
will be heads. Similarly, when shareholders own shares of many different firms,
each of which takes on risky projects, they can rest assured that half of the firms
will earn $2 million.

For these reasons, as a manager you are likely to be given an incentive to max-
imize the expected profits of your firm. If you are provided with such incentives,
you will behave in a risk-neutral manner even if you and the owners of the firm are
risk averse.

Producer Search

Just as consumers search for stores charging low prices, producers search for low
prices of inputs. When there is uncertainty regarding the prices of inputs, optimizing
firms employ optimal search strategies. The search strategy for a risk-neutral man-
ager will be precisely the same as that of a risk-neutral consumer. Rather than repeat
the basic theory, it is more useful to illustrate these concepts with an example.

Demonstration Problem 12–4

A risk-neutral manager is attempting to hire a worker. All workers in the market are of iden-
tical quality but differ with respect to the wage at which they are willing to work. Suppose
half of the workers in the labor market are willing to work for a salary of $40,000 and half
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Searching for Workers

Managers spend considerable time searching for new
employees. Thus, it is important for them to know
when to continue searching for another employee and
when to stop searching by hiring one who has already
been interviewed. How many applicants does the av-
erage manager reject before finding an employee will-
ing to work for an acceptable wage? How much time
(a component of search costs) is spent engaging in
these activities? A recent study provides answers to
these questions.

The average manager searching for an employee
sees about 3.7 applicants before finding a qualified
worker willing to work at a wage below the firm’s
reservation price. The time cost of searching for work-
ers is substantial; the average manager spends about
6.4 hours examining each applicant he or she sees.
There is, however, considerable variation in these
numbers for managers seeking different types of
workers. For instance, managers tend to search more
when hiring workers who require a lot of training. For

each 10 percent increase in the amount of training re-
quired, firms spend about 1.8 percent more time per
applicant. Firms also search more heavily when hiring
a manager or a professional worker—about 33 percent
more time per application—than when hiring a blue-
collar worker. Firms also search more intensely for
permanent workers than for temporary or seasonal
workers; in fact, firms spend about 24 percent less
time per applicant when hiring temporary workers.

Larger firms also spend much more time search-
ing than smaller firms: A firm with 500 employees
spends about 80 percent more time per applicant than
a firm with 100 employees. Thus, managers of large
firms should expect to spend more time searching for
workers than managers of smaller firms.

Source: John M. Barron, Dan A. Black, and Mark A.
Loewenstein, “Job Matching and On-the-Job Training,”
Journal of Labor Economics 7 (January 1989), pp. 1–19.
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