional output produced by a firm as a result of hiring another workers is 

called the marginal product of labour. 

o The marginal product of labour is calculated as the change in total output as each 

additional worker is hired. 

o Because of the law of diminishing returns, the marginal product of labour declines as 

a firm hires more workers. 

o If deciding how many workers to hire, a firm is not interested in how much output 

will increase as it hires another worker but in how much revenue will increase as it 

hires another worker. 

o It matters how much the firm’s revenue will rise when it sells the additional output it 

can produce by hiring one more worker.  

▪ This amount can be calculated multiplying the additional output produced 

by the product price. This is known as the marginal revenue product of 

labour (MRPL). This is essentially the change in the firm’s revenue resulting 

from hiring one more worker. 

• The market demand curve for labour and the factors that shift it 

o We can determine the market demand curve for labour in the same way that we 

determine a market demand curve for a good. 

o The market demand curve for labour is determined by adding up the quantity of 

labour demanded by each firm at each wage, holding constant all other variables 

that might affect the willingness of firms to hire workers. 

o In the construction of the demand curve for labour, we hold constant all variables 

that affect the willingness of firms to demand labour, except for the wage. 

o An increase or decrease in the wage causes an increase or decrease in the quantity 

of labour demanded, which we show by a movement along the demand curve. 

o If any other variable changes other than the wage, the result is an increase or 

decrease in the demand for labour which is shown by a shift of the demand curve. 

o Five important variables. 

▪ Increase in human capital: Human capital represents the accumulated 

training and skills that workers possess. 

• If workers become more educated and are therefore able to 

produce more output per day, the demand for their services will 

increase, shifting the labour demand curve to the right. 

▪ Changes in technology 

• As new and better machinery and equipment are developed, 

workers become more productive. This effect causes the labour 

demand curve to shift to the right over time. 

• Some technology may replace labour 



o  This results in a shift to the left for labour. 


