Chapter 18:  The Markets For The Factors of Protection
1. Introduction
a. Capital is the economy’s stock of equipment and structures.

b. The factors of production are the inputs used to produce goods and services.

i. Labor, land, and capital are the three most important factors of production.

c. The demand for a factor of production is a derived demand.

2. The Demand For Labor

a. The Competitive Profit-Maximizing Firm
i. We can make two assumptions:

1. First, we assume that our firm is competitive both in the market where the firm is the seller and in the market where the firm is the buyer.

2. Second, we assume that the firm is profit-maximizing.

b. The Production Function and the Marginal Product of Labor

i. The production function is the relationship between the quantity of inputs used to make a good and the quantity of output of that good.

ii. The marginal product of labor is the increase in the amount of output from an additional unit of labor.

iii. The diminishing marginal product is the property whereby the marginal product of an input declines as the quantity of the input increases.

c. The Value of the Marginal Product and the Demand for Labor

i. The value of the marginal product is the marginal product of an input times the price of the output.
ii. A competitive, profit-maximizing firm hires workers up to the point where the value of the marginal product of labor equals the wage.
iii. The value-of-marginal-product curve is the labor demand curve for a competitive, profit-maximizing firm.

d. What Causes the Labor Demand Curve to Shift?

i. The Output Price

ii. Technological Change

iii. The Supply of Other Factors

3. The Supply of Labor

a. The Tradeoff between Work and Leisure

b. What Causes the Labor Supply Curve to Shift?

i. Changes in Tastes

ii. Changes in Alternative Opportunities

iii. Immigration

4. Equilibrium In The Labor Market

a. The wage adjusts to balance the supply and demand for labor.

b. The wage equals the value of the marginal product of labor.

c. Any event that changes the supply or demand for labor must change the equilibrium wage and the value of the marginal product by the same amount, because these must always be equal.

d. Shifts in Labor Supply

e. Shifts in Labor Demand

5. The Other Factors of Production:  Land and Capital

a. Capital is the equipment and structures used to produce goods and services.

b. Equilibrium in the Markets for Land and Capital

i. The purchase price of land or capital is the price a person pays to own that factor of production indefinitely.

ii. The rental price is the price a person pays to use that factor for a limited period of time.

iii. Labor, land, and capital each earn the value of their marginal contribution to the production process.

c. Linkages among the Factors of Production

