THE THEORY OF COMPENSATING WAGE
OR EQUALIZING DIFFERENCES

«  Wage differentials due non-monetary disadvantages among
activities and tastes differentials

References: A.Smith “Wealth of Nations.”

«  Differentials:
Working conditions - working place
- risk of life and health
- exposure to pollution

Location conditions - climate
- crime

- pollution

Job characteristics - shift work
- flexible schedule

- risk of layoffs
- pay package

- vocations

- pensions

« Wehave workers-fixed characteristics (tastes)
firms-fixed characteristics

Match occurs if it is the best alternative for both sides
(feasible choices)

EQUILIBRIUM - market clearing through equalizing differences
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