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1. Multiple choice and short questions. In therealexam,no explanationno credit.

(a) Whenafirm providesspecifictraining, whathappengo the gapbetweerthe postrain-
ing wageandthe mamginal productasthe marketinterestrateincreases?

(a) It increases.

(b) It decreases.

(c) It staysthesame.

(d) It persistdor alongerperiodof time.

(e) Not enoughinformation is providedto answerthe question.

(b) Canyou explainthe added worker andthe discouraged worker effect, which bothcan
happerduringarecession?

(c) If averagdifetime earningsf bothhigh schoolandcollegegraduatesiouble thenthe
numberof peopleattendingcollegewill consequently

(a)increase.

(b) decrease.

(c) remainunchanged.

(d) eitherincreaseor decrease.



2. Essay Questions.

(a) Few peoplewould disagreewith thefactthatfirms shouldmaximizeprofits. To do so
they arealwayslooking for waysto produceat a lower cost. Imaginea firm thatuses
four inputs: skilledworkers,unskiled workers,capitalandenepy. For this firm capi-
tal andenegy have beenfoundto be usedtogethergcapitalandskilled workers,capital
andunskilledworkers,andskilled andunskilledworkers,aresubstititesin production.
Enegy andary typeof workersaresubstitites.Enegy pricesin thelastyearhave sky-
rocketed,but interestrateshave decreasedubsantially. Canyouanalyzetheeffectson
skilled andunskilledemploymentof all thesechangesknowing whatyou know about
the optimalbehaior of firms.

(b) The articlesl distributed in classon WednesdayMay 1 (New York Times of Friday
April 26, andSundayApril 28) dealwith the complex issueof joint decisionmaking
in thehousehal andtherole of womenin thelaborforce. We have spentquitealot of
time discussig this issue. Usethe theorywe have worked on to sumnarizeandgive
your expertopiniononthe pointsdiscussedhn thearticles.



3. Any Household USA. Considera househda wherethe husbandcan earna market wage of
$15 per hourandhasa maginal productvity in the householdhatis the equivaent of $12. The
wife canearna market wageof $20 andhasa maginal productvity in the househal thatis the
equialentof $15. Supposenitially thattheir maginal househal productvitiesdo notdepencdn
thetime thatthe otherspousespendsat home.

(a) If thecoupledecidego have only oneof themwork for payoutsidethehome whoshoud it be?

(b) Would it make sensdor boththe husbandandthe wife to work for pay outsice of the home?

(c) Assuming bothmembersf the coupleareworking, how would anincreasen thewife’swage
affect her work hours? Would an increasen the wife’s wage causethe husbando increaseor
decreaséiswork hours?

(d) How would your answerto (c) be differentif you knew that the couplewere substititesin
householgroductionWhatif they werecomplementary?



