Review for March 15

Chapter 1 and its Appendix

1.
The essential features of a market include the facilitation of contact between buyers and sellers, the exchange of information, and the execution of contracts.

2.
Positive economics is the study of economic behavior, and underlying this theory of behavior are the basic assumptions of scarcity and rationality.

4.
Normative economics is the study of what "should be," and theories of social optimality are based in part on the underlying philosophical principle of "mutual benefit. "

5.
A market "fails" when it does not permit all mutually beneficial trades to take place.

6.
A governmental policy is "Pareto-improving" if it encourages additional mutually beneficial transactions. At times, though, the goal of improving Pareto efficiency conflicts with one of generating more equity.

7.
The concept that governmental intervention in a market may be justified on grounds other than the principle of mutual benefit is discussed (for example, government intervention may be justified on the grounds that income redistribution is a desirable social objective).

8.
(Appendix) A way to summarize a linear relationship between two variables is through ordinary least squares regression analysis -- a procedure that plots the "best" line (the one that minimizes the sum of squared deviations) through the various data points. The parameters describing this line are estimated, and the uncertainty surrounding these estimates are summarized by the standard error of the estimate.

9.
(Appendix) Multivariate procedures for summarizing the relationship between a dependent and two or more independent variables is a generalization of the univariate procedure, and each coefficient can be interpreted as the effect on the dependent variable of a one-unit change in the relevant independent variable, holding the other variables constant.

Chapter 2: Overview of the Labor Market

1.
The labor market and its various subclassifications (national, regional, local; external, internal; primary, secondary) are defined.

2.
The "labor force" consists of those who are employed or who are seeking work, and major trends in labor force participation rates are discussed.

3. The "unemployed" are those who are not employed but are seeking work (or awaiting recall).

4.
The distinction between nominal and real wage rates was made, and the calculation of real wages was illustrated.

5.
Distinctions among wage rates, earnings, total compensation, and income are analyzed.

6.
The labor market is one of three major markets with which an employer must deal; in turn, labor market outcomes (terms of employment and employment levels) are affected by both product and capital markets.

7.
The concepts underlying a labor demand schedule are associated with product demand, the choice of technology, and the supply schedule of competing factors of production; scale and substitution effects are ultimately related to these forces.

8.
Underlying a supply schedule for labor are the alternatives workers have and their preferences regarding the job's characteristics.

9.
Movements along, rather than shifts of, demand and supply curves occur when wages of the job in question change; when a variable not shown on the graph changes, the curves tend to shift.

10.
The interaction of market demand and supply determines the equilibrium wage.

11.
Changes in the equilibrium wage rate are caused by shifts in either the demand or supply curves. Disequilibium will persist if the wage is not allowed to adjust to shifts in demand or supply.

12.
Individuals paid more than their reservation wage are said to obtain an "economic rent."

Chapter 3: The Demand for Labor 

1.
The assumption of profit maximization by firms underlies the theory of labor demand. The process of profit maximization requires considering small changes in inputs (or outputs), and comparing the marginal revenue generated by an additional input with its marginal expense.

2.
The marginal product of labor is the added output generated by adding a unit of labor, holding capital constant.

3.
If markets are competitive, firms perceive prices as given.

4.
The difference between the short-run and the long-run depends on the fixity of capital.

5.
The concept of diminishing marginal productivity is important.

6.
The relationship between the demand for labor curve and the downward sloping portion of a firm's marginal product of labor curve was analyzed. The demand for labor can be stated in terms of either the real or the nominal wage.

7.
The conditions for profit maximization with respect to capital are relevant in the long-run, and adjustments of capital to changes in relative prices generate substitution effects on employment.

8.
Generalizing to more than two inputs, the demand for one grade of labor is influenced by the wages of other grades of labor.

9.
The concepts of substitutes in production, gross substitutes, complements in production, and gross complements are defined and related.

10.
Product market monopoly affects the profit maximization conditions, and thus, the demand for labor.

11.
Monopsony in the labor market affects wages, employment, and the labor conditions for profit maximization. The reason for this derives from the upper-sloping labor supply curve facing the individual firm, and the resultant increase in the marginal expense of labor above the wage rate.

12.
In the context of monopsony, wage increases accompanying market shifts (to the left) in the labor supply curve produce the conventional expectations of decreased employment. Mandated wage increases, however, flatten the labor supply curve and reduce the marginal expense of labor, leading to ambiguous expectations regarding employment changes, at least in the short-run.

Chapter 4: Labor Demand Elasticities 

1.
The own-wage elasticity of demand is the percentage change in employment of a class of labor induced by a one-percent change in the wages of that class.

2.
Cross-wage elasticities of demand are the percentage change in employment of a class of labor induced by wage changes in another class; they may be positive or negative.

3.
The four Hicks-Marshall laws of derived demand were introduced and related to the substitution and scale effects of a wage change.

4.
The concepts of gross substitutability and gross complementarity were defined and distinguished from substitutability or complementarity in production.

5.
Standard labor demand theory predicts that an increase in the minimum wage will result in the loss of employment.

6.
Actually measuring the employment effects of minimum-wage increases requires that we distinguish between nominal and real changes in the rate, that other things influencing employment levels be controlled for, and that the presence of uncovered sectors and intersectoral shifts in product demand be built into the design of the study.

7.
The results of studies estimating the effects of minimum-wage increases are sensitive to the specification employed, with some studies finding the "conventional" negative effects and some finding none. Even those studies with negative employment effects generally find labor demand elasticities that are much smaller than those summarized earlier in the chapter.

8.
Technological change in product markets can change the slope and placement of product demand curves, thereby shifting and/or changing the elasticity of labor demand curves.

9. The labor-demand effects of technological improvements in capital depend on crosselasticities; in attempting to analyze the likely dominance of the substitution or scale effect in this case, the Hicks-Marshall laws applicable to own-wage changes cannot be slavishly applied. Technological change causes total employment to be reallocated, not permanently reduced.

Chapter 5: Quasi-Fixed Labor Costs and Their Effects on Demand 

1.
The distinction between variable and quasi-fixed labor costs was made.

2.
The essential characteristic of an investment is that resources are expended in the current period and returns are received later; the principal types of labor investments that firms undertake relate to training and hiring.

3.
There are both explicit and implicit costs of job training.

4.
Employee benefits are categorized and the types typically received are listed.

5.
The presence of quasi-fixed costs causes an employment/hours trade-off, and the firm must determine its optimum mix of employment and hours per worker.

6.
Increased overtime pay premiums that might be required under the Fair Labor Standards Act would tend to reduce the use of overtime, but whether they increase the number of workers employed depends on the size of the reduction in total labor hours demanded.

7.
The concept of present value and the need for discounting when economic decisions are made in the context of several time periods are discussed.

8.
The multi-period demand for labor, the way this demand is affected by investment costs in the initial period of hire, and the way investment costs alter profit-maximizing conditions with respect to labor are all generalizations of the single-period analysis in Chapter 3.

9.
The distinction between general and specific training is defined, and the effects of specific training on the relationship between wages and marginal productivity is analyzed.

10.
Training investments are recouped through the creation of a "surplus" (a gap between marginal product and wage) that also cushions the worker from layoffs over the business cycle.

11.
The presence of hiring costs induces firms to use credentials and internal labor markets in the recruiting, selection and promotion processes.

12.
Like training costs, hiring investments increase the productivity of selected job applicants (by distinguishing among them on the basis of productivity), and they are recouped by paying wages less than productivity.

