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Welfare Analysis Based on Simple Monopolistic
Competition Model with Labor Market Frictions

Kizuku TAKAO

Abstract

This paper examines the welfare effect of a deregulation policy in the labor market
based on the Dixit-Stiglitz (1977) model of monopolistic competition which incor-
porates labor market frictions. The firm's relative bargaining power and welfare
levels exhibit an inverted-U relationship. Furthermore, the optimal firm's relative
bargaining power is increasing in the extent of competition in the goods market.
However, this result is antithetically altered if the Benassy (1996)'s functional form

is not employed.





