Review Sheet for Final Exam

Section #1 

Major Topics : Overview of Labor Market

 Labor Demand

 Labor Demand Elasticities

 Frictions in the Labor Market

Sample Questions:

1.) The unemployment rate is not the only statistic of interest for labor economists.  Explain in a paragraph other statistics that might help to provide a richer description of the health of the labor market

2.) Explain how/why the CPI is used in labor economics.

3.) How might an economist define who is under- vs. overpaid.

4.) Interpret in words the condition: W=MRPL.
5.) Explain in one/two sentences why the labor demand curve is downward sloping for an individual firm in the short-run.  Explain why labor demand (for the market) is downward sloping in the long-run.

6.) Suppose policymakers are discussing an increase in the minimum wage.  In two/three sentences explain why they might care about the elasticity of labor demand.

7.) Explain in words the implications to workers of monopsony power by firms.  Are workers better/worse off than if the markets were competitive?

Section #2

Major Topics: 



Preferences and Budget Sets (in the Labor/Leisure Diagram)



Labor Supply



Labor Supply and Labor Leisure under various policies (ex: Welfare)



Labor Supply with household production and the life cycle

Sample Questions:

1.) Explain in one sentence the assumption of convex preferences.

2.) (With leisure on the x-axis and income on the y-axis) What does it mean for an individual to have relative steep indifference curves?

3.) Under what conditions is Labor Supply upward sloping?  Explain in terms of income vs. substitution effects.

4.) a.) Suppose everyone under an income of $X is eligible for a monetary grant of $Y. with no benefit reduction rate.  Explain in one sentence why one would never observe anyone working and collecting the benefit.

b.) Explain whether one would observe anyone working at all?

5.) (With home production on the x-axis and income on the y-axis) Explain what personal characteristics might determine the slope of an indifference curve for individuals? How might one predict the change in slope over time?
Section #3

Major Topics:



Compensating Wage Differentials



Theory of Human Capital Accumulation



Education as a signal



Pay and productivity under asymmetric information (principal/agent)


Discrimination in the labor market


Unemployment

Sample Questions:
1.)   a.) (Suppose risk is on the x-axis and wage on the y-axis) Explain in one sentence why the iso-profit curve for the firm is upward sloping.

 b.) Agree or disagree with the following statement: “Workers dislike risky jobs, so they will take jobs with lower levels of risk.”

 c.)  Suppose that you conduct an economic study and find that high risk jobs tend to have lower wages.  Explain in one/two sentences how this can be?
2.) Explain in one sentence why education might be “helpful” for employers even if it has no effect on productivity.

3.) Under what conditions can education signal type?  Under what conditions will it not?  Explain in a paragraph.
4.) a.) Under what conditions do you expect discrimination to persist?  Explain in a paragraph in terms of the different causes of discrimination.
b.) Provide a brief description of one method that economists have used to look for discrimination in labor markets.

5.) Explain why the unemployment rate will be positive, even in an economy with ‘full employment’.
6.) a.) In the search model of unemployment, explain how workers would find jobs if they had perfect information about each individual firm.

b.) Now assume workers know the distribution of jobs, but not the job characteristics of each individual firm.  Explain the process by which workers find jobs.

c.) Explain why, in a world of imperfect information, workers generally earn less than their marginal revenue product of labor.

d.) Explain what is meant by a reservation wage in this model, and explain how it influences a worker’s decision to accept a job.

e.) Explain how a worker’s reservation wage might be influenced by Unemployment Insurance.

       7.) Explain the difference between structural and cyclical unemployment.

       8.) Provide one reason for the downward rigidity of wages in labor markets and explain why this may cause unemployment.
Practice Final:
1. a.) Suppose policymakers are discussing an increase in the minimum wage.  In two/three sentences explain why they might care about the elasticity of labor demand.
b.) If labor demand (in the short-run) is upward sloping for a firm, what would this imply about worker productivity?  Explain in one/two sentences why an upward sloping labor demand curve is highly unlikely for a firm, in the short-run.
c.) In one sentence interpret the condition:  Marginal Expense=MRPL.

2.) Use the following graph in answering the following questions.

Income


[image: image1]
a.) Sketch a typical indifference curve that solves the workers utility maximization problem.  (Assume that preferences are convex over income and leisure.)

b.) Explain in one sentence what a flatter indifference curve would mean in terms of preferences.  Ceteris Paribus, would you expect the individual with flatter indifference curves to work more/less/ hours?
c.) What determines the slope of the budget line above?  What would make the budget line steeper?

(unrelated to above diagram)

d.) When is it possible for indifference curves to be upward sloping?  Provide one example of a situation when this is true (Hint: carefully think about what you are measuring on the axes). 

3.) Consider the following model of a competitive labor market:




Marginal Revenue Product            Proportion of Population
Skilled Worker

             6



(1/2)

Unskilled Worker

2



(1/2)

a.) If firms had perfect information, what wage would each type earn?
b.) If firms did not have perfect information and there was no education, what wage would each type earn?
c.) Now suppose education is allowed but is costly.  For skilled workers, the cost of education is (y/2) and for the unskilled the cost is (y), where y is a year of education.  What are the range of years of education that lead to a separating equilibrium between types?
d.) Explain in one sentence why 10 years of education is not a separating equilibrium.
e.) Explain in one/two sentences what would happen in the above model if the cost of education was the same for each of the two groups.

4.) a.)  Explain two reasons as to why the earnings of piece rate workers are usually larger than that of hourly paid workers performing the same tasks.  

b.). Suppose that a garment manufacturer is considering switching its method of pay from $10 per hour to people who sew shirts to a fixed amount per shirt. Describe one advantage and one disadvantage to the firm of making such a switch.

5.) Several studies of the NBA labor market (for example: Kahn and Sherer, Journal of Labor Economics, 1998) find that black and white players earn equal salaries, but conclude that wage discrimination exists against black players in this market.  How is this possible?  

6.) Suppose that people that work in chicken processing plants have a high risk of getting carpel tunnel syndrome. OSHA enters the picture and mandates changes in the process that will reduce the risk.

a.) Did chicken processors have any incentive to eliminate the risk without OSHA intervention?

Explain, in terms of the shape of the isoprofit lines.

b.) After OSHA intervenes, are workers better or worse off? Explain. 
7.) a.) Explain the concept of employer discrimination and explain whether this type of discrimination will persist in labor markets.

b.) Explain how discrimination in the labor can occur, even if no one in the market has discriminatory preferences (any taste for discrimination).
8.) If wages are completely flexible and the costs of occupational and geographical mobility are small, how much structural unemployment will exist?  Explain.
9.) a.)  Pat is searching for work and is trying to find a job that matches her skills.  In the search model of unemployment, explain why she may not take the first job that she is offered.  

b.) Why will Pat not generally wait to find the ‘perfect job’?

10.) Explain what is meant by efficiency wages and why it can make firms reluctant to reduce wages of their employees.
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