ECO 439, EXAM #1




Name: _____________________
PART 1 (10 points): Circle the letter corresponding to the answer that best answers the question, or completes the phrase:

1) What is the most all-pervasive assumption underlying economic theory?

A)  supply and demand.

B)  unchanging tastes and preferences.

C)  scarcity

D)  that they system exploits workers.

2) Which of the following persons is not considered a part of the labor force? 

    A)  A 19-year-old part-time dishwasher. 

    B)  A recently-divorced 30-year-old housewife who is actively seeking her first job. 

    C)  A 59-year-old former nuclear physicist who, after being dismissed from his prior job, got so fed up with not being able to find a job worthy of him that he quit looking for work three years ago. 

    D)  A 45-year-old secretary who got discharged Friday morning and went looking for new work that afternoon. 

3)  A monopsony is 
    A) the same as a monopoly
    B)  caused by unionizing workers. 

    C)  a situation when there is only one buyer of labor 

    D)  a situation when there is only one seller of labor. 

4) Which of the following has declined over the past several decades:

A)  Labor force Participation rates of all workers
B)  Labor Force Participation rates of men (16 years and older)

C)  Labor Force Participation rates of women (16 years and older)

D)  Incarceration rates
5) A critical assumption economists make about the relationship between the quantity of labor hired and the marginal product of labor is that:  

      A)  The MPL increases as additional units of labor are added to the production process. 

      B)  The two variables are totally unrelated. 

      C)  The MPL diminishes to an irreducible minimum, then increases (i.e., the MPL curve is u-shaped). 

      D)  The MPL diminishes as additional units of labor are added to the production process. 

6) When the wage elasticity of labor demand is -0.5, then an eight percent increase in the wage will: 

     A)  Decrease employment by 16%. 

     B)  Increase employment by 4%. 

     C)  Increase employment by 16%. 

     D)  Decrease employment by 4%. 

7) Economists define someone as being overpaid if they

A) earn higher than equilibrium wages.
B) earn lower than equilibrium wages.
C) earn less than the poverty level income.
D) earn more than 95 percent of the rest of the population.
8) When wages increase, the substitution effect (of labor demand) implies that employment will __________ and the scale effect implies that employment will ___________.

A)
increase; increase

B)
increase; decrease

C)
decrease; increase

D)
decrease; decrease

9. An increase in required overtime (from 1.5 x the wage to 2 x the wage) will mostly likely cause
a.) firms to increase the hours worked of its current employees
b.) firms to hire more workers and reduce the overtime of its employees 
c.) firms to both hire more workers and increase the overtime of its current employees
d.) firms to not change the mix of workers and hours
10) The law of one price assumes that 
A) All workers should earn the same wage 

B) All workers of equal skill within occupations will receive the same wage

C) All workers, regardless of skill in an occupation will receive the same wage

D) Workers in different geographic areas will earn different wages because of costly mobility

Part 2, Short Answer (40 Points)

1.) a.)

(Minimum Wage Question) What are the implications for a minimum wage increase if the wage elasticity of labor demand is extremely elastic?  Explain in one/two sentences and use a labor supply/labor demand diagram.

b.)Is the following statement likely to be true or false?  Explain in one/two sentences:  “One way that a minimum wage could result in expanded employment is if the government sets the minimum below the market equilibrium wage.”
2.) Suppose the output of workers at a factory depends upon the number of supervisors hired (See below).  The factory sells its output for $2 each, hires 5 production workers a day at a wage of $100 per day and needs to decide how many supervisors to hire.   The daily wage of supervisors is determined in a perfectly competitive labor market, with a wage of $350 per supervisor, per day.
a.) What is the marginal product of the third supervisor?
b.) What is the marginal revenue product of the third supervisor?
c.) How many supervisors should the firm hire to maximize profits?One interpretation of a supervisor’s role is to eliminate shirking (time spent by workers on non-productive activities)
	Number of Supervisors             


	1
	2
	3
	4
	5
	6

	Output per day


	1500
	1800
	2000
	2100
	2150
	2175


d.)  Why will a firm not generally eliminate shirking completely?  Explain in one/two sentences.  
3.)  Assume there are only two inputs in production, capital and labor.  With capital on the vertical axis and labor on the horizontal axis:

a.) Describe an isoquant, in your own words.  Explain what convexity implies, it terms of isoquants.
b.) Describe an isocost line and explain what determines the slope of an isocost line.

c.) Suppose the per-unit price of labor is $10 and the per-unit price of capital is $20.  Agree or disagree with the following statement and explain your answer in one/two sentences: “In the long-run the firm will only use labor because it is less expensive than capital.”

4.) George is currently a drive-thru worker at MacDonalds earning $6.55 an hour, the current minimum wage.


a.) As discussed in class, explain how a worker ‘pays’ for general training.  


b.) Explain why it is unlikely that George will receive general training at his minimum wage job.


c.) Provide an example of a quasi-fixed cost associated with George’s employment.
   d.) Is it likely than George’s employer acts as monopsony? Explain in one/two sentences.
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